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EENEGOTIATION  OF  WAE  CONTEACTS 


THURSDAY,  SEPTEMBER  9,   1943 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.  O, 

The  committee  met  at  10  a.  m.,  Hon.  Eobert  L.  Dough  ton  (chair- 
man) presiding. 

The  Chairman.  The  meeting  this  morning  is  for  the  purpose  of 
starting  hearings  on  what  might  be  termed  "The  Revenue  Act  of  1943." 
As  the  committee  is  not  ready  to  begin  hearings  on  the  provisions 
relating  primarily  to  the  raising  of  revenue  and  as  we  had  stated  in 
the  conference  report  on  the  Revenue  Act  of  1942  that  further  consid- 
eration was  to  be  given  to  the  matter  of  renegotiation  of  war  contracts, 
the  committee  has  deemed  it  advisable  and  expedient  to  consider  that 
phase  of  the  tax  bill  first  and  see  what  changes  should  be  made,  or  at 
least  to  give  consideration  in  respect  to  changes  which  will  go  along 
with  the  regular  tax  revenue  raising  act. 

It  is  hoped  to  conclude  these  hearings  on  renegotiation  by  Saturday 
week,  which  is  the  18th,  I  believe,  and  to  begin  hearings  about  the  20th 
on  the  tax  bill. 

I  think  everyone  realizes  the  importance,  in  fact  the  necessity,  of 
raising  additional  revenue  relating  to  the  financing  of  the  expenses 
necessary  to  the  carrying  forward  of  the  war.  In  order  to  do  the  best 
job  we  can  and  to  proceed  intelligently,  it  is  the  purpose  of  the  com- 
mittee, as  the  chairman  understands,  to  hear  witnesses  beginning 
with  the  Secretary  of  the  Treasury,  if  he  cares  to  appear,  which  he 
usually  does;  also  to  hear  the  Chie'fs  of  Staff  of  the  Joint  Committee 
and  other  witnesses.  We  want  to  make  these  hearings  as  brief  as 
we  can  and  still  get  full  information  on  the  subject,  in  order  that 
we  may  proceed  intelligently. 

The  first  witness  on  the  calendar  this  morning  is  Hon.  Maurice 
Karker,  of  the  War  Department. 

STATEMENT  OF  HON.  MAURICE  KARKER,  CHAIRMAN  OF  THE  WAR 
DEPARTMENT  PRICE  ADJUSTMENT  BOARD  AND  DIRECTOR  OF 
THE  RENEGOTIATION  DIVISION  OF  THE  ARMY  SERVICE  FORCES 

Mr.  Karker.  I  have  no  prepared  statement.  I  would  be  glad  to 
make  an  oral  statement  as  briefly  as  you  choose  to  have  me  and  then, 
of  course,  be  available  for  whatever  questions  members  of  the  com- 
mittee would  like  to  ask. 

I  am  chairman  of  the  War  Department  Price  Adjustment  Board 
and  have  been  since  July  1942. 

Renegotiation  is  a  statutory  requirement  under  section  403  of  Public, 
528,  adopted  on  the  initiative  of  the  Congress  largely  taken  by  Mr. 
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Case  in  the  House  and  Senator  McKellar  in  the  Senate,  with  the  co- 
operation of  the  Departments,  and  presumably  as  a  result  of  the  dis- 
closure of  industry  practices  and  profits  early  in  19^,  following  the 
beginning  of  the  war,  and  carrying. on  from  experience  in  the  de- 
fense program. 

In  my  judgment  as  an  individual,  it  is  a  dangerous  and  un- Ameri- 
can statute,  but  we  are  in  a  dangerous  and  destructive  war  which  jus- 
tifies unusual  precautions  and  conditions. 

The  statute  has  been  criticised  for  a  variety  of  reasons :  First,  that 
it  violated  the  sanctity  of  contracts;  second,  that  it  substituted  govern- 
ment of  men  for  government  by  law — with  both  of  which  objections 
there  is  much  sympathy  and  on  which  there  is  much  to  be  said.  The 
third  objection  raised  was  that  it  was  administratively  impossible,  be- 
cause of  the  number  of  departmental  contracts,  the  number  of  con- 
tracting companies,  the  extent  of  their  interest,  the  amount  of  dollars 
involved,  and  the  detailed  information  which  would  be  necessary  to 
make  fair  determinations.  That  administrative  impossibility  hafe 
been  proved  not  to  be  true,  and  the  criticism  has  now  moved  to  an 
approach  that  the  renegotiation  under  the  statute  takes  too  much  of  the 
justified  profits  from  industry.  Undoubtedly  the  criticism  of  the 
statute  and  its  administration  will  proceed,  as  time  goes  on,  through 
two  more  steps.  There  will  come  a  time  when  those  who  are  engaged 
in  renegotiation  will  be  criticized  and  questions  will  be  raised  about 
their  character,  their  capacity,  their  probity,  and  from  that  the  last 
and  final  step  in  the  criticism  of  those  who  are  engaged  in  this  work 
will  be  that  we  are  criticized  when  we  have  not  taken  enough  from  in- 
dustry, but  actually  have  left  excessive  and  im justified  profits. 

The  matter  of  price  and  of  profits  realized  from  sales  to  the  Govern- 
ment in  time  of  war  is  an  age-old  problem.  It  has  been  in  existence 
in  all  of  our  recorded  history  in  this  country,  so  far  as  we  know^ 
Undoubtedly  Genghis  IQian  in  his  armies,  although  he  never  heard 
of  the  word  "liquidate,"  actually  treated  those  who  overcharged  him 
in  that  way,  and  we  know  that  General  Washington,  in  1777,  wrote 
letters  of  bitter  complaint  of  those  who  were  selling  to  the  Conti- 
nental Army  at  prices  which  he  regarded  as  unjust  and  unfair  and 
as  jeopardizing  the  outcome  of  that  war. 

World  War  I  brought  forth  a  new  word  in  our  language — the  word 
"profiteer"  as  applied  to  those  who  supply  the  Government  in  time 
of  war.  Most  of  us  are  old  enough  to  remember  the  claim  that  23,000 
new  millionaires  were  made  in  America  as  the  result  of  war  sales  in 
World  War  I,  and  the  resentment  of  the  returning  soldiers  over  the 
fact  and  over  the  conditions  as  they  thought  they  found  them  when 
they  returned  to  this  country. 

The  movement  for  the  control  of  prices  and  profits  in  time  of  war 
has  been  particularly  clear  in  the  last  25  years.  The  American  Le- 
gion, which  was  formed  after  the  close  of  World  War  I,  went  on  record 
at  its  convention  at  New  Orleans  in  1922,  with  a  very  clear  declaration 
of  its  purpose  to  see  that,  in  the  future,  there  should  be  no  overcharg- 
ing; that  there  should  be  some  reasonable  degree  of  equality  between 
the  treatment  of  people  and  the  treatment  of  capital.  Both  of  the 
platforms  of  the  major  parties,  the  Republican  and  Democratic  Par- 
ties, in  1924,  contained  plans  having  to  do  with  the  use  of  capital,  of 
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management,  of  facilities,  in  time  of  war,  and  the  control  of  the 
profits  to  be  realized  from  war  production. 

In  the  last  25  years,  there  have  been  no  less  than  170  bills  introduced 
into  the  Congress  for  the  elimination  and  control  of  war  profits.  Eng- 
land, under  the  present  circumstances  of  her  longer  engagement  in 
this  war,  has  so  simplified  her  pricing  with  her  much  more  complete 
control,  autocratic  control,  as  to  relate  prices  solely  to  the  capital 
involved  in  production,  and  to  limit  the  return  on  that  capital  to  7% 
percent  before  taxes.  Russia,  of  course,  has  no  private  capital  as 
such,  and  the  whole  operation  is  carried  on  as  a  part  of  the  State. 

In  the  last  12  years,  we  have  seen  ourselves  move  in  the  national 
thinking  to  the  left;  we  have  noted  the  American  labor  organiza- 
tions' recent  adoption  of  plans  for  the  control  of  profits  in  relation  to 
sales  and  in  relation  to  capital,  and  their  appointment  of  committees 
to  bring  these  things  into  effect.  The  Selective  Service  Act,  ra- 
tioning, wage  controls,  have  brought  about  consciousness  on  the  part 
of  the  people  that  extraordinary  sacrifices  are  being  required  of  all 
elements  of  the  population  during  this  war.  The  war  casualties,  the 
casualties  in  manpower  and  in  business,  are  bringing  the  needs  closer 
home  each  day. 

Except  for  the  recovery  of  excessive  profits  realized,  renegotiation 
IS  a  common  commercial  practice  in  time  of  peace.  There  is  nothing 
new  in  a  buyer  getting  together  with  the  seller,  if  a  contract  exists 
between  the  two  for  definite  quantities  which  run  over  a  period  of 
time,  or  if  the  quantities  are  stated  in  terms  of  the  requirements  of  the 
buyer,  and  if  the  markets  have  changed  appreciably  to  the  benefit  of 
the  seller,  and  to  present  the  fact  that  their  interests  are  mutual  and 
that,  since  a  change  has  been  brought  about  in  the  condition  since 
the  contract  was  executed,  the  buyer  very  properly  requests  further 
consideration  and  reduction  of  the  price. 

It  happens  less  often  that,  whep  the  conditions  have  changed 
to  the  detriment  of  the  seller,  he  in  turn  goes  to  the  buyer  and  re- 
quests consideration  for  an  increase  in  the  price.  In  the  first  in- 
stance, the  purchasing  agent  of  the  buyer  is  tremendously  sympathetic 
and  voluble  m  the  presentation  of  his  case  and,  in  the  second  in- 
stance, he  IS  very  equally  convinced  that  no  change  has  been  brought 
about  which  would  justify  a  change  in  the  price  itself.  In  other 
words,  the  statute  is  not  a  punitive  measure ;  it  is  not  intended  to 
punish  industry,  nor  is  it  intended  as  a  tax  statute  to  raise  funds 
for  the  support  of  the  Government.  It  is  definitely  a  part  of  the 
procurement  practices  of  the  departments  of  the  Government  in 
greatly  expanded  purchases  in  time  of  war,  and  is  the  best  substitute 
m  time  ot  war  for  the  controls  of  competition  in  time  of  peace. 

In  time  of  war,  when  the  demand  is  as  great  as  it  has  been  since 
and  prior  to  the  declaration  of  war,  competition  as  such  ceases.  The 
needs  of  tli^  Government  take  priority  over  the  needs  of  every  other 
element  There  is  only  one  buyer  from  the  suppliers  of  material 
required  for  war,  and  the  controls,  the  restrictions,  of  competition 
have  been  wiped  away  and  the  renegotiation  statute,  the  price-adjust- 
ment  controls,  are  the  only  substitute  and  an  effective  substitute,  at 
least  m  part,  for  those  of  competition  in  time  of  peace. 
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I  believe  that  this  statute  has  distinctly  measurable  benefits.  First, 
to  the  Government  and  to  the  taxpayers  it  has  increased  tlie  price 
consciousness  and  the  amount  of  attention  given  to  costs.  It  has  not 
only  increased  price  consciousness  of  the  procurement  olhcers  of  the 
War  Department,  which,  in  turn,  has  led  them  into  a  more  careful 
study  of  the  costs  of  production  and  a  more  careful  determination  ot 
the  propriety  of  the  prices  proposed  by  the  supplier,  but  it  has  led 
men  of  experience  in  industry  into  a  greater  appreciation  of  the  im- 
portance of  their  costs  of  production  and  the  importance  of  their  know- 
in*^  what  those  costs  of  production  are  and  of  the  substitution  of  good 
and  modern  cost-accounting  systems  for  some  which  were  previously 
in  existence  and  were  antiquated.  It  has  resulted  m  improved  pro- 
curement technique  and  better  results  in  Govermnent  procure- 
ment. It  has,  I  think,  tended  to  increase  the  physical  volume  of 
production  for  war,  in  that  one  of  the  earliest  policies  adopted  by  the 
War  Department  Price  Adjustment  Board— and  this  action  wa^  con- 
curred in  by  all  of  the  other  department  boards— was  that,  in  the 
determination  of  excessive  profits  resulting  from  prices  which  were 
too  high,  the  allowed  profits  should  be  related  to  the  volume  of  pro- 
duction and  that  the  allowed  profits  should  be  measured  and  increased 
in  the  case  of  those  who  were  low-cost  efficient  producers.  Even 
through  the  Government,  in  the  face  of  its  necessity,  had  to  use  every 
source  of  production  available  to  it  in  order  to  supply  and  equip  its 
military  forces,  I  believe  it  has  reduced  the  expenditure  required  for 
the  great  quantities  of  war  materials,  thereby  reducing  borrowings, 
the  debt,  and  the  future  tax  burden  of  the  Government,  and  some- 
what at  least  lessening  the  inflationary  effect  of  war  expend itures-- 
all  in  the  protection  of  the  interest  of  the  taxpayers  and  the  people  of 

the  country.  .  i     i    j     rn. 

The  importance  of  material  in  this  war  is  easily  overlooked.  Ihere 
have  been  great  developments  in  the  equipment  of  armies  and  the 
handling  and  strategy  of  armies  even  in  the  last  25  years.  We  re- 
member that  some  $27,000,000,000  was  the  total  cost  of  waging  World 
War  I,  and  yet  the  expenditures  for  material  alone,  by  the  War  Depart- 
ment alone,  in  the  calendar  year  1942,  were  probably  $24,000,000,000, 
and  in  1943  will  approximate  $38,000,000,000  and  more. 

I  believe  that  this  statute  has  direct  and  important  benefits  to  the 
production  industry  and  to  our  system  of  free  enterprise.  It  is  difficult 
for  us,  who  have  not  been  in  close  contact  with  the  production  job 
in  America,  to  appreciate  the  extent  and  the  excellence  of  the  job  done 
by  American  industry  in  production  for  war.  It  has  been  superb  in 
every  respect  that  I  know  how  to  measure.  The  great  bulk  of  the  men 
engaged  in  industry,  whether  they  be  labor,  foremen,  or  management, 
have  put  their  backs  and  their  time  and  their  energies  and  their 
loyalties  into  the  doing  of  this  job.  The  fact  that  the  American  system 
was  in  existence  and  that  it  could  be  called  upon  in  time  of  war  has 
been  one  of  the  reasons  and  one  of  the  things  that  has  made  it  possible 
for  the  Army  of  the  United  States  to  make  the  character  of  showing 
that  it  has  made  in  the  protection  of  the  country.  There  has  been 
superb  cooperation  from  free  private  enterprise  in  price  reductions 
and  in  recoveries,  in  the  study  of  costs,  and  in  the  improvement  of 
production— all  in  an  effort  to  produce  more,  of  better  design  and 
quality,  at  a  lower  cost  to  the  people. 
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It  was  unbeheveable  a  year  ago  that  it  would  be  possible  for  the  War 
Department  to  conclude  more  than  4,000  agreements  under  this  statute 
without  having  had  to  resort  even  once  to  a  unilateral  determination 
Every  agreement  so  far  reached  under  the  statute  by  the  War  Depart- 
ment has  been  a  bilateral  agreement.  And  by  that  I  do  not  mean  to  be 
unrealistic  or  to  fail  to  note  the  fact  that  the  powers  of  negotiation 
are  on  the  side  of  the  Government;  that  the  power  of  the  statute  is 
with  the  Government  negotiators ;  but  I  do  mean  to  make  the  state- 
ment as  a  tribute  to  the  farsightedness  and  patriotism  and  common 
sense  of  the  men  who  have  represented  industry  in  their  renegotiation. 
It  IS  true  that  70  percent  of  the  recoveries,  based  upon  the  August 
study  of  the  National  City  Bank  of  New  York,  would  have  been 
taken  eventually  by  the  tax  statute ;  but  that  makes  nonetheless  im- 
portant, m  my  judgment,  the  fact  that  those  recoveries  were  made 
completely,  that  they  were  made  in  advance  of  the  time  when  they 
would  have  been  taken,  and  they  were  made  in  full  and  not  in  70  per- 
cent. It  IS  also  true  that  many  of  the  price  reductions  which  have 
been  brought  about  would  have  been  offered  or  would  have  been  acceded 
to  without  a  statute ;  but  the  most  of  those  price  reductions  would  not 
have  been  achieved  without  the  statute. 

The  job  of  industry  in  its  production  and  in  its  cooperation,  in  its 
tarsightedness,  and  in  its  measure  of  its  responsibilty  to  the  people  of 
the  country  has  been  an  honorable  one.  The  honor  roll  would  be 
studded  by  stars  both  large  and  small,  and  it  is  too  bad  that  it  cannot 
be  published.  It  is  also  true  that  the  honor  roll  would  have  some 
blots.  It  IS  significant  that  most  of  the  unreasoning  greed  and  self- 
ishness that  has  been  displayed  and  defended  has  been  done  by  those 
who  made  profits  with  the  people's  money,  with  the  advances  and 
with  the  facilities  provided  by  the  Government,  rather  than  by  private 
capital,  and  by  that  other  group  of  those  who,  heretofore,  prior  to 
the  time  of  the  war,  had  shown  but  little  ability  to  make  a  profit  in  a 
competitive  economy. 

Naturally,  when  men  have  made  money,  the  tendency  is  to  keep  it. 
Ihere  is  very  great  difficulty  in  convincing  anybody,  under  any  cir- 
cumstances, that  money  which  has  been  paid  to  him  and  which  is  in 
hand  should  be  returned  because  the  price  was  excessive,  even  though 
that  return  may  be  for  his  own  good;  but  it  would  be  unjust  to  con- 
aemn  industry  or  to  criticise  the  procurement  officers  of  the  depart- 
ments because  excessive  profits  had  been  realized  under  the  conditions 
that  existed  early  m  the  war.  We  were  required  to  use  in  procurement 
a  great  many  men  without  experience  in  industrial  production,  a  great 
many  men  without  experience  in  purchasing,  as  such— men  who  did 
the  best  they  could,  under  the  conditions  as  they  existed. 

'Il^^^lF  ^^^  ^^^^^^  ^^^^^  ^^  produce  new  and  strange  items  -which 
neither  they  nor  anyone  else  had  ever  made  before,  the  costs  of  which 
they  could  not  know  except  by  estimates  with  the  use  of  untrained 
and  inexperienced  people,  with  the  use  of  a  foreman's  force  whose 
competence  they  had  only  to  guess  at  and  the  length  of  time  and  the 
airmimt  of  materials  necessary  could  only  be  estimated. 

1  he  increased  runs  which  were  possible  in  particular  industries  were 
such  as  had  never  been  encountered  before,  even  under  our  system  of 
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There  were  improved  techniques  developed  in  connection  with 
design,  assembly,  and  manufacturing  operations  which  no  one  could 
foresee  until  they  got  into  the  job  of  production.  They  could  not 
foresee  the  improvement  in  experienced  labor  as  their  men  were 
trained  to  do  the  jobs  required  in  connection  with  this  material.  They 
could  not  foresee  the  improvement  in  the  foreman's  force  in  its 
supervision  and  control.  Frequently  they  were  given  Government 
facilities  in  the  shape  of  buildings,  or  supplemental  machine  tools, 
and  sometimes  whole  plants  equipped  with  new  facilities. 

Sometimes  they  were  given  advances  of  capital  to  finance  the  neces- 
sary expansion  in  inventories. 

There  was  the  universal  availability  of  patents,  and  the  cooperative 
attitude  on  the  part  of  all  business  management  in  spreading  the 
"know-how"  of  a  particular  field  among  those  others  who  were  called 
upon  to  manufacture  items  similar  to  those  which  the  others  had  been 
manufacturing  in  peactime. 

That  whole  combination  of  circumstances  operated  to  reduce  costs 
to  a  point  unbelievable  and  unanticipated  and  many  of  the  profits 
which  were  realized  in  1942  were  innocently  realized  and  unantici- 
pated as  a  result  of  such  decreases  in  costs  below  the  prices  which 
had  seemed  fair,  just  and  reasonable  in  relation  to  the  risks  to  be  run 
at  the  time  the  contracts  were  made. 

The  removal  of  the  grossly  excessive  profits  through  the  renegotia- 
tion of  prices  on  Government  contracts  first  of  all  effectuates  the  will 
of  the  people  as  expressed  in  the  philosophy  of  the  Congress  that  there 
shall  be  no  more  war  millionaires.  That  has  been  my  personal  inter- 
pretation of  this  statute  as  an  expression  of  that  philosophy,  and  I 
suppose  it  goes  back  to  the  time  of  the  World  War,  when  there  was 
presumed  to  have  been  created  23,000  new  more  millionaires  in 
iWnerica  out  of  the  distress  of  the  country  in  the  course  of  that  war. 

The  removal  of  these  excessive  profits  should  be  a  help  to  private 
enterprise  in  the  avoidance  of  the  almost  certain  criticism  of  the 
Congress  and  the  complaint  and  retaliation  of  the  people  if  there 
should  be  realized  and  retained  by  industry  anything  approaching 
excessive  profits  or  unjustified  compensation  out  of  the  contribution 
of  capital  and  management  to  the  winning  of  this  war. 

The  reduction  and  removal  of  excessive  profits  will  remove  a 
temptation  to  which  business  management  is  always  subject  in  time 
of  high  excess-profits-tax  rates  to  increase  its  expenditures  to  add 
to  its  costs  because  if  they  are  making  profits  subject  to  the  excess- 
profits  tax  it  is  easy  for  management — not  the  top  but  the  lower 
grades  of  management-— to  think  in  terms  of  making  an  expenditure 
of  $1,000  which  adds  $1,000  to  the  cost,  but  which  in  the  thinking 
of  such  men  costs  but  $190  of  the  money  of  the  company,  and  men 
can  frequently  be  induced,  sometimes  unconsciously,  to  spend  $1,000  in 
the  hope  that  they  may  get  more  than  $190  worth  of  value,  but  the 
very  expenditure "  itself  adds  to  costs  and  puts  a  handicap  on  that 
business  after  the  war  is  over,  if  they  have  artificialities  in  the  costs, 
or  any  relaxation  of  supervision  in  the  care  with  which  their  opera- 
tions are  conducted. 

I  believe  that  the  removal  of  excess  profits  and  the  influence  of 
renegotiation  in  inducing  closer  control  of  costs  will  help  to  insure 
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a  competitive  advantage  for  every  American  industry  after  the  war 
by  mamtaining  low  units  of  cost  in  our  post-war  production,  and 
that  it  will  increase  the  incentive  for  maximum  quantity  production 
by  relating  the  fairness  of  allowed  profits  to  the  volume  of  that 
production. 

Renegotiation  recognizes  and  protects  the  application  of  sound 
business  principles  to  production  for  war.  The  men  who  are  engaged 
in  renegotiation  to  the  extent  of  my  knowledge  of  them  are  men  who 
are  devoted  to  the  American  system  of  free  private  enterprise  and 
to  the  maintenance  of  that  system.  They  are  experienced  in  produc- 
tion and  in  business,  in  industry,  in  law.  They  have,  themselves, 
been  the  beneficiaries  of  the  American  system  of  freedom  of  enter- 
prise. They  are  interested  in  its  continuation,  not  only  for  the 
welfare  of  all  the  people  of  the  country,  but  for  the  benefit  of  their 
own  children  and  grandchildren,  and  for  the  benefit  of  those  peoples 
abroad  who  may  be  released  and  to  whom  this  may  be  one  of  the 
hopes  of  that  release. 

There  is  recognition  on  the  part  of  those  engaged  in  renegotiation 
that  solvency  and  financial  prudence  in  business  management  are  as 
essential  to  efficient  operation  in  time  of  war  as  they  are  in  time  of 
peace.  Nothing  that  is  done  in  connection  with  renegotiation  brines 
either  solvency  or  prudence  into  jeopardy. 

There  is  encouragement  of  prudent,  frugal,  efficient  management  in 
preparation  for  quick  and  vigorous  emergence  of  business  in  the  post- 
war period  m  order  that  they  may  provide  full  reemployment,  that 
they  may  recapture  their  domestic  and  foreign  markets,  and  there  mav 
be  as  promptly  as  possible  full  restoration  of  the  American  standard 
of  Jiving.    The  men  who  are  engaged  in  renegotiation  are  as  conscious 
ot  the  needs  m  these  respects  as  are  the  men  who  are  engaged  in  indus- 
trial production.     The  sources  of  criticism  of  renegotiation,  as  we  have 
observed  it,  are  minorities  from  industry  largely— the  minorities  that 
always  exist-the  10  percent  minority  of  the  greedy,  self-centered,  and 
selfash  m  industry— and  there  are  greedy,  self -centered,  and  selfish 
people  m  whatever  group  or  description  you  choose  to  name  who  pro- 
pose to  make  and  to  keep  the  most  they  can  from  the  war  emerijencv 
and  from  the  vital  needs  of  their  country.    It  is  that  same  minoritv 
whose  excesses  m  the  past  are  already  responsible  for  most  of  the 
restrictions,  the  controls,  the  regulations  governing  business  generallv 
throughout  the  country.     Criticisms  arise  from  the  fears  and  the 
assumptions  of  those  who  have  not  had  the  experience  of  reneeotia- 
tion-men  thoroughly  sincere,  thoroughly  honest,  and  devotecl,  but 
leartul  ot  what  might  happen  under  the  wording  of  the  statute     Thev 
read  the  law  and  visualize  the  worst,  assume  it  will  happen,  and  then 
argue  from  that  assumption. 

Third,  from  another  minority  who  profess  to  believe  that  income 
taxes  are  a  cost  of  production,  that  their  participation  in  war  produc- 
tion is  purely  an  impersonal  business  relationship,  that  the  influence 
ot  the  future  markets  for  their  products  should  be  compensated  from 
me  tax  burden  laid  upon  a  distressed  people,  from  those  who  want  to 
make  the  war  provide  them  with  ease,  security,  and  freedom  from  effort 
onLf  ^^^'"'  fol  owing  the  war  to  an  extent  which  no  citizen  of  the 
country  can  anticipate  or  hope  for. 
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The  great  majority  of  businessmen,  large  and  small,  are  intensely 
patriotic,  forward-looking,  cooperative,  intelligent,  and  acutely  aware 
of  the  dangers  facing  America  and  the  jeopardy  to  our  freedom,  i  hey 
do  not  universally  support  renegotiation,  nor  approve  all  of  the  provi- 
sions of  the  statute,  nor  all  of  the  policies  of  the  renegotiating  adminis- 
tration, but  they  are  generally  in  accord  with  the  efforts  being  made. 

There  have  been  certain  major  suggestions  made  for  amendment  ot 
the  statute.  The  War  Department  joined  with  the  other  departments 
interested  in  renegotiation  to  recommend  two  amendments  to  the 
statute,  amendments  which  were  introduced  in  H.  K.  2324,  and  referred 
to  this  committee ;  one  recommending  the  increase  in  tlie  exemption  oi 
Government  volume  from  $100,000  to  $500,000  per  year  and  another 
requiring  mandatory  reports  from  those  doing  renegotiable  volume  to 
the  end  that  the  Government  might  be  saved  the  time  and  the  ettort 
and  the  expense  of  attempting  to  find  them.  . 

Most  of  these  major  suggestions  have  been  treated  in  previous  state- 
ments which  I  have  made  to  committees  of  the  Congress,  and  1  should 
like  to  refer  to  the  statement  before  the  subcommittee  of  the  Com- 
mittee on  Appropriations  of  the  House  of  Representatives  on  the 
Military  Establishment  approj^riation  bill  for  1944,  beginning  on  page 
483  of  the  hearings  for  Tuesday,  June  1,  1943 ;  secondly,  to  the  state- 
ment before  the  Committee  on  Naval  Affairs,  House  of  Representa- 
tives, in  the  investigation  of  the  progress  of  the  war  effort,  beginning 
on  page  991  of  the  hearings,  Wednesday,  June  30, 1943. 

MrrGEARHART.  Would  it  not  be  proper  to  incorporate  the  testi- 
mony to  which  Mr.  Karker  has  made  definite  reference  in  the  record? 
I  suggest  that  we  incorporate  it  at  this  point. 

The  Chairman.  Without  objection,  it  will  be  done. 

(The  above-mentioned  statements  are  as  follows :) 

Statements  of  Maurice  Karkeb.  Chairman,  Price  Adjustment  Board,  W^ 

D^^TMENT,   AND  COL.   A.   J.   BROWNING,   GENERAL   STAFF  CORPS.   ^^^^^?^ 

CHASE  DIVISION,  Army  SER^^CE  Forces,  Before  the  Committee  on  Appropria- 
tions OF  the  House  of  Representati\ts  on  June  1,  1943 

Mr  Snyder.  Mr.  Karker,  we  should  like  to  have  a  statement  in  some  <3etail  as 
to  the  procedure  with  respect  to  renegotiating  contracts.  I  understand  the  De- 
partment has  established  a  price  adjustment  board  to  handle  the  matter.    Is  that 

""""Mr  Karker.  Yes,  sir ;  there  is  a  War  Department  Price  Adjustment  Board 
which  works  in  coordination  with  similar  boards  in  the  Navy  Department,  Mari- 
time Commission,  the  War  Shipping  Administration,  and  the  Treasury  Depart- 
ment. 

general  statement 

Mr  Snydo  Have  you  a  general  statement  you  would  like  to  make  to  the 
committee  with  reference  to  the  functions  and  operations  of  your  board  in  con- 
nection with  the  renegotiation  of  contracts? 

Mr.  Karker.  Yes,  sir. 

Mr.  Snyder.  You  may  proceed.  ,  ,        ^  a  4.-«« 

Mr  KARKER.  The  function  of  renegotiation  of  prices  and  profits  under  section 
403  of  Public,  528,  as  amended,  is  to  prevent  the  unnecessary  expenditure  of 
public  funds  for  the  materials  of  war.  It  is  not,  in  our  judgment,  a  punitive 
measure,  nor  is  it  intended  primarily  to  increase  Treasury  receipts. 

Renegotiation  is  a  part  of  the  procurement  process.  It  is  as  essential  to  good 
purchasing  in  time  of  war  as  is  free  and  open  competition  in  time  of  peace 
Essentially  renegotiation  is  a  wartime  substitute  for  peacetime  competition,  and 
it  should  not  be  judged  on  the  basis  of  the  amounts  of  excessive  profits  recovered^ 
Such  recoveries  are  an  incident  to  the  orderly  processes  of  pricing,  even  though 
the  amounts  recovered  are  substantial. 


Renegotiations  conducted  by  the  War  Department  in  the  i)eriod  between  April 
28, 1942,  and  May  1,  1943,  have  resulted  in  the  elimination  of  excessive  profits  in 
an  estimated  amount  of  $1,866,000,000.  Of  this  amount  $698,000,000  represents 
the  recovery  of  excessive  profits  realized  and  $1,168,000,000  represents  price  reduc- 
tions for  future  deliveries  on  existing  contracts. 

These  readjustments  have  been  made  on  contracts  totaling  approximately 
$18,500,000,000  and  were  effected  by  the  action  of  procurement  oflScers  of  the 
Army  Service  Forces  and  the  Materiel  Command,  Army  Air  Forces,  and  by  the 
price  adjustment  boards  and  sections  of  the  same  forces.  One  of  the  prime  in- 
fluences of  the  renegotiation  statute  has  been  on  the  pricing  of  new  contracts,  but 
this  influence  is  not  even  approximately  measurable  and  no  estimate  is  included 
in  the  reported  total  of  reductions  obtained. 

The  existence  of  the  statute  has  resulted  in  increased  price  consciousness  on  the 
part  of  both  Government  and  industry  and  in  increased  attention  to  costs  on  the 
part  of  both.  It  can  have,  and  I  believe  it  has  had,  a  constructive  influence  in 
increasing  production  for  war ;  in  reducing  the  borrowings  and  consequent  taxa- 
tion of  the  Federal  Government ;  in  protecting  industry  from  otherwise  unjust 
and  unjustified  complaint  and  criticism ;  in  giving  stimulus  to  the  steady  reduction 
of  costs  and  to  the  financial  strength  and  fitness  of  industry  to  resume  reemploy- 
ment, the  recapture  of  markets,  and  the  restoration  of  the  American  standard  of 
living  after  the  war  is  over. 

As  of  May  22,  1943,  9,743  contracting  companies  had  been  assigned  for  rene- 
gotiation by  the  War  Department  Price  Adjustment  Board.  Of  this  total  number, 
agreements  had  been  reached  on  May  15, 1943,  with  1,658  companies  or  17.4  percent 
of  the  cases  assigned  up  to  that  time,  and  4,076  additional  companies  were  then 
engaged  in  renegotiation. 

During  the  first  year  of  operation  of  this  statute  the  War  Department  averaged 
employment  of  544  persons  per  week  in  renegotiation.  The  total  employed  during 
the  week  ending  May  1,  1943,  was  1,033.  This  figure  includes  all  the  members  of 
the  boards,  the  sections,  and  all  of  the  personnel  of  every  classification,  both  mili- 
tary and  civilian,  engaged  in  the  work.  It  is  our  hope  that  the  total  eventually 
to  be  required  will  not  greatly  exceed  2,000.  The  greatest  handicap  of  the 
Department  in  the  completion  of  renegotiations  is  in  the  identification  and  employ- 
ment of  competent  personnel.  It  is  essential  that  the  character,  experience,  and 
ability  of  this  personnel  be  kept  high  and  the  number  small. 

American  industry  has  done  a  superb  job  of  production  for  war.  It  is  interest- 
ing that  in  almost  one-third  of  the  cases  renegotiated  up  to  this  time,  no  excessive 
profits  have  been  found  to  exist,  but  it  would  be  unfortunate  and  unjust  to  con- 
demn the  remaining  two-thirds  of  industrial  companies,  or  to  criticize  the  procure- 
ment oflScers  of  the  Department,  because  excessive  profits  were  found  to  exist. 
In  only  rare  instances  has  it  been  found  that  contractors  took  undue  or  unfair 
advantage  of  the  Government  or  that  contracting  ofiicers  failed  to  exercise  good 
judgment  under  all  the  circumstances  existing  at  the  time  the  contracts  were 
originally  made. 

In  war  in  which  materiel  is  required  in  greater  quantities  and  plays  a  more 
important  part  than  ever  before  in  the  comfort  and  protection  of  our  fighting 
men  and  in  the  winning  of  battles  and  campaigns,  industry  was  called  upon  to 
produce  equipment  with  which  neither  it  nor  others  had  any  previous  experience 
and  in  quantities  far  beyond  anything  previously  contemplated.  Prices  based 
upon  estimates  of  costs  were  necessarily  unavailable,  and,  when  checked  after  the 
fact  of  the  training  of  personnel  and  increases  in  scheduled  runs,  have  often 
proved  to  be  substantially  higher  than  the  costs  justified.  More  exact  justice 
can  be  done  by  hindsight  than  by  foresight  and  it  is  to  the  great  credit  of  in- 
dustry that  every  renegotiation  agreement  made  up  to  this  time  has  been  by 
the  voluntary  action  of  the  producing  companies. 

It  should  also  be  recognized  that  excessive  profits  are  less  likely  to  accrue,  in 
as  large  amounts  and  for  as  many  contractors,  in  1943  and  thereafter  as  was 
the  case  in  1942.  Industrial  costs  are  stabilizing  and  increased  exjierience  is 
bringing  contract  prices  into  a  better  and  closer  relationship  with  costs.  It  is 
to  be  expected  that  the  recovery  of  excessive  profits  will  decrease  in  importance 
from  now  on,  but  that  the  major  emphasis  and  benefit  of  the  statute  will  come 
from  repricing  and  on  new  or  additional  purchases. 

In  the  bilateral  determination  of  excessive  profits,  all  considerations  of  im- 
portance to  the  Government  and  the  contractor  are  taken  into  account.  This 
work  is  done  with  careful  regard  for  standards  of  value  and  of  equity.  It 
cannot  be  reduced  to  the  exactness  of  a  formula,  but  it  can  and  does  follow  defined 
principles  and  announced  policies,  the  application  of  which  is  left  to  the  discretion 
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^"uv  The^mWnation  of  negotiation  and  renegotiation  in  the  procurement 
Son  is  gMng?he  tot  assurance  that  this  part  of  the  war  effort  can  be 
accompLhed  wHh  intelligence  and  efficiency  and  Uiat  the  victory  will  be  bought 

"SlftheTtoi""  tra?fon  of  "wsTtutelkere  has  been  adopted  and  applied  the 
guWing%"lfttTe?e*act  of  application  and  a<«»f  Z^'  ?|lf  ,rwat 
w^ntivp  and  reward  for  the  production  of  more  of  the  materials  foi  war, 
morfofeverythinf  in  relation  the  available  manpower,  facilities  and  raw 
rierials    at  consfaiu^^^^  costs  of  production  and  therefore  at  lower 

S-^cerThf second  prSciple  followed  is  that  there  shall  be  greater  reward  in 
dollars  and  in  ^rceStage  of  price  to  the  low-cost  efficient  producer-for  those 
Seers  wio  Serve  the  available  supply  of  strategic  "materials ;  who  obtain 
fhemaxfmum  of  output  from  competent  and  devoted  labor;  who  make  the  most 
nfm^Phi^  tools  and  other  facilities  available ;  and  who  use  power,  supervision, 
oveXaTand"oth^^^^^^^^^  of  production  and  cost  with  rigid  economy 

^"Th'^J^Waf 'Stment  Price  Adjustment  Board  and  its  44  associated  boards 
and  sections  in  the  Air  Force  and  in  the  technical  services  do  nothing  under  this 
statut?  whfch  maLfe^^^^^  impossible  or  even  more  difficult  the  application  of 
sound  business  S  to  production  for  war;  the  financial  prudence    con- 

Si  sm  and  solvency  essential  to  efficient  production;  or  sound  plans  for  a 
S  a?d  vfgorous  emergence  from  the  conditions  of  war  when  mdustry  must 
aeain  assume  responsibility  for  full  employment. 

iTmf  Mgment,  this  statute  is  not  only  in  the  interest  of  the  war-making 
departoeJlsS  he  people  of  the  United  States,  but  I  believe  that  it  was  m- 
fendeS  is  being  administered  in  the  interest  of  the  future  of  private  industry 
teelf  To  tL  extint  that  profits  from  war  production  are  excessive  either  by 
Sent  or  desi^  their  removal  by  refund  or  their  prevention  by  better  pricing 
fs  to  the  advIntTge  of  free  enterprise  in  that  (a)  it  will  at  least  help  to  avoid 
future  criticism  by  the  Congress  and  the  people,  if  not  actually,  retaliation  by 
the  ^opre-  6)  it  will  remote  the  temptation  to  uneconomic  expenditures  which 
would  be  reflected  in  higher  costs.  The  maintenance  of  low  costs  and  efficiency 
Tproduct^^^^^^^  an  insurance  of  competitive  advantage  after  the  war  when 
?L  problem  of  industry  will  be  thut  of  reconversion  of  facilities,  reemployment 
of  the  men  and  women  returning  from  the  war.  recapture  of  domestic  and  m  er- 
Sati^nal  markets,  and  the  restoration  of  the  American  standard  of  hying;  (e)  it 
wnprovme  incentive  for  maximum  quantity  production  through  relating  allowed 
Droflfs  to  volume  of  production;  (d)  thruogh  reduction  in  expenditures  it  will 
deduce  the  borrowings,  the  debt,  and  tax  burden  of  government;  help  to  retard 
[heTnflationary  effect  of  war  expenditures,  thus  protecting  the  interests  of  the 
taxpayers  by  spending  only  the  minimum  number  of  dollars  necessary  to  the 
winning  of  the  war. 

MAKE-UP  AND  BACKGKOUND  OF  MEMBERS  OF  PRICE  ADJUSTMENT  BOARD 

Mr.  Snyder.  Who  are  the  members  of  the  Price  Adjustment  Board?  Also 
gi^  us  something  of  their  backgrounds  and  as  to  their  special  qualifications  for 

^^^MrK^RKER.  Mr.  Herbert  J.  Taylor  is  the  vice  chairman  of  the  Board.  He  is  a 
graduate  of  Northwestern  University,  served  in  France  ^yith  the  Y.  M  C.  A.  and 
W^th  the  Supply  Corps  of  the  Navy  in  the  last  war.  Following  his  re  urn  to  the 
United  States  he  went  into  personnel  work  and  insurance,  and  for  the  last  10 
years  has  been  president  of  the  Club  Aluminum  Co.  of  Chicago. 

Mr.  Carman  J.  Blough  is  the  repres^Mitative  of  the  War  Production  Board.  He 
is  an  accountant  professionally,  with  broad  experience  in  tl^^e  teaching  and  prac- 
tice of  accountancy.  He  resigned  his  partnership  in  one  of  the  nationally  known 
accounting  firms  to  accept  executive  responsibility  in  the  War  Production  Board, 
as  well  as  to  become  a  member  of  all  departmental  price  adjustment  boards. 

Mr  Maurice  Hirsch  is  an  attorney,  a  graduate  of  the  class  of  1913  of  the 
Harvard  Law  School,  has  practiced  since  in  Houston,  Tex.;  a  very  successful 
attorney     He  practically  closed  his  office  and  dispersed  his  clientele  when  he 


undertook  this  work  last  fall.  He  is  a  member  of  the  Board,  not  as  a  practicing 
attorney,  but  as  an  executive  in  charge  of  settlements. 

Mr.  Arnold  Stifel  is  a  St.  Louis  banker,  semiretired,  broadly  experienced  in 
finance  and  widely  known  to  industry,  and  is  a  member  of  the  Board  panel  on 
review  and  appeal. 

Lt.  Col.  Paul  B.  Boyd  is  from  Greeley,  Colo.  He  is  a  graduate  of  the  Uni- 
versity of  North  Dakota,  and  for  the  last  10  years  has  had  operating  experience  in 
the  handling  of  a  branch  organization.  His  particular  value  in  this  situation 
is  in  the  coordination  of  the  44  other  agencies,  including  the  technical  services 
and  the  Air  Corps,  and  the  district  and  area  price  adjustment  boards  and  sections. 

Those  are  the  members  of  the  Board. 

Mr.  Snydeb.  What  sort  of  an  organization  is  maintained  in  Washington  and 
in  the  field? 

Mr.  Kabker.  Washington  is  the  headquarters  of  the  War  Department  Price 
Adjustment  Board.  We  are  located  in  the  Pentagon.  The  Board  has  six  mem- 
bers. We  have  three  operating  divisions  and  the  counsel's  office,  with  a  total 
personnel  of  about  92. 

procedure  in  connection   with  renegotiation'   (SEE  pp.   490,   514) 

The  first  operating  division  is  what  we  call  assignment.  That  division  is  respon- 
sible for  determining  which  companies  are  renegotiable.  We  are  probably  the  only 
Government  agency  which  has  to  go  out  and  dig  Up  the  companies  with  which  it 
has  to  deal,  in  that  there  are  required  of  the  industry  no  reports  of  the  fact  that 
they  have  done  Government  business,  or  the  amount  of  that  business,  or  the  segre- 
gation between  renegotiable  and  nonrenegotiable  business,  other  than  the  reports 
required  ot  be  included  in  the  1942  tax  returns,  which  give  only  the  net  figure  of 
the  total  volume  of  the  business  done  with  Government  departments. 

Mr.  Powers.  Are  those  tax  returns  available  to  you? 

Mr.  Karkeb.  That  information  is  taken  off  by  W.  P.  B.  and  put  on  cards,  and 
the  tax  returns  would  be  made  available  to  us  on  request. 

Mr.  Powers.  Of  every  corporation  doing  War  Department  work? 

Mr.  KARKEB.  Yes,  sir. 

That  Division  has  three  sections.  The  first  section  is  Examination,  where  we 
endeavor  to  determine  whether  they  probably  have  realized  excessive  profits,  or 
are  likely  to  realize  excessive  profits.  That  is  the  point  at  which  the  judgment 
of  the  Secretary,  under  the  statute,  is  exercised  as  to  whether  to  bring  the  com- 
panies through  the  processes  of  renegotiation  in  order  to  comply  with  the  letter 
and  spirit  of  the  statute. 

The  second  section  is  the  Classification  Section,  now  studying  industrial  war 
output  in  connection  with  possible  renegotiation  assignments  for  1943.  It  gives 
the  members  conducting  renegotiation  a  chance  to  become  thoroughly  familiar 
with  all  the  elements  of  a  given  industry  and  also  to  make  it  possible  for  those 
producing  the  same  thing  in  connection  with  the  war,  to  appear  before  the  same 
board  and  thus  give  them  a  greater  degree  of  confidence  in  the  fact  that  their 
agreements  will  be  uniform  with  others  engaged  in  the  same  work. 

In  1942  the  steel  companies  were  largely  cleared  through  the  Navy  Board,  but 
some  were  renegotiated  by  the  Army.  It  is  our  purpose  in  1943  to  have  all  steel 
companies  renegotiated  through  the  Navy  Department  Board;  all  textile  com- 
panies by  the  War  Department,  and  so  forth,  to  the  greatest  extent  practicable. 

The  third  section  of  this  Division  is  the  Assignments  Section.  A  conin;uiy  is 
cleared  first  of  all  to  that  department  with  which  it  does  the  greater  volume  of 
its  business.  If  it  be  the  War  Department  then  we  assign  the  renegotiation  to  a 
technical  service  or  the  Air  Corps,  dependent  upon  the  one  with  which  he  does  the 
major  part  of  his  business  with  the  War  Department. 

The  next  Division  is  Negotiation  and  Coordination.  Certain  of  the  larger 
companies,  because  of  size,  involved  operations,  new  questions  raised,  or  for 
technical  considerations  or  other  reasons  are  assigned  to  the  War  Department 
Board.  Companies  which  have  been  investigated  or  are  in  a  doubtful  position 
as  to  fraud,  or  have  been  brought  before  a  grand  jury,  or  are  questioned  by  the 
department  of  Justice,  are  ordinarily  assigned  to  the  War  Department  Price  Ad- 
justment Board  also.  One  section  of  this  Division  is  given  over  to  renegotiation. 
There  we  have  three  staff  panels  to  act  as  independent  boards,  always  subject  to 
the  control  of  the  War  Department  Board. 

.  The  other  section,  Coordination,  is  responsible  for  helping  the  Technical  Serv- 
ices and  the  Air  Corps  in  the  selection  of  personnel,  in  the  organization  of  their 
offices,  in  the  uniformity  with  which  they  do  the  work,  and  in  the  flow  of  the 
Production  of  renegotiation  agreements. 

90621 — 43 2 
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The  third  division  is  Settlements.  These  renegotiation  agreements  and  re- 
ports, whether  they  originate  in  the  district  or  area  office,  or  in  one  of  the  Tech- 
nical Services,  or  in  the  Air  Corps,  are  reviewed  for  financial  and  legal  sufficiency 
of  the  report  and  of  the  agreement. 

In  addition  to  those  Divisions  we  have  the  Offices  of  the  Board  Counsel ;  of  the 
Division  of  Technical  Information;  and  of  the  executive  officer  of  the  Board. 

The  executive  officer  is  responsible  for  the  discipline,  records,  and  pay  rolls  of 
the  civilian  and  military  personnel,  for  the  assignment  of  job  responsibility,  and 
for  the  orderly  and  continuous  flow  of  the  work.  Each  of  the  Technical  Services 
and  the  Air  Forces  has  a  Washington  section  devoted  to  renegotiation  and  price 
adjustments.  Under  them  are  36  district  and  area  sections.  For  instance,  Ord- 
nance now  has  13;  the  Air  Corps  has  4  and  is  building  to  6;  the  Quartermaster 
Corps  has  3  and  is  completing  1  more.  The  size  of  the  job  is  such  that  it  must  be 
split  up  if  there  is  to  be  early  completion.  We  want  to  get  the  job  done  as  close 
as  possible  to  the  location  of  the  company  being  renegotiated  for  the  convenience  of 

the  companies  themselves.  ^v  ««o 

Mr  Snyder.  You  referred  to  area  offices?  How  many  areas  are  there? 
Mr  Karker.  We  have  8  services  in  the  War  Department,  and  the  Price  Adjust- 

ment*Board  itself  would  make  9,  therefore  there  are  36  in  the  districts  and  other 

areas  throughout  the  country. 

LOCATION  OF  PRICE  ADJUSTMENT  BOARD  DISTRICT  OFFICES 

Mr.  Snyder.  Where  are  some  of  your  district  offices?       „    ,  ^  ,,    ^    ,    „.^„ 

Mr  KARKER.  We  have  offices  in  Boston,  New  York,  Springfield,  Rochester, 
Oeveland,  Chicago,  Wichita,  Santa  Monica,  San  Francisco,  Dallas,  Birmingham, 
Detroit,  Pittsburgh— among  others. 

I  cannot  remember  all  of  them  offhand. 

Mr.  Snyder.  You  can  put  the  rest  of  them  in  the  record. 

Mr.  Karkeb.  Yes ;  I  will  be  glad  to  do  that. 

(The  information  requested  is  as  follows:) 


Ordnance  (14 ) : 

Washington,  D.  C. 

Boston,  Mass. 

Birmingham,   Ala. 

Chicago,  111. 

Cincinnati,  Ohio. 

Cleveland,  Ohio. 

Detroit,  Mich. 

New  York,  N.  Y. 

Philadelphia,  Pa. 

Pittsburgh,  Pa. 

Rochester,  N.  Y. 

St.  Louis,  Mo. 

San  Francisco,  Calif. 

Springfield,  Mass. 
Quartermaster  (6)  : 

Greenville,  S.  C. 

Washington,  D.  0. 

New  York,  N.  Y. 

Boston,  Mass. 

Chicago,  111. 

San  Francisco,  Calif. 
Signal  Corps  (3)  : 

Washington,  D.  C. 

Chicago,  111. 

Philadelphia,  Pa. 
Ai*my  Air  Forces  (9)  : 

Washington,  D.  C. 

Dayton,  Ohio. 

New  York,  N.  Y. 


Army  Air  Forces   (9)— Continued. 

Detroit,  Mich. 

Wichita,  Kans. 

Los  Angeles,  Calif. 
Subofflces  under  Detroit  district: 

Cincinnati,  Ohio. 

Chicago,  111. 

Cleveland,  Ohio. 
Engineers  (11)  : 

Washington,  D.  C. 

Miami  Beach,  Fla. 

Boston,  Mass. 

New  York,  N.  Y. 

Baltimore,  Md. 

Atlanta,  Ga. 

Columbus,  Ohio. 

Chicgo,  111. 

Dallas,  Tex. 

Omaha,  Nebr. 

San  Francisco,  Calif. 
Surgeon  General  (2)  : 

Washington,  D.  C. 

New  York,  N.  Y. 
Transportation  Corps  (1)  :  Washington, 

office. 
Chemical  Warfare  Service  (1) :  Wash- 
ington, D.  C. 
Total,    44    offices,    plus   3   subofflces— 
grand  total,  47. 


total  pay-boll  obligations 


Mr.  Snyder.  What  is  the  total  pay-roll  obligation? 

Mr.  Karker.  I  can  only  give  it  to  you  approximately.    The  pay  roll  over-au 
averages  about  $3,000  per  person  per  year.    Last  year,  with  an  average  of  about 


544  people,  we  had  a  pay  roll  of  just  under  a  million  and  a  half  dollars,  as  nearly 
as  I  can  determine.  .     ,  ^  ^  . 

Mr.  Powers.  What  is  your  total  budget  for  the  entire  department,  included  in 

this  bill? 

Mr.  Kaekeb.  The  size  of  the  budget  I  do  not  know. 

Mr.  Powers.  General  Richards,  can  you  answer  that?  How  much  money  is  In 
this  bill  for  Mr.  Karker's  organization? 

General  Richards.  That  is  in  the  item  for  salaries  of  civilian  personnel. 

Mr.  Powers.  What  does  it  amount  to?  What  is  the  total  expense  of  his  organi- 
zation, both  here  in  Washington  and  in  the  field? 

General  Richards.  I  cannot  tell  you  offhand,  but  I  can  insert  that  figure  in  the 

Mr.  Powers.  Give  us  a  break-down  of  that. 

General  Richards.  Yes,  sir. 

(The  break-down  referred  to  is  as  follows :) 

Estimated  annual  expenses  of  War  Department  Price  Adjustment  Board 

Salaries,  civilian  employees $3, 000, 000 

Travel ^^»  ^^^ 

Rental  of  offices 100,  000 

Incidental   expenses 150, 000 

Total 3, 300, 000 

Pay  and  allowances,  Army  officers  on  duty  with  Board 222,  300 

Total 3, 522, 300 

COMPENSATION  OF  BOARD  MEMBBBS 

Mr.  Snyder.  What  is  the  compensation  of  the  Board  members? 

Mr.  Karkek.  The  civilian  Board  members  are  on  an  expert-consultant  basis  of 
$25  per  diem. 

Mr.  Snyder.  What  is  the  pay  range  of  other  personnel? 

Mr.  Karker.  The  maximum  in  the  War  Department  Price  Adjustment  Board, 
in  Washington,  is  $5,600  per  year.  There  are  exceptions  to  that  in  some  of  the 
technical  services  in  the  field.  I  think  there  are  some  above  that,  at  $6,500,  and 
a  few  at  $8,000. 

Mr.  Snyder.  I  understood  you  to  say,  off  the  record,  that  you  had  difficulty  in 
getting  competent  men. 

Mr.  Karker.  They  are  very  difficult  to  get. 

Mr.  Snyder.  We  recognize  our  colleague,  Mr.  Case,  as  the  father  of  this  law, 
and  I  am  going  to  ask  Mr.  Case  to  pursue  the  inquiry  at  this  point. 

Mr.  Case.  Mr.  Chairman,  I  think  the  chairman  is  overgenerous  in  that  refer- 
ence. As  a  matter  of  fact,  renegotiation,  as  a  practice,  was  being  developed  by 
the  War  Department  and  came  to  my  attention  in  connection  with  work  on  this 
committee.  The  idea  was  developed  through  testimony  in  the  subcommittee 
hearings  and  subsequently  I  offered  an  amendment  to  a  bill  that  was  accepted 
by  the  House  which  gave  statutory  bolstering  to  what  was  being  done  and 
made  it  possible  to  bring  into  renegotiation  the  contractors  who  did  not 
come  in  voluntarily. 

Mr.  Karker.  You  have  probably  noticed  that  recently  there  has  been  some 
criticism  of  the  renegotiation  statute,  both  with  respect  to  the  time  element  in- 
volved and  with  respect  to  the  policy  of  the  price  adjustment  boards,  on  al- 
lowances for  post-war  conversion  to  peacetime  industry. 

procedure  in  CONNECTION  WITH  RENEGOTIATION 

(See  pp.  487,  514) 

Mr.  Case.  I  think  you  said  that  17.1  percent  of  the  cases  that  have  been 
assigned  to  you  have  been  cleared.  Is  there  any  lag  in  time  between  the  com- 
pletion of  a  project  and  the  assignment  of  the  case  to  the  Price  Adjustment 
Board? 

Mr.  Karker.  The  completion  of  a  project,  Mr.  Case,  would  refer  primarily,  I 
assume,  to  the  construction  field,  because  it  is  in  this  field  that  the  projects  or 
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""'othe^sfour  negotiations  are  practically  without  exception  ^one  on  an  over- 
all ^0^7  of  governmental  work  done,  income  received,  and  profits  resulting 
over  a  LcL^rTdT  the  contracting  company.  That  eontractmg  company 
Zy  hiveTne  Contract  for  the  production  of  155  mn,  feUs,  o^  it  m^j  ^lave  2  500 
contracts  for  the  production  of  a  great  variety  of  items.  In  those  ?f  ^f ^  tne  siart 
Tnd  completion  o^f  renegotiation  are  dependent  ^^^^^  ^^J^.^^^^^.  ''^X..V.n 
eet  the  facts:  how  willing  is  the  company  to  face  the  facts,  ami  now  weu 
wP  can  Drevai   upon  them  to  stick  to  the  lob  until  a  conclusion  is  reached. 

mT  Case  \UeVe  you  are  working  over  the  range  of  a  company's  business, 
dol'ou  go  into  the  lel^of  pr^^     that  a  company  is  making  aside  from  that  upon 

^  M^K^fiS'  No  sir-  and  we  require  the  segregation  of  the  sales  and  the  cost 
of^hel^s  as  between  the  renegotiable  volume  and  that  which  is  not  re- 
negottawf  Thit,  w^^^^  the  background  that  industry  has  had  in  the  last 
feTmonths  was  quite  difficult  and  often  quite  expensive.  But  there  is  no 
aZr^ative  Segi-egation  of  the  renegotiable  business  is  essential  so  we  may 
know  ?he  field  if  which  we  may  exercise  the  authority  of  the  statute,  and  we 
T  w  o  th*.  ^st^  of  tho^  sales  or  we  cannot  carry  out  the  mandatory 
J^uiremlntfo'frhflaw  thaTwIaUow  no  excessive  compensation,  reserves,  or 

^^\"f'rr.«l''^Pn  vou  referred  to  the  assignments  that  have  been  settled 
whit  dPd  you^ve  irindwUh  r'e?at\on  to  th?  continuing  volume  of  business? 

Mr  KABKEB  The  setTlements  reached  are  those  cases  where  agreements  have 
been  made  with  the  companies  for  1942.  The  continuing  volume  will  be  the 
S^fcnments  of  companies  whose  fiscal  period  includes  the  calendar  year  im 

M?  r!sE  How  long  do  you  estimate  it  will  take  you  to  get  on  a  current  basis? 

Mr'  KaSceb.  We  hope  ^  expect  that  there  will  be  less  resistance  to  rene- 
godati^n  'f^m  Tw^T  The  pfrticularly  emphasized  effort  now^^^^  to  see^r. 
Additional  competent  personnel,  that  we  may  maintain  %e  ^^^f^f  ^^^^^j^^^^H 
hp  f.nmnlptelv  finished  with  1942  before  the  end  of  1943.     That  will  maintain  a 

rwcurement  officers!  under  Colonel  Browning's  direction,  to  secure  such  pr.ce 

rpdnctinns  as  will  eliminate  excessive  prohts  m  this  year.  ,      ^  ^*  „^rv 

mTcIse   Eventually,  then,  your  work  will  actually  reduce  the  volume  of  work 

you  ha^?  eliminate  ourselves  every  day,  and  we  are 

fr^ni  ^^aS  reSverv  of  excessive  profits  unnecessary  in  future  years  because 
£t  fs  ?hrmostTfficult  pirt  of  the  statute  with  which  industry  has  to  deal 
So  man V  men  who  have  made  a  profit  find  it  extremely  difficult  to  agree  that  any 
part  of  thSt  profit  was  excessive,  and  that  they  should  not  retain  it. 

Mr  Case.  Do  vou  deal  primarily  with  corporations? 

Sr   KARKFJR  Primarily%ut  there  are  a  great  many  partnerships  and  indl- 

"^'m'^  pIs^e"  Under^tt'original  language  of  the  statute  there  was  practical^ 
nnlimitedt^me^n  which  renegotiation  could  be  requested,  but  under  the  amend- 
mersalptTct  as  T  recall  when  the  last  revenue  bill  was  enacted,  a  time  hmit 

"^  Mr 'kABK^''TM?tfme^lu''fs'l^  in  two  cases.    One  is  that  any  con- 

tr^rS^comp  eteTw  t^^^  the  current  year  must  be  renegotiated  dur  ng  the 
sS-cee^i^fyeaH?  It  then  receives  clearance  by  the  running  of  the  statute  of 

^'^he^oXr  case  is  that  any  company  that  desires  to  do  so  may  file  a  voluntary 
statement  giving  the  segregation  of  renegotiable  and  nonrenegotiable  business 
folloS  thrcompletion  of  its  fiscal  period.  If  the  Secretary  does  not  begin 
rene^ot"! tions  wUhin  1  year  thereafter,  the  statute  of  limitations  runs  for  them 

^'^Mr^cLT'so  the  matter  of  the  length  of  time  is  within  the  control  of  the  con- 
tractor that  is  by  filing  a  statement  he  can  have  this  year  begin  to  run? 

Mr  kl^E^  That  is  right,  but  the  advice  of  many  so-called  experts  to  business 
is  that  thev  "just  sit  quiet  and  maybe  they  will  not  find  you.  . 

Mr  Case.  You  have  cleared  a  great  many  contracts  with  the  statement  that 
renegotiation  is  not  indicated  as  being  required. 


lifr   ttarker  Yes   sir     We  have  found  a  few  cases  where  excessive  profits 

ilnot^nmcated  on  examination  of  information  available  and  we  have  not 

"^    Led  those  for  renegotiation.    In  other  cases  where,  on  the  basis  of  the  in- 

f ^fntfon  we  have   tha^  was  uncertain,  we  have  assigned  them  for  rene- 

fo»?  and  32  %rcent  0?  ^        cases  have  been  cleared  without  recovery 

hppinse  they  did  not  make  excessive  profits  ^    ,       .       ^v,       ^i„^«  ^4» 

^'^fr   Case  Could  you  put  in  the  record  a  statement  showmg  the  volume  of 
hnsin'pss  mider  such  contracts  which  have  been  so  cleared? 
^MrKA^R  We  can  get  that  volume  of  renegotiable  business  of  companies 
that  made  no  excessive  profits ;  is  that  what  you  mean? 

Mr.  Kabkeb.  Yes;  approximately  $1,889,180,000. 

DISPOSITION    OF    SAVINGS    FBOM    BENEGOTIATED    CX)NTBACnS 

Mr  Case.  There  are  two  categories  in  which  these  savings  appear  according 
to  th^  testimony  before  this  committee.  One  is  in  the  amount  of  cash  recovered 
for  the  T^asury  and  the  other  is  the  saving  in  expenditure  by  a  renegotiation  of 
thp  nrice  before  payment  has  been  made.  

dS  you  have  anything  to  do  with  determining  what  happens  to  the  money 
that  has  been  appropriated  and  made  available  to  the  War  Department  and  obli- 
gated originally  by  the  contract,  but  saved  to  the  Government  by  a  renegotiation 

'tr'l'S^'^'l  k'liTw^^^    the  instructions  are,  but  I  am  not  the  best  witness 
on  that.    General  Carter  is  here,  and  he  can  probably  tell  you  about  that. 

Mr  Case.  I  may  say  that  I  notice  in  the  Senate  there  was  considerable  debate 
on  the  point  that  this  money  that  is  saved  by  a  reduction  of  price  should  come 
before  Congress  for  reappropriation  rather  than  remain  available  for  expenditure. 
Can  vou  eive  US  a  statement  on  that  point?  .  •  •  « 

General  Cakt4.  The  instructions  sent  out  to  the  services  on  savings  arising 
from  renegotiations  provide  that  aU  cash  refunds  are  returned  to  the  Treasury. 
Savings  that  result  from  a  lower  price  and  not  in  actual  cash  refunds  are  han- 
ded by  stating  a  reduction  in  the  obligations  outstanding,  and  then  the  amount 
I  of  money  that  results  from  that  reduced  obligation  »s  returned  to  the  Budget 
officer  for  the  War  Department  and  set  up  in  reserve.  Those  refunds  we  report 
to  this  committee  as  unobligated  at  the  end  of  the  year.  ^  „^^«„^«^ 

Mr.  Case.  Do  you  obligate  any  of  that  after  you  make  the  saving  for  procure- 
ment in  the  same  category  of  items?  .       ,  ^     ^  v,  4.  4^v.^„ 
General  Carter.  Yes ;  if  the  services  require  additional  funds  over  what  they 
I  have  already  been  allocated,  those  funds  are  available  to  them  for  that  purpose. 
Mr.  Powers.  To  what  extent  are  they  available?                                  -,  ^^     ac  f^^ 
General  Cabteb.  To  the  extent  that  if  a  service  requires  additional  funds  for 
any  particular  purpose  for  which  these  funds  were  originally  appropriated,  they 
might  be  reallocated  to  them  for  that  particular  purpose.    ^      ^^     ,     ^  „ 
Mr.  Case.  Of  course,  under  the  language  of  the  bills  for  the  last  year  or  2 
allowing  practically  unlimited  transfer  of  funds  within  the  War  Department, 
that  probably  does  not  make  a  great  deal  of  practical  difference.    But  it  is  the 
feeling  of  the  Congress,  I  think,  and  of  the  members  of  the  Committee  on  Ap- 
propriations, that  monies  expended  by  the  Government  should  be  subject  to  re- 
|view  by  the  Congress. 

General  Carter.  That  is  right.  ^    ^  ^         ^     „  ,  ^ 

,    Mr.  Case.  This  money  is  appropriated  for  a  specific  field  or  branch  of  a  service, 
and  if  the  prices  should  be  such  that  the  War  Department  could  not  procure 
all  it  needed,  there  certainly  could  be  no  objection  to  the  use  of  the  money  saved 
I  for  the  purpose  of  completing  the  original  objective  in  procurement. 

General  Carter.  That  is  right. 
I     Mr.  Case.  But  if  that  money  so  appropriated  should  go  into  some  new  item 
there  would  be  a  legitimate  interest  in  the  Committee  on  Appropriations  in  in- 
quiring into  the  reallocation  of  those  funds. 

Mr.  Karker.  May  I  be  sure  that  you  understand  the  distinction  between  the 
I  recovery  of  excessive  profits  realized  and  such  price  reductions  as  result  in  never 
spending  the  money  in  the  first  place?  ,    .-  v        ». 

The  collection  of  excessive  profits  realized  is  handled  either  through  (1)  cash 
credited  to  the  Treasury's  "miscellaneous  receipts"  or  by  (2)  credit  memoranda 
against  future  deliveries,  the  total  of  which  collections  is  segregated  and  con- 
trolled by  the  Fiscal  Director,  General  Carter  himself. 

Those  reductions  in  expenditures  brought  about  through  reduced  prices  on 
deliveries  yet  to  be  made  (illustrated  by  one  1,200-horsepower  engine  which  2 
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years  ago  cost  $16,000,  and  for  which  the  price  from  April  first  this  year  from 
one  supplier  is  $8,000)  are  simply  never  expended  from  the  appropriation. 

Mr  Powers.  But  suppose,  on  this  engine  contract,  you  saved,  let  us  say, 
$100,000,000,  which  means  that  $100,000,000  was  originally  appropriated  for  those 
engineswhichyoudonotspend,  what  happens  to  that? 

Mr.  Karker.  It  would  be  expendable  for  more  engines  if  there  were  need  of 
more  engines,  and  for  additional  quantities  of  other  items  if  they  were  m  the 
same  general  classification  or  grouping  in  the  appropriation  act. 

General  Garter.  That  part  of  the  obligation  which  was  set  up  on  our  boots 
when  the  estimate  was  originally  made  for  a  higher  price,  was  the  amount  of 
the  obligation  set-up.  When  the  prices  were  reduced  and  the  total  amiount 
reduced,  the  outstanding  obligation  was  reduced.  The  money  appropriated  for 
engines  is  not  appropriated  for  just  one  engine,  but  it  is  appropriated  for  a 
group  of  engines  and  the  price  of  that  engine  may  be  lower  than  the  estimate, 
and  the  price  of  another  engine  may  be  slightly  higher  than  the  estimate. 

Mr  Powers.  If  you  have  $100,000,000  saving  on  the  engine  contract  and  we 
have  appropriated  that  $100,000,000,  you  can  expend  that  $100,000,000  but  only 

upon  engines.  ^^  ^  ^        .      uii*„ 

Mr.  Case.  Unless  you  should  take  advantage  of  the  10  percent  transferability 

of  funds. 

Mr.  Powers.  What  is  the  limitation  there? 

(Jeneral  Carter.  It  is  10  percent. 

Mr.  Powers.  You  could  not  take  that  $100,000,0'JO  for  engines  and  turn  it  over 

to  the  engineers. 

General  Carter.  Not  as  such.  . 

Mr.  Case.  Mr.  Karker,  what  is  the  integration  between  the  operations  of  the 
Price  Adjustment  Board  and  the  contracting  or  procuring  service  in  the  War 

Department?  .  ,.     ^      ,     -  ^.v. 

Mr.  KARKEB.  That  integation  is  through  Colonel  Browning,  the  head  of  the 
Purchase  Division  of  the  Army  Service  Forces,  who  is  also  the  special  representa- 
tive of  the  Under  Secretary  of  War  for  the  administration  of  this  statute. 

reduction   of   PRICES  DUE  TO   STATUTE 

Mr.  Case.  You  said  in  your  general  statement  that  one  of  the  values  from  the 
operation  of  the  statute  would  be  closer  pricing  for  the  contracts.  Perhaps 
Colonel  Browning  might  give  us  some  idea  of  how  you  get  that  benefit. 

Colonel  Bbowmng.  I  might  take  machine  guns  as  an  example.  One  of  the 
companies  that  was  renegotiated  was  a  company  which  did  $51,000,000  on  a 
certain  item  with  the  War  Department  last  year.  Their  prices  were  a  little 
over  $5C0  each.  The  comparable  price  of  other  manufacturers  was  $440  for 
one  and  $460  for  another,  and  $330  for  another.  We  renegotiated  the  first 
company  and  recovered  $24,300,000. 

Mr.  Snyder.  Out  of  a  total  of  how  much? 

Colonel  Browning.  Out  of  $51,000,000  worth  of  business.  Then  we  went  back 
to  the  same  company  and  said  we  want  reductions  in  your  prices.  We  got  a 
tentative  agreement  on  a  new  price  of  $315,  subject  to  a  cost  analysis  at  the 
end  of  June.  The  company  does  not  have  current  cost  figures,  so  at  the  end  of 
June  we  will  then  take  a  fiscal  inventory  to  determine  what  the  actual  costs  are 
and  the  prices  will  be  further  reduced  so  that  they  will  be  in  line  with  the 

actual  costs. 

Mr  Powers.  And  will  raise  if  the  situation  is  the  opposite. 

Colonel  BROWNING.  Yes;  my  personal  opinion  is  that  when  we  get  through 
with  our  studies  the  price  will  be  around  $280. 

Mr   Powers.  How  does  that  compare  with  the  price  of  the  other  people? 

Colonel  Browning.  The  $315  price?  We  now  have  one  of  our  other  companies 
down  to  $318.  We  take  the  company  which  is  the  lower  cost  producer  and  get 
the  cost  broken  down  so  that  we  can  determine  all  the  elei.iPiits  of  the  cost, 
that  is  how  much  for  material  and  how  much  for  labor,  and  so  on.  We  get 
that  kind  of  a  cost  break-down  from  each  of  the  other  manufacturers,  and  then 
by  comparing  their  costs  we  find  where  the  highest  cost  elements  are  in  their 
total  figure,  and  we  then  try  to  get  the  costs  down  so  that  each  manufacturer 

is  on  the  most  eflScient  basis.  ,.,..,.+.  i 

In  one  of  the  comparisons  one  manufacturer  showed  a  much  higher  material 

cost  than  the  other.    But  they  had  a  lower  labor  cost. 

What  we  found  was  that  one  contractor  did  a  lot  of  subcontracting,  so  much 

of  his  expense  went  to  materials  and  not  to  labor. 


So  we  checked  into  the  subcontract  prices  and  found  the  costs  of  the  various 
items  were  much  higher  than  if  they  were  able  to  do  it  in  their  own  plants.  Then 
we  went  to  the  subcontractors  to  reduce  their  prices. 

By  figures  developed  from  renegotiation  we  are  able  to  get  a  better  knowledge 
of  the  actual  cost  of  the  product  of  the  manufacturer. 

percentage  of  profit  aixowed  contractors 

Mr  Case.  In  the  case  you  have  cited  did  you  leave  this  company  you  referred 
to  with  any  profit?  t'     j  j  u. 

hiSUc?^^  Browning.  We  left  them  with  20  percent  profit,  which  was  one  of  the 
highest  profits  we  have  allowed. 

Mr.  Powers.  Twenty  percent  gross? 

Colonel  Browning.  Before  taxes. 

Mr.  Powers.. How  much  did  you  leave  them  net? 

Colonel  Browning.  That  is  very  difficult  to  determine  up  to  now  under  the 
Revenue  Act  of  1942.    Generally,  the  reason  we  allowed  them  some  20  percent 

^r^Q^;^?  i  fi!  ^^^  T""^-  ^^  ^"i^l^y  S^^  ^^«  ^250  as  against  the  next  lower  price 
of  $330  and  the  next  price  of  $400.  We  have  allowed  the  lowest  cost  company 
20^percent  profit,  the  next  13^^  percent  profit,  and  the  next  one  4  or  5  percent 

a  ^oss^or^'  ^cent^  ^^^^  ""^  ^^^^  *^^  °^*  ^'"''^^  '^^^'  '^^^'^  ^°"  ^"""^^^  ^^^'^ 

Colonel  Browning.  I  can  give  you  that;  4.1  percent. 

Mr  case.  It  is  evident  from  what  Colonel  Browning  said  that  you  do  not  have 
any  fixed  amount  of  profit  that  you  arbitrarily  assign  to  these  companies.  What 
principle  do  you  foUow  in  determining  how  much  profit  will  be  recognized*? 

Mr.  Karker.  We  take  into  account  and  weigh  their  relationships  and  the  record 
of  their  performance.  We  go  on  the  basis  that  an  allowed  profit  must  stimulate 
increased  production  ;  that  the  low  cost,  efficient  producer  should  be  allowed  more 
profit  in  dollars  and  in  percentage  of  his  sales  than  the  high-cost,  inefficient  pro- 
ducer;  even  though  we  need  and  must  have  all  the  production  results  the  high- 
cost,  inefficient  producer  can  bring  out  of  his  plant  in  time  of  war 

We  also  take  into  account  the  fact  that  these  things  are  being  done  by  private 
capital,  or  on  bank  credit  or  advance  by  the  Government;  whether  the  facilities 
are  his  own  or  supplied  by  the  Government,  and  so  forth. 

The  principal  policies  which  are  to  be  followed  in  the  examination  of  industrial 
profits  are  well  defined  and  laid  down,  but  the  determination  of  a  finding  and 
agreement  in  each  case  depends  upon  the  judgment  of  the  men  conducting  the 
renegotiations,  and  the  representations  of  the  officers  of  the  producing  corpora- 
tion, after  careful  consideration  of  hundreds  of  facts,  factors,  ratios,  and 
relationships.  ' 

Mr.  CASE.  Last  year  I  think  every  member  of  Congress  was  sent  a  telegram 
by  a  certain  company  operating  on  war  contracts  attacking  the  statute  quite 
vigorously.  Afterward,  there  appeared  in  the  magazine  Newsweek  a  statement 
that  this  particular  company  had  objected  to  the  renegotiation  procedure  because 
you  failed  to  allow  him  as  much  profit  on  the  capital  invested  by  the  Government 
as  you  allowed  him  on  capital  he  himself  had  invested.  If  I  recall  correctly 
the  article  said  he  had  $2,000,000  invested  and  the  Government  $28,000000 

Mr.  Karker.  I  believe  that  is  approximately  correct. 

Mr.  Case.  You  .just  said  you  took  into  consideration  the  amount  of  his  facili- 
ties and  the  amount  the  Government  may  have  put  in  in  the  way  of  a  loan,  or 
other  capital?  .  ' 

Mr.  Karker.  That  is  right. 

Mr.  Case.  Do  .vou  have  much  trouble  on  that  particular  point? 

..^^L^"^^^™:  ^^i^  ^^^^^  ^^^^'  ^^^^P^  ^^th  the  gentleman  you  have  named 
and  that  case  is  a  Navy  Department  case.  I  can  tell  you  three  things  about  that 
case  which  I  think  will  give  you  all  the  information  you  need 

The  invested  private  capital  is  about  $1,800,000,  and  his  base  years,  peacetime 
?ilf"^i-.Innn"^^  ^^^  ^^'^"*  ^  million  dollars.    The  salary  he  paid  himself  varied 
from  $15,000  a  year  up  finally  to  $35,000.    He  is  the  sole  owner  of  the  business 
Wis  expanded  annual  war  volume  was  around  $60,000,000. 

.«  L^^^^y.^  "^^^  increased  from  $35,000,  which  had  been  his  previous  top  to 
something  like  $530,000,  charged  against  Government  production 

He  claimed  that  his  output  had  been  adversely  affected  by  renegotiations  and 
It  seems  to  have  been  established  that  the  decline  in  output  was  caused  by  change 
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in  design ;  althoiigh  it  must  be  said  that  this  man  has  done  one  of  the  outstanding 
jobs  of  production  in  the  country. 

The  Price  Adjustment  Board  conducting  the  negotiations  proposed  to  allow  him 
a  fair  profit,  with  a  very  large  return  on  his  own  capital  investment.  His  exces- 
sive salary  was  disallowed  as  an  element  of  cost  for  war  production. 

This  man,  in  April  11M2,  when  the  President  made  his  app(^al  for  the  limita- 
tion of  salaries,  did  nothing  about  it.  But  in  September,  when  the  President 
repeated  his  appeal  around  Labor  Day,  and  after  his  company  was  under  re- 
negotiation, he  sent  a  long  telegram  to  the  President  saying  he  had  cut  his 
own  salary  to  around  $68,000,  which  was  practically  double  the  highest  rate 
he  had  paid  himself  previously,  and  that  news  was  printed  in  all  newspapers  of 

the  country.  ^     ^  ^r.  j.  /■ 

If  you  want  to  know  the  exact  facts  or  anything  more  about  that  man  and 

his  operations  and  contribution  to  the  war  effort,  the  Navy  Department  Price 

Adjustment  Board  undoubtedly  has  all  the  facts. 
(Discussion  off  the  record.) 

PROBLEM  OF  POST-WAR  REOONVERSION   AND   AD.TUSTMENT 

Mr.  Case.  Mr.  Karker,  currently  there  is  some  comment  to  the  effect  that 
you  do  not  take  into   consideration  anything  for  retolling  after  the  war  is 

over.  ^    ^  ^ 

I  wrote  you  about  that,  as  you  will  recall,  and  I  wish  you  would  state  now, 
or  put  in  the  record  some  statement,  as  to  the  legitimacy  of  allowing  a  certain 
reserve  for  retooling.  Tour  letter  to  me  spoke  of  the  problem  that  would  be 
involved,  and  the  discrimination  that  this  would  mean  as  compared  with  the 
firms  which  do  not  have  any  war  contracts. 

Mr.  Karker.  Under  the  present  statute,  and  under  a  specific  directive  from 
Mr.  Donald  M.  Nelson,  Chairman  of  the  War  Production  Board,  we  are  pro- 
hibited from  allowing  a  reserve  for  post-war  reconversion. 

If  such  a  reserve  were  to  be  allowed,  as  an  element  of  the  cost  of  produc- 
tion for  war,  in  my  judgment  it  would  have  to  be  determined  by* the  Congress. 

First  of  all,  it  would  have  to  be  incorporated  in  the  revenue  statute,  giving 
It  exemption  from  taxation.  Otherwise  it  would  disproportionately  increase 
the  cost  and  react  to  the  disadvantage  of  the  war  effort. 

When  you  come  to  consider  whether  or  not  a  special  reserve  for  post-war 
reconversion  is  really  warranted  you  will  have  to  take  into  account  some  of 
these  conditions : 

Many  businesses  in  this  country  do  not  have  any  volume  of  war  production. 
Many  businesses  in  this  country  find  it  exceedingly  diflicult  to  continue  in  oper- 
ation. They  are  dropping  by  the  wayside.  Gas  stations,  for  instance;  many 
have  practically  closed.  Take  the  case  of  automobile  distributors;  they  have 
their  franchises  but  they  have  no  automobiles  to  sell.  They  have  an  inade- 
quate amount  of  repair  work  to  maintain  their  organizations  and  meet  their 

overhead. 

This  condition  is  also  true  of  eating  places  along  the  highways.  It  is  true  in 
connection  with  food  distribution,  and  the  companies  engaged  in  that  business. 
There  is  a  limitation  of  supply— a  greatly  reduced  volume.  Also,  rationing 
has  changed  the  buying  habits  of  the  people. 

This  condition  is  true  of  many  manufacturers  who  find  it  impossible  to  get 
an  adequate  supply  of  materials  to  make  what  they  were  making  which,  in  many 
cases,  is  the  only  item  they  are  qualified  to  make. 

You  face,  first  of  all,  the  risk  of  a  charge  of  further  favoring  the  war  pro- 
ducers who  are  generally  now  making  adequate  profits,  even  after  the  contracts 
have  been  renegotiated. 

You  also  have  to  take  into  account  that  the  1942  Revenue  Act  provides  for 
a  carry-back  or  a  carry-forward  of  losses  sustained  whereby  a  manufacturer 
can  ask  for  a  tax  refund  from  prior  years  if  he  runs  into  any  unusually  bad 
circumstances  in  the  post-war  period. 

You  find  that  the  Government  in  its  current  contracts  has  a  termination 
clause,  and  a  new  clause  is  now  under  consideration  whereby  the  Government 
assumes  responsibility  for  the  manufacturer's  inventory,  and  work  in  process, 
with  a  proportionate  profit  on  that  work,  when  the  war  is  over. 

You  have  today,  with  extended  profits,  an  obligation  for  farsighted  manage- 
ment to  retain  out  of  those  profits  a  substantial  part — to  withhold  and  reserve 
a  substantial  part  of  the  tax-paid  earnings — for  the  future,  to  have  available 
against  the  unknown  risks  and  contingencies  of  time  to  come. 
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I  think  in  a  good  many  cases  very  good  provision  has  already  been  made  for 
^st-war  uncertainties  There  is  a  trend  in  good  management  to^^ovides^! 
':^e&Z\l%T.':^\e^^^^^^  readjustment.    And^he  excessWts  Tx 

^ J^"«K  ^'  ^^r^^^?^'  have  many  companies  who  went  from  peacetime  to  war 
IZtTlZ  "^^n  ^^°^  ^^"^t  anything  to  reconvert.  These  companfel  will  go 
ahead  they  will  redesign  what  they  are  now  making  for  war  purposes^  thf? 
will  then  make  for  peacetime  use.    I  have  in  mind  one  manufactur??  of 'jeS 

""  A;n'lSp?  *?l^  "T?"  ^rj^"'  ^"^  ^^^«  ^^P«  i»  his  plant  for  commercial  use 
nnniL..^^    situation  I  have  in  mind  is  that  of  General  Motors.    Because  of  their 
conversion  and  because  of  their  accelerated  production,  much  of  the^r  to^  a 

f.ilT'^T"*  ^'  ^T^  ^^"°  ^"^  ^°^  ^«  becoming  obsolete.  Tam  ?old  that  t^ey 
plan  to  replace  a  substantial  part  of  their  machine  tools  when  the  war  is  over 

Ir^^irAln^a^ffrt^^^^^^^^^       ^^^^^  ^^-^— ^  reconversion-\rtiV7/e 

I^lP^^r^^^^^^ 

that  they  spent  in  the  first  instance.  money 

Secondly,  if  this  were  permitted,  a  study  would  have  to  be  made  as  to  what 
reasonable  needs  would  be,  how  great  they  would  be 

You  will  have  to  set  up  some  schedule  by  which  you  will  determine  the  char- 
acter  and  the  amount  of  charges  to  be  permitted  against  tht  res^rvl. 

J:^e7^l'er.ortel  as  VaZ^t  In^r^r'  ''"^  ''^  "^^^^^'^^  ^'^^''^^  ^'  *^^« 

o^w^^'^'^i^V^"  ^^^'  ^''-  Karker,  that  the  problem  of  reconversion  and 
adjustment  in  the  post-war  period  is  a  difllerent  and  distinct  problem  which 

MrTARK^  R^ght''  ''''''^'^^''  '"^  ^^'^*^''''  ^"^  ^"  ^"^'^^^^  ^°  dueTime 

BESP0N8E  OP  BUSINESS  TO  RENBGOTIATION  STATUTE 

tnH  Ji  2m1  ^  ^^""^  *?  ,^^11^^^''  attention  to.  and  have  the  record  show,  an  edi- 
^if^lTi    f.'^P^^/u^  *J?  *^^  Saturday  Evening  Post  of  March  27.  1943,  also  an 

TnZteTtToTl^lTlMt  ^''''  ''^^"  ^'  ^^"  ^^^^  ^^^^'  ^-^--  -^^^«" 
ro^^^^?'  ^^'^^^  editorial  statements  would  indicate  that  business  as  a  whole  is 
J«?n  frn'"^  '"^  ^  spleudid  Spirit  to  the  renegotiation  statute  and  has  Such  to 
gain  from  cooperation  in  its  operation. 

meT4*^n^thTrecord.^  '^''"^'^  ^'^^  ^"^  ^^^""^  paragraphs  from  each  of  these  state- 

[From  the  Saturday  Evening  Post  of  March  27,  1943] 
"How  We  Take  the  Pkoetteeb  Out  of  War 

fnZo^.S^''^®^  'renegotiation  of  contracts'  gives  most  businessmen  and  manufac- 
turers the  creeps.  It  suggests  welshing  by  act  of  Congress,  and  a  swarm  of 
thJ^hf''*"  '^  .^^""^  "^f"  P^^°^  ^^^^i^S  "P  production  while  they  trv  To  ^ove 
Sixth^,Z?o^i'.^i''T^-  ^  y/^^  ^^^'  ^^^°  Congress  passed  section'403  of  the 
Sixth  Supplemental  Defense  Appropriation  Act,  which  requires  that  all  con- 
i^'^x^.  lov^lvrng  more  than  $100,000  with  the  Army  and  Navy,  the  Treasurv  or 
mfnJ^^"  L""^  Commission  be  renegotiated  whenever  'thrpVofitfcan  bfdeter^ 
Who  h^'n  ^^^f  "f.*'^^  certainty,'  there  were  practically  no  cheers.  Even  a  mln 
drawer  of  his  de^^^^^^  profiteering  feels  better  with  a  firm  contract  in  the 

"The  act  has  been  in  force  almost  a  year,  and  the  Army  and  Navy  between  them 
?hrtun7of^r^?oo'mot;^  ^K^'^."'  renegotiated  them^out  of  waVcontrrcts  to 
fication^  ?nr^i;  wT;^^-  ^""^  '^  renegotiation  working?  What  are  the  justi- 
S^ction  ^  nL«  th^^  producer  allowed  enough  profit  to  stimulate  increased 
comnpHfnr^  Wh  ^  ?f '^'^''^  producer  suffer  at  the  expense  of  his  slovenly 
competitor?  Why  aren't  excess-profits  taxes  adequate  to  curb  profiteering v 
These  and  some  hundreds  of  other  questions  are  being  asked  whenever  proteefs 
Together^   ^"PPly^'^g   the   Government-and    that   means    most    produ^cers-get 

clp!f!J?J?^fif  ^^c?  s*?*^  the  origins  and  causes  of  contract  renegotiation  more 

Commut^  '''  ^""^'^  ^-  ^^^'*^'  '^^^'^^^  ^^  *^^  Senate  Naval  Affairs 

"  'It  became  apparent,'  said  Senator  Walsh,  'that  many  negotiated  contract*: 

were  awarded  before  either  of  the  contracting  parties  had  any  accuratrWea  a^ 
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tn  tho  ortnnl  post  of  Drodncins  the  article  on  a  mass-production  basis.    Wlien 

ractuTco^^^^^^^^^  the  article  ^^-^oTZl^  l^eAS'TnaZ 

some  firms  were  making  an  excess  profit,  and  both  the  ^overnmeni^^ 
manufacturer  desired  to  renegotiate  the  contract  m  order  to  reduce  the  cost  to 

^TaTvaTo'lle  reason  for  renegotiation.    The  Army  asks  an  automobile  manu- 
fac^u'^-erYo'mTkeTanks  in  a  hu'ry.    The  manufacturer  has  neve^^^^^^^ 
and  has  no  idea  what  the  costs  will  be.    A  contract  ^^  signed  at  some  price  Ju^t 
to  get  things  started.    When  manufacturing  experience  has   established   tne 
actual  cost  a  new  contract  can  be  written.  ^i,„^  fi.;c  Hmo  there  should 

"t^qually  important,  however,  has  been  the  fueling  that  tl^^^^,^^";'^,.*^^^^ ^^^^^^ 

be  no  scandalously  exorbitant  profits  f^'r^^.^L^^^r  nation  a  c^o"  orhavl 
and  almost  every  organization  big  enough  to  afford  a  national  con\enuou  ii.iyc 
nassed  resolSs  den^andiiig  that  profit  be  taken  out  of  war  Nobody  likes 
?o  contempttf?he  dlfferencl  between  the  hardships  endiired  ^Jj^.^J^f -g^.^^^^ 

Guadalcanal  and  a  manufacturer  at  home  cashing  '"  ,^»  ^^^_^;f  I^ff^'-eootTes! 

it  is  impractical  to  equip  the  manufacturer's  office  with  fox  holes  •'^^^/^^^^^^S' 

he  mXobvious  means  of  narrowing  the  gap  between  his  lot  and  that  of  the 

soldier  is  to  see  to  it  that  the  manufacturer  ,tfV2^  onTeifrise  sv^^^^^ 
as  to  create  a  scandal  and  give  a  bad  name  to  the  ^/^-^"^f,^  ;,^^.S^^^ 
"Tn  the  last  war   the  so-called  profiteers  represented  an  infiniteMmal  iiacnon 

of  ImerfcarinrtVrb"  were  enough  of  t^em  to  sy^^^^^^^^^         P^^^^r 

crackpot  with  enough  ammunition  against  capitalism  to  last  25  yeais.  AS  unaer 
SecreFarv  of °\'ar  Patterson  puts  it:  'If  inordinate  profits  were  reaped  by  a  few 
fmder  7  $22,000X00.000  war  program,  what  will   be  the  consequences  under 

$240,000,000,000  of  current  appropriations  a"^|/'i";^^^V  K^^^r.i«  wnnlrl  olaim  that 
"Nobodv  least  of  all  the  men  on  the  price-adjustment  boards,  would  claim  that 
the  record  of  renegotiation  has  been  perfect  up  to  now  or  that  perfection  is 
Ifkelv  to  dis  in  n"«h  it  in  the  future.  But  from  the  character  of  the  men  who 
are  in  charge  of  contract  renegotiation,  as  well  as  from  the  experiences  of  various 
snnnUers  we  think  it  fair  to  say  that  the  intent  of  Congress  and  the  American 
SopletLrthel-e  Shall  be  no  profiteers  is  being  carried  out  with  the  mmimum 

^'"TK^onnef  o1^tTe'%ar^  regional  board  is  kept  down  to  the  minimum 
conIi^?erwirh  efficLncy  and  the  convenience  of  the  Producers^  Of  course  some 
producers  complain;  everybody  would  like  to  go  SL^^^^^^f  J^;?^ ^L  ",^^^^^^^^ 
when  the  cost  of  production  has  dropped  to  $1,500.  But  when  /h^  proaucer 
Ttops  to  think  that  he  has  a  customer  who  will  take  everything  he  can  make 
that  he  has  no  competition,  sales  expense  or  risk  «/  ^'^tur^trng  themarket  he 
i<»  likelv  to  conclude  that  renegotiation  of  a  contract  with  the  Army  or  iNavy 
eaves  him  wi^^^^^^^^  a%  much  profit  as  he  derived  from  1^>^  P^cetime 

efforts  to  sell  in  a  market  shared  by  a  dozen  eager  competitors.  The  War  and 
NaTy  Departments,  with  an  act  of  Congress  behind  them,  are  not  much  tougher 

*XXr;^^th\^rreTo;'w^^^^  so  many  contradictory  stories  on 

contract  renegotiation  is  the  flexibility  with  which  it  is  administered 

"There  is  no  arbitrary  maximum  or  minimum  profit  margin  Pf  fitted  by  the 
pri?e  Xsters.    Many  factors  are  considered.    The  low-cT>st  producer  is  favored 

Ss  against  his  inefficient  competitor  by  receiving  a  ^^^^^^f^  ""^^XS^tter  t^^^^^^ 
article  The  man  who  is  operating  on  his  own  capital  will  come  off  better  than 
Se  man  ™o  has  been  set  up  in  business  with  Government  money  in  a  Govern- 
ment plant,  and  who  is,  in  reality,  less  an  owner  than  a  manager 

"Indeed,  believers  in  capitalism  and  free  enterprise  ought  not  tojdthhodaxh 
proval  from  section  403  on  at  least  one  ground-namely,  that  it  is  almost  unique 
amJng  Government  activities  in  that  it  actually  exerts  pressure  to  reduce  costs  ana 
?n^?ease  production,  instead  of  freezing  costs  and  restricting  production,  as  so 
mSch  New  Deal  leg  slation  hns  done.  The  renegotiators  have  also  shown  a  dis- 
Zition  t^  be  generous  toward  suppliers  whose  contracts  with  the  Army  or  Nayj 
Mve  been  pr^lded  by  years  of  experimental  work  on  which  no  profit  was  possible. 
There  are  several  instances  in  which  the  boards  took  into  account  losses  incurred 
before  the  supplier  had  any  contract  at  all  with  the  Government.  ^      „,« 

"Granted  t^lfat  the  country  wants  no  profiteers  and  that  nobody  wants  very 
much  to  be  a  profiteer,  is  this  the  best  way  to  control  excessive  P^-ofits?  Wliy 
^  leave  this  job  to  the  excess-profits  tax.  which  takes  90  percent  of  the  top- 
SrLket  fncomes  a^^^^^  Whv  not  fix  a  definite  margin  of  profit  over  cost   as 

was  done  in  the  last  war?    The  answer  to  the  last  question  is,  of  course,  that 


cost  plus  is  out  precisely  because  it  worked  so  badly  in  the  last  war.  The  higher 
the  costs  the  bigger  the  profit.  Sound  industrial  practices  should  work  just  the 
other  way.  The  effort  to  control  inflation  becomes  all  but  impossible  if  iudustry 
is  encouraged  to  add  to  production  costs. 

"Nor  can  the  excess-profits  tax  unaided  capture  undue  profits.  As  Bernard 
M.  Baruch  has  pointed  out,  'Twenty  percent  of  $500,000  is  $100,000,  and  20 
percent  of  $1,000,000  is  $200,000.  One  w«y  to  increase  a  $500,000  profit  to 
$1,000,000  without  increased  risk  or  effort  is  to  double  the  price.  For  this  reason 
there  is  more  incentive  to  increase  prices,  and  therefore  profits,  under  an  80- 
percent  excess-profits  tax  than  there  is  without  it.'  If  we  are  serious  about 
curbing  war  profits,  the  job  has  to  be  done  before,  rather  than  after  taxes. 

"It  would  be  foolish  to  pretend  that  renegotiation  of  a  contract,  which  looked 
pretty  good  in  the  first  place,  is  invariably  a  pleasant  experience.  The  question 
which  those  who  are  renegotiated  ought  to  ask  themselves  is :  'Is  this  better  or 
worse  than  being  gone  over  by  a  senatorial  investigating  committee  after  the 
war,  perhaps  lampooned  and  misrepresented,  and  certainly  pilloried  by  opponents 
of  our  competitive  business  system?'  One  answer  certainly  is  that  when  the 
great  day  comes  and  disillusioned  politicians  are  looking  about  for  fat  cats  and 
scapegoats,  the  war  contractor  will  be  in  a  preferred  position  if  he  can  say,  'I 
was  put  under  the  microscope  by  some  of  the  hardest-boiled  bug  detectors  you 
ever  saw,  and  they  gave  me  a  clean  bill  of  health.' 

"After  all,  total  war  demands  a  total  effort  by  all  classes.  We  cannot  conscript 
soldiers,  draft  labor,  and  ration  civilians,  yet  fail  to  restrain  profits  to  a  reason- 
able level.  In  war,  when  we  cannot  even  guarantee  a  man  the  right  to  his  own 
life,  no  war  contractor  can  be  assured  the  last  dollar  of  profit  from  business 
which  was  made  for  him  by  the  war  emergency.  Furthermore,  we  know  that 
few  American  producers  want  any  such  advantage.  Now  that  he  has  assurance 
that  his  'excessive  profits'  will  be  sheared  off  without  endless  bureaucratic 
interference  with  his  operations,  and  that  the  result  will  be  fair  as  between  him 
and  other  producers,  the  American  businessman  will  accept  renegotiation  of 
his  war  contracts  with  good  grace.     From  all  reports,  he  is  doing  so  already." 


[What's  Happening  in  Washington.     Published  by  Prentice-Hall.  Inc.    New  York    N    Y 

April  19.  1943]  '  .      •      •. 

"Renegotiation  Digested  fob  Busy  Company  Presidents 

"Why  renegotiation?  You  will  approach  renegotiation  with  a  more  friendly 
spirit  if  you  understand  its  need :  First,  many  war  materiel  contracts  have  been 
excessively  profitable  because  the  savings  from  mass  production  could  not  be 
precisely  predicted.  Excessive  profits  accrue  to  some  contractors,  not  to  others. 
Taxation,  which  must  apply  equally  to  all  war  and  civilian  businesses,  is  not 
sufficiently  flexible. 

"Second,  war  industries  lack  the  normal  competitive  incentive  for  low-cost, 
efficient  operation.  The  Government  must  buy  from  every  available  source  of 
supply,  regardless  of  cost.  Neither  taxation  nor  any  proposed  profit-limitation 
formula  restores  this  incentive.  In  fact,  most  limitation  formulas  put  a  premium 
on  high  costs. 

"Third,  war  industry  is  extremely  varied.  Many  plants  operate  with  Govern- 
ment financing,  substantially  reducing  private  risks.  Some  contractors  can  con- 
tinue their  peacetime  processes  with  little  change,  others  must  attempt  un- 
ramiliar  and  unexplored  operations.  Some  operations  permit  a  very  rapid  turn- 
over of  the  contractor's  investment,  others  involve  a  very  slow  turn-over  No 
formula  for  limiting  profits  can  deal  equitably  with  all  these  circumstances 
Renegotiation  of  contracts  can  do  what  taxation  and  flat  formulas  cannot- 

.  the  profit  to  the  facts,  reduce  excessive  profits,  leaving  reasonable  profits 
untouched ;  reward  low-cost  efficiency ;  distinguish  between  degrees  of  risk  and 
^enture.  It  is  tke  only  device  flexible  enough  to  fit  the  variety  of  war  Indus- 
iiies,  • 

"Which  contracts  are  renegotiable?  Any  contract  or  subcontract  for  $100,000 
or  more  with  War,  Navy,  Treasury  Departments,  and  Maritime  Commission 
must  inclucte  clause  for  renegotiation ;  such  contracts  for  under  $100,000  may  be 
'^;;£?otiated.     Congress  may  raise  $100,000  to  $500,000. 

'Exceptions:  (a)  Contracts  and  subcontracts  where  final  pavment  was  made 
Pnor  to  April  28, 1942 ;  (&)  Certain  contracts  with  Defense  Supplies  Corporation 
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Metals  Reserve  Company,  Rubber  Reserve  Company,  and  Defense  Plant  Cor- 
poration; (c)  contracts  for  certain  raw  materials;  (d)  where  secretary  or 
chairman  specifically  exempts  contract  from  renegotiation  (target  or  forward- 
pricing  contracts,  price-minus  contracts,  to  be  discussed  in  a  future  letter;  (e) 
subcontracts  for  real  property. 

"Manufacturers'  agents :  Some  commission  and  compensation  contracts  are  re- 
negotiable  because  certain  types  of  manufacturers'  agents  have  been  classified  as 
subcontractors ;  others  will  be  when  bill  recently  approved  unanimously  by  House 
commit' tee  soon  becomes  law 

"By  which  agency?  Renegotiating  is  by  the  agency  which  has  the  largest  con- 
tracts with  contractor ;  it  acts  for  the  other  agencies. 

"Price  adjustment  boards,  composed  of  distinguished,  experienced  businessmen, 
not  New  Dealers  nor  reformers,  represent  the  four  agencies  (War,  Navy,  Treasury, 
and  Maritime  Commission)  in  renegotiation.  Objective  is  to  be  fair  to  both 
Government  and  contractor.  Survey  shows  90  percent  of  contractors,  after  re- 
negotiation, are  fully  satisfied ;  many  write  pleased  letters  to  boards. 

"Proper  representative:  Contractor  who  knows  his  business  fares  best  before 
renegotiation  board.  Production  manager  who  can  explain  history  and  operations 
of  the  company  makes  the  best  advocate. 

"Uniform  principles  have  been  agreed  upon  by  the  four  agencies : 

"(a)  Stimulation  of  quantity  production  is  of  primary  importance, 

"(ft)  Reasonable  profits  are  determined  by  the  facts  in  each  case  without  limita- 
tion ,by  any  fixed  profit  formulas. 

"(c)  Profits  of  contractor  ordinarily  will  be  determined  on  his  war  business  as  a 
whole  for  a  fiscal  period  rather  than  on  specific  contracts  separately. 

"Fixed-price  contracts  (e.  g.,  $1,000  per  jeep)  are  negotiated  separately  from 
cost-plus-fixed-fee  contracts. 

"(d)  As  volume  increases  profit  margin  should  decrease,  particularly  where 
volume  is  abnormally  large  in  relation  to  contractor's  own  investment. 

•*(e)  In  determining  fair  profit  margin  consider  corresponding  profits  in  pre-war 
base  years  of  contractor  and  industry,  especially  where  war  products  are  sub- 
stantially like  pre-war  products. 

"if)  Reasonableness  of  profits  should  be  determined  before  provision  for  Federal 
income  and  excess-profits  taxes. 

*'(g)  Contractor's  right  to  a  reasonable  profit  and  his  need  for  working  capital 
should  be  distinguished.  Contractor  should  not  be  allowed  to  earn  excessive 
profits  on  war  contracts  merely  because  he  lacks  adequate  working  capital  in 
relation  to  a  greatly  increased  volume  of  business." 

Mr.  Case.  If  you,  Mr.  Karker,  would  like  to  make  a  statement  with  reference 
to  the  general  cooperation  of  business  I  will  ask  i)ermission  for  you  to  place 
that  in  the  record. 

Mr.  Kaeker.  The  cooperation  from  the  cooperative  part  of  business  has  been 
excellent. 

The  proportion  of  business  which  is  resentful  of  the  statute  is  evading  and 
avoiding  renegotiation. 

Mr.  Powers.  What  percentage  of  the  whole? 
I  should  say  that  10  percent. 
You  mean  that  10  percent  are  not  cooperative? 
Decidedly  not  cooperating. 
Well,  then,  90  percent  are  cooperative? 

Mr.  Karkeb.  Ninety  percent  are  willing  to  face  the  facts  of  the  statute  and 
the  facts  of  profit-realization.  But  many  of  them  fear  what  will  happen.  Many 
of  them  join  with  industrial  organizations  and  groups  in  opposition  to  the  statute. 
They  assume  the  facts  and  argue  from  the  assumptions  instead  of  finding  out 
what  the  facts  really  are.    These  are  too  large  a  part  of  the  90  percent. 

The  10  percent  that  I  have  referred  to  will  go  to  any  length  to  avoid  exiwsure 

of  the  facts. 

One-third  of  the  businesses  we  have  renegotiated  up  to  now  have  not  made 
excessive  profits  in  1942. 

Probably  one-half  of  the  remaining  67  percent  are  loud  in  their  opposition,  and 
in  their  effort  to  avoid  coming  to  grips  with  the  problem. 

Mr.  Powers.  It  is  a  normal  and  natural  thing,  and  probably  a  human  thing, 
that  when  you  deal  with  a  man's  pocketbook,  you  probably  will  get  into  trouble. 

It  is  a  normal  thing,  when  you  are  dealing  with  a  man's  pocketbook  that  you 
create  a  fear  on  the  part  of  some  men,  resentment  on  the  part  of  others,  because 
many  of  these  people  have  dealt  with  some  of  these  agencies,  and  they  were  not 
treated  any  too  kindly. 

I  think  it  is  a  normal  reaction. 


Mr.  Karkeb. 
Mr.  Powers. 
Mr.  Karker. 
Mr.  Powers. 


Mr.  Karkeb.  So  do  I. 

Mr    Powers.  I  think,  Mr.  Karker,  after  listening  to  your  testimonv  todav 
which  has  been  very  interesting  and  very  enlightening,  that  you  have  tL  back- 
ground really  to  sit  down  and  deal  with  these  people  and  toXve  your  organl 
zation  sit  down  and  deal  with  these  people  on  a  fair  basis     I  think  that  voi 

Tve  gYvi:  KXy.'"'^^^"'^'  ^^  ^^"  ^^"^^  -*  ^-^  ^--  tU'l^lZ  IZ 

I  suppose  you  realize  that  these  people  are  fearful  when  thev  come  In 
tr^:ZtTSZ nm^,Z'  ^.n^pany  Which  reduTed'ufpfi.S'on  the  con- 

his''?om'pa^fby'r^ne'goti?t?o^°"  *""  "«  '^'^'"""^  *''»*  "  ^^'  *--  was  done 
Mr  Case.  It  will  give  these  companies  a  clean  bill  of  health  and  if  win  r.r-r^ 

tect  them  against  charges  of  being  Var  profiteers  wheS  the  warTs  over       ^ 
Mr.  Karker.  That  is  right,  Mr.  Case.  '^  *^^^^' 

JoSCsH"- W'  ''  '"---"  a^rarhinSJ^rreail:- 

sys^L^'^of^rfall^^^e  e'-TteS""  °'  '"'  ^"^■■'<""  ""^  °'  '"«■  ''''  ^-'<=- 

prK'fl??  JoJ^re^'?hr.%rAS  *^'  "-"^^  ^""»-  ^  ^'«'~  <•' 

tha^tr  c^^^rU  S^etfsiS^1,ir;r"no?  ZTZe.^L'\-^^' 
Payments  had  been  completed  before  AnriJ  "8  i<mI  »n-i  ™<.     renegotiation  basis. 

Colonel  Bbowninq.  $1,371,0C0. 

^Jr  3s  werHT'^'lSi'n.^^'r^"''^  ^"""''^  *"  $27,285,000. 
V^^^^nf^f^iel^Zr'J'^Z^l's^!^^^^^  -<»  '^'^  P-«ts.  after 

so^^.d?a%?oTherod^?tr^^^^^^^^ 

Colonel  Browning.  That  is  right 

Mr  Powers.  That  figure  is  about  11  percent. 

(Discussion  off  the  record.)  »i"eb8. 

pe?'cent'^p?o^t  wherthaTproflt  VlC  ^TLT  T!?"  "VI'''  *°  ^^^^  20 

;raTo»2o^-rt-"anS^^^ 

r^fJ'^T'?'*'  «'«  buying  bonds  to  supTorf  their' tDment'  *^^^''^" 

producing  for  less  money     ^'^^^"^^  «  ^^''S  recognition  to  the  man  who  Is 

I  would  like  to  ask  just  a  few  questions, 
rar.  KARKEB.  May  I  comment,  sir? 
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There  is  considerable  pressure  today  from  the  machine-tool  industry.  This 
industry  denies  that  it  has  made  excessive  profits  which  should  be  subject  to 
renegotiation.  They  contend  that  the  statute  should  be  repealed  so  far  as 
recoveries  of  excessive  profits  is  concerned.  They  contend  that  their  price  should 
not  be  interfered  with  because  it  is  the  price  schedule  which  they  have  had  iR 
effect  for  many  years,  with  a  ceiling  fixed  by  the  Office  of  Price  Administration. 

I  will  give  you  one  illustration,  which  I  think  is  typical  of  the  whole  industry : 
In  the  days  before  the  war  their  sales  were  $7,500,000,  and  their  profits,  before 
pavment  of  taxes,  were  about  $1,850,000.  This  represents  a  profit  of  about  25 
percent  before  the  payment  of  taxes.  The  tax  rates  were  much  lower  in  those 
days  and  they  had  njuch  more  left  after  the  payment  of  taxes  than  would  be 
the  case  now,  in  time  of  war. 

In  1942  they  did  n  $50,000,000  busines.  Thirty  million  dollars'  worth  of 
that  business  was  not  renegotiable  because  it  was  largely  with  the  Defense 
Plant  Corporation,  which  you  have  not  included  in  the  statute. 

Twenty  million  dollars  of  the  business  was  renegotiable  because  it  was  busi- 
ness with  departments  which  are  covered  by  the  statute. 

On  the  $30,000,000  volume  of  business,  which  was  not  renegotiable,  their 
margin  of  profit  increased  from  25  percent  in  the  base  years  to  38  percent  in 
1942. 

On  the  $20,000,000  worth  of  business  over  which  we  now  have  jurisdiction 
they  made  as  much  profit  as  they  did  on  the  nonrenegotiable  portion— 38  percent. 

On  the  $50,000,000  worth  of  total  1942  business  they  made  a  profit  of  38  per- 
cent—38  cents  out  of  every  dollar— and  it  is  their  contention  that  that  profit  is 
not  excessive. 

Mr.  EngelI  I  have  in  mind  a  company  that  has  made  1,740  percent  on  their 
invested  capital  and  surplus.  They  made  that  profit  in  1  year,  after  payment 
of  taxes. 

Mr.  Karker.  This  particular  machine-tool  company  ended  1938  with  a  total 
net  worth  of  $5,000,000.  In  the  next  4  years— 1939,  1940,  1941,  1942— they 
have  paid  $5,000,000  in  dividends  and  they  have  $15,000,000  of  net  worth  now. 

I  know  of  another  company,  a  different  one  from  this,  and  they  contend  that 
they  must  be  allowed  in  1941  and  1942  to  make  20  years'  normal  profits,  which 
thev  regard  as  ab.«o1uto  security  for  them  from  now  on  to  the  end  of  their  lives. 

They  want  to  make  that  profit  on  the  backs  of  the  people  of  the  United  States. 
They  want  that  excessive  profit,  that  outrageous  profits,  while  they  are  making 
materials  essential  to  our  defense  and  existence. 

This  is  not  a  Government  war.  This  is  a  war  of  all  the  people.  They  are  making 
a  product  essential  to  the  defense  of  their  own  lives,  their  own  homes,  their  own 
business,  their  own  country. 

Mr.  Engfx.  I  would  like  to  ask  a  question  about  the  money  furnished  by  the 
Defense  Plant  Corporation.  The  Defense  Plant  Corporation  furnishes  money  for 
equipment  and  plant  purposes.  I  have  in  mind  a  certain  company  for  which  the 
Government  put  up  the  plant  and  put  in  the  equipment,  and  the  company  is  jnst 
furnishing  the  force. 

How  much,  Mr.  Karker.  do  you  allow  them? 

Mr.  Karkfr.  It  would  depend  on  many  factors.    I  do  not  know. 

Mr.  Enoel.  Where  the  Government  owns  the  equipment,  leases  it  to  the  com- 
I)any,  and  where  the  Government  owns  the  building,  do  you  allow  the  company 
anything  on  that? 

Mr.  Kakker.  No,  sir.     Such  rental  is  allowed  as  an  element  of  cost. 

Colonel  Browning.  I  think  there  is  a  misunderstanding  here. 

We  do  allow  that  company  a  profit  on  business  done  with  Government  facilities, 
but  we  do  not  allow  the  company  as  much  profit,  because  of  it  having  Government 
facilities,  as  we  allow  a  company  who  does  business  with  their  own  facilities. 

Mr.  Engel.  Here  are  the  powder  companies.  Many  of  them,  if  not  most  of  them, 
have  been  put  up  with  Government  money. 

Mr.  KARKFR.  Many  of  them  were  so  constructed. 

Mr.  Enoel.  The  equipment  is  Government-owned  equipment. 

The  superintendents  and  most  of  the  help  are  paid  by  Government  funds. 

Why  should  such  a  company  be  allowed  any  large  profit- it  is  really  running 
a  Government  plant. 

Mr.  Karkfr.  Most  of  these  companies  are  allowed  a  fee.  I  believe  it  averages 
somewhere  around  3%  percent  of  the  output  (with  a  top  of  perhaps  5Mj  percent), 
of  the  value  of  their  production. 


Mr.  Powers.  That  is  before  payment  of  taxes? 

Mr.  Karkee.  Before  taxes.  We  always  talk  in  terms  of  before  payment  of 
taxes. 

^xf  ^f  !u  ^  ^^  definitely  the  power  and  the  right  of  Congress  to  determine  how 
t'^ken  by  taxes^'''''''^^  ""^  ^"^  '''^'^^''^  ^^^^  ^^  ''^^^'''^^  ^^^  "^^^  purposes,  to  be 

amount  EECOVEBEa)  UNDER  RENEGOTIATION  OF  CONTeACTS 

Mr.  Engel  The  War  Department  has  its  own  renegotiation  group,  the  Naw 
Department  has  its  own  renegotiation  group,  and  the  Maritime  CommissfonhS 
Its  own  renegotiation  group.    Is  iheie  any  other  renegotiation  group™ 

tl^^a^ml^'A^^^M^^^^^   ^^^^^^'^^^^  ^^^  renegotiation,  and  so  does 

Mr.  Engel.  They  take  in  all  the  others? 

Mr.  Karker.  The  Treasury  Department  has  one  of  its  own 

Mr.  Engel  Mr.  Karker,  is  this  Board  of  which  you  are  a  member  a  loint 
board  for  all  four-the  Armj^.  Navy,  Maritime,  and  the  Treasury^Crtment  v 

Mr.  Karker.  No.  sir.    This  is  the  War  Department  Board.  ^^Paitment . 

ihe  Chairmen  of  these  Boards  have  been  working  together  and  meet  informallv 
Z^t.'"'^"'"^'  ""'  '''''  "^"'^  ^  ^''^'-  ^^^y  ^^^^  ^^^°  domg  this  si^ce  ?ast 
Boards^  '^  ""^^^^''^^^^  uniformity  in  the  policies  which  are  followed  by  all  the 

Mr.  Engel.  Is  that  under  the  statute? 

fri'  ^'J!!^'^- J^'*^^  '^  cross-delegation  ;  permitted  by  the  statute. 

rect^errb^alHhe  gZpsT  '^'"  '^  ''  '"^  '''''  ^"^^°*  ^^^^^  ^^^  ^-» 
Mr.  Karker.  The  total  up  to  the  1st  of  May  was  about  $2,800,000,000 

reJuctionT'''"'    ''  ^''^  ^""'"'''^^  ^"^^'^  ?^^^^^  *^^^^  ^^^«  ^'^^^^^^^  ^nd  price 

$l,WOoS*  ""^  ^^'^'^'"'^  ^"""^^  "^^^"^  ^^^^  ^^"^  recovered  was  just  over 
Mr.  Engel.  What  do  you  estimate  will  be  the  ultimate  saving? 
Mr.  Karker.  We  have  no  way  of  estimating  that, 
n Jr^nf ^''r.l^  estimate  on  the  basis  that  we  have  so  far  negotiated  with  17 
percent  of  the  companies  and  therefore,  the  ratio  or  the  percentage  for  the 
remaining  companies  will  be  the  same.    You  cannot  judge  or  eS?e  the  re 
mainmg  companies  to  be  negotiated,  by  the  results  with  the  first  n^rcent 
Colonel  Browning.  As  Mr.  Case  said  at  the  outset    T  rnithfco^Vw 
negotiation  is  notlnng  new.     It  is  done  in  industry     We  sta  fed  it  before  th7s 
act  was  passed.    We  will  continue  it  if  the  act  should  be  repealed     We  have 
an  obligation  to  secure  right  prices.  repeaiea.     we  have 

In  addition  to  renegotiation  under  the  act  we  are  constantly  reneeotifltin^ 
WhPn^?  J^"''  '^^  ^""^  ^^^'  ^°^  ^^°^P^"y  has  a  much  lower  price  tSThers 
Z^Zel^l^lTeau^Z^'  '''  ^^^^^  -^  immediately  go  to  othe'r  companieTaTd 

oJ^'':,-£f^.^-  ?J'^  ^^^^^°  ^  thought  that  the  renegotiation  practice  should  ha 

t^^n^\fi  '^  the  statute  was  because  of  the  decision  of  tL  Sup^^^^^  ^n 

he  Bethlehem  Shipbuilding  case.    1  think  it  was  in  February  of  llS  yea?  tha? 

Inn/"^!?'"^.^^"''^  ^'''^'  ^"  ^*^^^'  *bat  if  a  final  settlement  of  a  con^^^^^^^  ^«^ 
once  made,  it  was  closed  as  far  as  the  Government  is  concerned  re-ardlesTof 
the  unconscionable  profits  that  might  have  been  made     That  was   Tnnffh! 

aueast'fn  J^o':-"'"^  "^^^  ''''''  ^^^"^^  ^^  com'pidso^rr'enegotlatron  W^^^^^ 

at  least  m  wartimes  or  m  any  emergency  preparedness  period.  contracts 

.MH  rt    Browning.  I  will   say  as  a  contract  officer  that  the  renegotiation 
T^I%«^-H^^^''  ^^"^^^  h^^P  *^  "«  i^  «"»•  procurement  program    "^^"^^^^^^^^^^^ 

Mr   Powers.  Are  you  a  regular  in  the  Army,  Colonel? 
for  many  ^Ts"'""-  ^'''  '"=  ^  "'""''  '"  *™'"  '='^"'""  "f«-    ^  ^^^  '"  ^e  Beserre 

Mr   Enget,.  The  War  Department  comes  before  this  committee  and  aoks  fm. 
a  certa.n  number  of  items-so  many  of  3-l„ch  guns,  so  man"  of  this  Item 'and 
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so  many  of  that  item,  at  a  certain  estimated  price,  based  upon  information  that 

the  Department  has  at  the  time.  «    i  ..u^*.  4.k^„ 

In  malting  a  review  of  their  purchases,  in  looking  them  over,  we  find  that  tney 
are  buying  many  of  these  items  at  a  portion  of  the  estimated  prices.  There 
is  no  way  that  Congress  has  to  check  up  on  the  needs  for  the  balance  of  the 
money.  For  instance,  here  is  what  I  would  point  out :  We  appropriate  mon^ 
for  a  3-inch  armor-piercing  shell.  We  are  given  an  estimated  price  of  $lb.80 
per  shell.  The  War  Department  buys  hundreds  of  thousands  of  them,  i^he  last 
contract  was  at  $6.50  per  shell.  This  would  give  you  a  saving  of  $10.30  per  shell. 
This  saving  would  be  on  hundreds  of  thousands  of  shells. 
Just  what  becomes  of  that  money— the  money  saved  on  that  estmiate/    ihere 

are  many  other  such  instances.  •    „  4.i,„4. 

General  Cakter.  The  estimates  are  put  in  on  the  best  available  prices  that 

we  can  get  at  the  time. 

Mr.  Engel.  That  is  true.  _^  ,    „     _. 

General  Car'tcr.  The  estimated  price  may  have  been,  say,  $16  per  shell,  we 
go  out  and  contract  for  them  and  get  them  at  $10  per  shell.  That  difference, 
that  saving,  is  unobligated  balance  at  the  end  of  the  year.  It  is  reported  to  the 
Congress.  We  cannot  use  that  money  for  anything  else  but  ordnance  material. 
It  has  been  appropriated  in  that  category. 

Mr.  Engel.  Is  that  true  in  every  case? 

General  Carter.  Yes,  sir. 

Mr  ENGEL.  How  much  was  the  unobligated  balance  last  year  t 

General  Carter.  Some  $12,000,000,000.  .  ^  k  .  .ko  «19  nnnnno 

Mr.  ENGEL.  This  difference,  then,  in  the  cost  is  represented  by  the  $12,000,000,- 
000  which  is  unobligated  balance  at  the  end  of  the  year? 

General  Carter.  Yes;  plus  any  uncompleted  portion  of  our  program  this  year. 
There  will  be  some  unobligated  balance  in  that. 

Mr  Engel,  That  can  be  reappropriated  for  the  ensuing  year? 

General  Carter.  A  portion  of  the  unobligated  balance  is  m  this  program. 

Mr.  Starnes.  Mr.  Karker,  you  have  made  a  very  interesting  statement  for 
this  committee  on  the  subject  of  renegotiation  of  contracts  and  all  of  its 
ramifications.  We  are  indebted  to  you  for  your  fine  statement,  because  it  has 
been  most  helpful  to  the  committee.   • 

personnel  engaged  upon  renegotiation  of  oontbacts 

How  much  over-all  personnel  is  involved  in  the  renegotiation  of  these  con- 

teacts '  T^T  __ 

I  would  like  to  know  the  number,  over-all,  required  by  the  Army,  the  Navy, 
the  Maritime  Commission,  and  the  Treasury  Department  in  the  renegotiation 

*^^Mr^^  KA^m^  I  cannot  give  you  the  exact  number.  It  should  not  exceed 
5,000*  at  any  time  in  the  reasonably  near  future.  There  is  not  an  Army  of 
300,000"  such  as  we  have  been  accused  of  building. 

At  the  present  time  we  have  less  than  2,000  of  every  character  and  qualifica- 
tion in  all  the  departments  on  price  adjustment.  ,       i, 

Mr  Starnes.  Are  most  of  the  personnel  involved  accountants  or  people  who 
have  had  some  experience  in  bookkeeping,  accounting,  and  so  forth? 

Mr  KARKER.  No;  not  most  of  them.  We  do  have  some  certified  public  ac- 
countants.   We  have  some  men  experienced  in  analysis  work  and  in  corporate 

^^^Thrnumber  of  C.  P.  A.'s  that  we  have  is  much  less  than  the  public  and 
industry  have  an  idea  that  we  have.  It  is  the  common  belief  that  it  is 
pssential  for  us  to  audit  the  books  of  every  one  of  these  companies  in  order 
S  conduct  the  renegotiation.  Out  of  some  1,700  cases  settled  by  the  War  De- 
partment, we  have  audited  only  2  or  3,  and  in  those  2  or  3  scandalous  or  ques- 
tionable practices  were  involved. 

Mr  Starnes.  Therefore,  the  cost  of  renegotiation  has  been  extremely  small 
as  compared  to  the  tremendous  savings  thus  far  accomplished?         ^,    ,^  ^  ^     ^ 

Mr.  Karker.  If  you  base  it  only  on  the  amount  of  excessive  profits  that  have 
hppn  recovered  it  would  be  approximately  one-fifth  of  1  percent. 
'  If  vou  base  it  only  upon  that  part  of  the  recovery  which  would  not  eventually 
have  been  obtained  by  the  revenue  statute  then  it  is  barely  more  than  1  per- 
cent As  a  collection  job  alone,  disregarding  every  other  advantage,  it  has 
been  done  very  cheaply. 
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Mr.  Starnes.  Are  the  costs  involved  by  these  companies— that  is,  the  cost  in 
connection  with  the  renegotiation  of  these  contracts— are  they,  in  turn,  charged 
up  to  the  costs  of  production?  Have  these  costs  been  taken  into  consideration  in 
making  your  statement  of  the  costs  of  renegotiation? 

Mr.  Karker.  The  costs  to  the  companies  are  not  included  in  any  figures  that  I 
have  given  you.  However,  the  added  costs  to  the  larger  and  well-organized  com- 
panies were  very  little.  It  involved  very  little  additional  expense.  The  opera- 
tions are  conducted  by  their  own  staff,  legal  and  accounting,  and  therefore  there 
is  not  much  cost  to  the  company. 

Mr.  Starnes.  The  larger  companies  usually  have  these  services,  these  facilities, 
all  set  up  within  their  organization,  so  it  involves  practically  no  extra  expense? 

Mr.  Kabker.  That  is  right. 

Colonel  Browning.  Many  times  these  renegotiation  processes  have  proven  very 
advantageous  to  the  companies,  in  some  instances  companies  have  learned 
something  about  their  business  that  they  should  have  known  but  which  they 
did  not  know. 

Mr.  Karker.  I  was  told  that  the  President  of  a  large  and  well-managed  com- 
pany come  in  about  6  weeks  after  the  renegotiation  had  been  concluded  and  he 
said  that  he  was  so  impressed  at  what  he  learned  through  the  process  of 
renegotiation  that  he  was  having  his  whole  cost  system  revamped.  He  said  that 
he  had  requested  all  of  his  ofl5cers  and  the  heads  of  all  the  departments  to 
familiarize  themselves  with  cost  problems  and  the  possibilities  of  making  further 
reduction. 

Mr.  Starnes.  These  companies  are  permitted  to  charge  back  the  expense  of  the 
renegotiations? 

Colonel  Browning.  Yes ;  that  is  part  of  the  cost. 

Mr.  Starnes.  The  complaint  has  been  made  to  Members  of  Congress  on  the 
basis  of  what  these,  as  they  call  them,  inspections  cost.  They  really  do  not 
cost  them  anything  at  all?  ^  j 

Mr.  Karker.  No.    Not  in  the  end. 

complaints  op  textile  industry  of  renecotiation  of  contracts 

Mr.  Starnes.  I  have  had  numerous  complaints  and  suggestions  made  to  me 
by  members  of  the  textile  industry  with  reference  to  renegotiation  of  their  con- 
tracts. Ihis  is  the  story  they  tell  me.  I  would  like  to  have  your  reaction  They 
say  that  m  the  textile  industry,  as  distinguished  from  the  aviation  industry  or 
other  industries  producing  ordnance  and  other  items  much  of  which  was  new 
and  for  which  the  Army  itself  had  no  real  experience  or  cost  basis  on  which  to 
negotiate  a  contract  originally,  and  the  Government,  therefore,  had  to  offer  some 
maucement  to  industry  to  go  into  those  particular  fields— especially  for  the 
purpose  of  making  new  ordnance  materials  and  supplies :  the  textile  people 
say  that  the  textile  business  is  one  of  the  oldest  businesses  in  the  country  They 
contend  that  many  of  the  articles  they  were  called  upon  to  make  for  the  Army 
were  articles  which  they  had  been  making  for  many,  many  years;  that  the  War- 
Department  the  Labor  Department,  and  the  textile  industry  itself  knew  what 
each  item  of  cost  was  and  it  was  figured  down  to  an  infinitesimal  point 
nf  n  ^  ^^^  contend  the  textile  industry  is  the  most  highly  competitive  industry 
or  all.  They  are  of  the  opinion  that  under  these  circumstances  the  renegotiation 
or  contracts  with  the  textile  industry  are  not  necessary. 

h,3^7  ^"^lu^^.  fF  ^^^^  renegotiation  interferes  with  the  operation  of  their 
business  in  that  the  renegotiation  process  takes  experienced  personnel  and  man- 
ajrement  away  from  their  regular  tasks  in  order  to  work  on  the  problem  of 
renegotiation.  They  contend  that  the  am.ount  recovered,  if  any,  under  such  cir- 
cumstances is  not  commensurate  with  the  trouble  involved 

nn«  r^"^^^™-  ^,^^^^^  ^^ib  «"  tlie  statements  you  have  made  except  the  last 
lo^     ,  ?  amounts  recovered  are  substantial— they  are  material.    Virtually  the 

i^Tr^^l^lZ^^^'^  ™^u^  ^^  *^^  machine-tool  industry  but  it  has  been  found  to  be 
insupportable  in  either  case. 

of^fhn  ^'^l^'^t  industry  is  divided  into  cotton  and  woolens.    The  cotton  section 

thPrL?  P.r^K*'^^^  somewhere  around  2.8  percent  to  3.75  percent  net  on 
meir  volume  in  the  base  years. 

]\  it'  ^^.^'^.^^^l^^l  ''}^'  ''"'^  long-established  industry,  with  well-known  costs. 
DliL  !J  /L^^^^""  ^^™^  ^^®  wearing  out  rapidly  today:    They  cannot  re- 

place them  and  they  cannot  always  stop  to  make  repairs.    It  is  triie  that  they 
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are  selling  under  the  ceiling  prices.  They  are  controlled  by  ceiling  prices 
and  these  contracts  with  the  departments  are  generally  substantially  under 
the  ceiling  prices.  ,  ' 

The  fact  is  they  can  still  make  excessive  profits  and  they  have  made  excessive 

profits.  ^  X.   ,    .      . 

Their  costs  have  declined  with  the  increase  in  the  volume  of  their  business. 
Their  costs  have  declined  from  those  of  the  period  that  were  used  as  a  base  for 
the  ceiling  price. 

Their  volume  has  expanded  five  times  and  as  a  result  of  that  increase  in 
volume  there  was,  naturally,  a  reduction  in  the  fixed  charges  of  their  costs. 
Manv  of  them  have  realized  excessive  profits. 

Let  me  say  that  no  one  has  anything  to  fear  if  they  have  not  realized  ex- 
cessive profits.  They  will  get  a  clearance  in  the  renegotiation.  If  any  individual 
will  not  agree  that  any  part  of  his  profit  is  excessive  he  has  only  to  refuse 
to  agree.  He  can  go  into  the  Court  of  Claims,  or  some  other  court,  and  present 
his  case,  and  if  he  is  proven  right  he  can  get  his  money  back. 

Mr.  Starnes.  You  have  made  a  very  fine  statement,  Mr.  Karker. 

The  textile  operators  make  this  further  complaint.  This  is  in  line  with  what 
you  have  said  here. 

They  claim  their  looms  are  wearing  out.  They  say  that  for  a  year  or  two 
they  have  been  operating  on  a  day  and  night  basis.  Here  again,  in  distinc- 
tion as  against  the  aviation  industry  and  the  producers  of  ordnance,  automobiles, 
and  other  such  items,  these  textile  operators  are  using  their  own  looms — their 
own  equipment,  which  they  furnished  with  their  own  capital.  They  did  not 
ask  the  Government  to  furnish  the  capital,  whereas  the  Government  has  spent 
billions  of  dollars,  literally  and  actually,  in  providing  other  industries  with 
plants,  equipment,  and  so  forth. 

(Discussion  off  the  record.) 

Mr.  Starnes.  I  wish  to  make  this  further  statement  with  reference  to  those 
men  who  brought  that  matter  to  my  attention;  they  are  men  of  high  caliber, 
their  business  ethics  are  very  high.  If  their  looms  and  equipment  are  worn  out, 
with  the  present  rate  of  production,  what  can  they  do  with  reference  to  replac- 
ing the  worn-out  machinery  which  must  be  converted  for  civilian  purposes  when 
the  war  is  over?  They  want  to  know  what  they  will  do  unless  they  are  per- 
mitted to  make  some  reasonable  profit  on  their  investment. 

Mr.  Karker.  Our  intent  is  that  they  make  a  reasonable  profit. 

They  are  not  devoting  all  of  their  equipment  to  the  production  of  war  material. 
They  have  production  for  civilian  needs,  under  which  they  are  making  large 
profits  under  the  ceiling.  As  a  matter  of  fact,  there  is  evidence  that  the  ceiling 
prices  are  too  high,  but  the  O.  P.  A.  has  not  acted  on  that.  That  part  of  the 
volume  is  outside  of  our  control  and  we  cannot  renegotiate. 

With  reference  to  the  wearing  out  of  the  looms  they  are  entitled  to  increase 
their  depreciation  rate  on  the  looms  to  offset  the  lack  of  repairs  for  those  which 
are  wearing  out.  With  reference  to  the  depreciation  which  the  Department  of 
the  Treasury  will  permit;  if  there  is  an  allowed  rate  of  depreciation  for  a  40- 
hour  week  and  they  go  to  120-hour  operating  week,  the  Treasury  will  not  give 
them  three  times  that  basic  depreciation  but  it  will  allow  an  equitably  increased 
rate  and  so  do  the  price  adjustment  boards.  We  know  that  in  that  particular 
industry  they  cannot  shut  down  to  repair  their  machines.  They  have  to  keep 
going. 

On  the  basis  of  allowed  profits  Colonel  Browning  has  some  very  interesting 
figures.  They  have  b°en  allowed  positive  profits.  We  do  not  require  anybody 
to  do  business  with  the  Government  on  the  basis  of  just  breaking  even,  although, 
occasionally  we  do  find  a  man  such  as  a  building  contractor  in  Kansas  City  who 
had  a  sizable  construction  project  out  there.  He  figured  on  the  basis  of  his  bid 
that  he  would  make  no  money  at  all.  His  price  was  $200,000  under  the  nearest 
bidder.  He  made  $170,000,  but  he  returned  $150,000  with  this  statement:  "Upon 
completion  of  the  tax  return  and  determination  of  whatever  balance  is  left"  he 
intended  to  give  the  balance  of  the  money  to  the  Red  Cross,  the  U.  S.  O.,  and  other 
activities  of  that  kind. 

The  cotton-textile  industry  has  been  allowed  substantial  over-all  profits  on  re- 
negotiable  volume  for  war.  It  has  done  a  good  job  of  production  for  war,  of 
unif<^rming  our  Army  and  Navy  and  of  providing  tents,  blankets,  and  other  essen- 
tial items.  I  believe  it  has  been  fairly,  if  not  actually  generously,  treated  and 
would  be  glad  to  leam  of  any  case  in  which  that  is  regarded  as  untrue. 

(Discussion  off  the  record.) 


Mr.  KAHKEE.  Renegotiation  ends  with  the  fl.^al  period 

A  contracting  company  has  an  opportunity  at  any  time  to  adin«?t  H^  r^r^,n^^ 
to^revlew  fexmermoTn'ie^s'^lthV-""^^™!  ^'*  *^  Quartermaster  General 
from  renegXion         '  ^"'^"'''  ^''^"''^''  "'»'''  ^^^  ""^  ">«»  "e  exempt 

EFFECT  OF  MODIFIED  TAX  PLAN  UPON  WORK  OF  KENEOOTIATION  OF  CONTRACTS 

comT^Ub^'yor^^T^^lZHrS^^'"^  r'  *^'  '•"^'■"^^  g«»«'^»"y  has 
by  various  methods  You  have  ex'^ressed  he  view  ?f  ^''"^"^f «  "««  oPPO^ed  you 
the  criticism  wiil  be  that  von  let  hElti  ,  ^^  """^  '°  ">«  months  to  come 
little.  ^""  '^'  business  make  too  much  profit  rather  than  too 

Mr.  Kaekeb.  I  think  that  is  unquestionable. 
Mr.  Mahon.  1  think  that  is  true 

to1^r'mm'nrinc?4aS^^^^^^  ^-^  ^-^-ntly  made  reference 

before  taxes/'  You  are  aware  o?  the  ?act  fha^t"t^f  n  '  ^^"  t^^^  about  "profits 
tax  legislation.  Are  you  famiHar  wifrJhl  t^  ""n  ^^"f^^^^  is  now  considering 
the  taxes  on  the  1942  income?  so-called  plan  which  would  cancel 

Mr.  Karker.  Reasonablv  so 

.    piatHcTcaS  ^o^J  rjLITa^^l  ^^IL^^A^  P--^«  «*«  ™odined  Ruml 
that  have  on  the  work  you  have  been  rtnin"  in  ?k  ^  ""^"^  =  "^^^^  ^"e*^'  would 
Mr.  Kabkee.  It  woufd  make  nS^fC^,^^  *'"'  renegotiation  of  contracts? 

afS^i"etrr\furrfoTttt%rrrd'l^e\\Tr"r*^^^^^^^^^  "'  1942,  and 

computation  of  the  aLunt  o/tax  l?a Wl1?v  in** ^''fT"?''^.^  '™°'  *^  Treasury  a 

decided  upon  between  the  company  and^urselves"  t"^^!  f  *-^  ^^""'^'^^  P^^'^ 
again.  Suppose  we  determine  in  the  c««oTf  „  1  '  ^'''^lum  'S  never  recovered 
are  excessive  and  re^overabfe  anrt  thf  t  /  <^'""P'"'y.t''at  profits  of  $9,000,000 
liability  was  $4,500,(^  of  that  I  tax  l!nhiiff"l.'^.,*'T"''?'  *°  "«  *''"  *"«  tax 
would  have  b«;n  giveTcredit  fn-  tw  *  '"'"j  ^^^  already  been  incurred,  they 
develops  thatttisTx  ifabU  /  was  neve^^  ^.^^f  *  ^"'i"".  ^o'la^s.    If  it  then 

the  original  agreement  and  it  wnnid  hf  i^  '  ^^}  ^'ability  is  carried  over  from 
aent  for  1943  *  "^"""'^  "^  incorporated  in  the  renegotiation  agreS 

Jon"orp^orare''e™^,n™^  tax-forgiveness  plan  only  applies  on  individual  and 
(Discussion  off  the  record  ) 

pa^tol^rtheteTwU  which  fa^bl^'findi?  "^  T'^V  "^^  ^""^  '«  ««-«  to 
which  I  shall  vote  againsTand  I  wan??n  know  <^<'"«''».f  .ation  for  some  time,  Ld 

Which  you  have  been  doing.     I  would  like  to  hlr^r tJ   "  ^°'°S  '°  ^''  *"  *"«  ^°^^ 

It  $7,000,000,000  of  1942  taxeron  1942  inco^I  •      "'*'  T/"  elaboration  of  that. 

the  renegotiation  program?  ""^  ''  canceled,  what  will  that  do  to 

on*X''oXLome.'  ""  ''  ""*  '"'^"^'^  '"^-^^  *«  "o  "«<«*  or  forgiveness  of  taxes 
Mr.  Starnes.  There  is  none. 

ja.es  being  renegotiated  t^^ty.aZ^  ^^^^SrlLfA^^"^  Jetr^; 

^X/S'Tg?S?thVc1^Tan7rxe?  ^^1  Z^Z"'.  ^  ^^"^^^  P-«*«  "- 
treasury.    We  only  set  up  this  cUSn  IV^rt^l^ZZ'TZc'i  Si! 
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^i«inn  in  fhp  Tpchnical  Serviccs  and  the  Air  Corps  of  the  remaining  balance 
wh  eh,  w\rthe"axeroV^^^^^^^    and  the  sum  -Uected  in  cash,^^^^^^^^^^ 
nf  Pirpp<;sive  nroflts  for  last  year.    If  the  amount  of  the  tax  liability  wnicu  nas 
^rcertiLVby  ^^^^^  is  not  actually  paid  it  will  appear  in  their  accounts 

of  the  succeeding  year.    We  can  trace  the  source  of  that  income. 
Mr.  Mahon.  You  will  have  a  picture  of  the  whole  situation? 

Mr  clsrit  Sould  be  borne  In  mind  also  that  the  pending  tax  bill  releviea 
taxes  where  the  income  is  greater  than  the  income  in  the  base  year. 
Mr.  Powers.  The  highest  income  in  the  base  year. 

WAB  PEOFITEERINQ 

Mr.  MAHON.  Do  you  not  have  contracts  with  individuals  running  into  millions 
of  dollars? 

SJ^vHoTITt  was's^rdurfng  the  1920's  and  t930's  about  the  great  for- 
tu^es  made  ?n  the  Fi^st  World  War,  and  the  American  people,  and  everybody 
SraDy  said  that  if  another  war  came  we  could  not  let  some  people  becom^e 
nnilionaires  while  others  died  for  $21  or  $50  a  month. 

You  have  ^^n  in  a  position  to  see  this  situation.  What  is  your  udgment  as 
to  whethir  ofnot  our  Government  and  our  people  are  successful  in  trying  to 
prevent  that  sort  of  war  profiteering  in  World -War  No.  2?  ,     ^  ^v, 

^  Mr  krwcm  I  have  no  way  by  which  I  can  estimate  to  what  extent  the  war 
miniouafres^  this  war  will  be  less  than  the  23,000  said  to  have  been  created  by 
?ie  last  war.  But  if  this  renegotiation  statute  is  left  in  force  and  effect  and  if  it 
is  adminT^tered  by  able,  experienced  men.  I  think  the  crop  of  war  millionaires 
as  the  result  of  this  war  will  be  a  very  small  one. 

Colonel  BROWNixXG.  After  we  have  done  our  part  on  f^^^^tiftion.  after  ttie 
corporate  and  personal  income  taxes  have  been  taken,  I  do  not  think  we  will 

'Tr.TA^Hr  S'tTse"you  will  have  a  lot  of  people  who  were  not  wealthy 
at  the  beginning  of  the  war  who  will  be  wealthy,  or  have  a  good  deal  more 

money  than  before.  -^  ^.u^*. 

Mr  KARKER.  That  is  right,  and  you  cannot  avoid  that.  ,  ^,        ,.         ^ 

We  had  the  case  of  a  siiiall  contractor  making  crystals  for  radio  sets,  and 

the  consumption  of  those  crystals  has  tremendously  f^creas^d 

This  man  and  his  son  are  the  moving  powers  m  that  situation.    They  had 

a  is (X)0^ investment.    They  made  $2,000,000  worth  of  crystals  last  year,  and 

we  toT  away  a  Uttle  more  than  $1,000,000  in  excessive  profits,  but  they  will 

^Tr^To^ire^ouloing  everything  in  your  power  to  see  to  it  that  people 
do  not  make  unconscionable  profits  while  overseas  our  boys  are  giving  their 

lives? 

TVTi*  1C\RTCKB   Yes  sir 

Mr.  Mahon*  That  is' one  of  the  moving  forces  behind  the  whole  program? 

Mr.  Karker.  Yes,  sir. 
(Discussion  off  the  record.) 

NATURE  OF  CRITICISMS  OF  RENEGOTIATIONS 

Mr  Karker.  The  criticism  of  this  proposition  started  on  the  very  high  ground 
that  it  interfered  with  the  sanctity  of  contracts  and  substituted  government  by 
men  for  government  by  law.  I  think  there  is  much  to  be  said  for  and  agamst 
S)th  of  those  positions  but  the  attack  failed  to  get  the  action  desired. 

The  next  point  of  attack  was  that  it  was  an  admmistrative  impossibility 
that  you  had  imposed  by  statute  upon  the  departments  to  work  out  and  that 
the  job  could  not  be  completed  in  time.    That  has  failed. 

The  next  criticism  that  is  coming  now  is  a  criticism  of  the  cliaracter.  the 
camcity  the  background  and  the  probity  of  the  men  engaged  in  doing  the  work 
and  that  from  the  hard-earned  profits  of  industry  we  take  too  much. 

The  next  one  to  come  will  be  that  we  do  not  take  enough. 

DATA   ON    PROFITS    OF    CERTAIN    LARGE    CONCERNS   BEFORE  AND   AFTER  RENEGOTIATION 

Mr.  MAHON.  Of  the  1,700  contracts  which  you  have  renegotiated,  in  what 
number  of  them  have  the  profits  before  taxes  been  as  much  as  a  million  dollars  f 
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Mr.  Karker.  I  do  not  know.  We  will  have  to  get  you  that  figure  and  put  it 
in  the  record. 

(The  matter  referred  to  is  as  follows :) 

"Approximately  415.  A  detailed  check  of  approved  cases  shows  the  following 
proportions  having  net  income  before  taxes  but  after  renegotiation  of  the  amounts 
tabulated. 

"Less  than  $100,000,  27.5  percent. 

"Between  $100,000  and  $250,000,  20.3  percent. 

"Between  $250,000  and  $500,000,  16.4  percent. 

"Between  $500,000  and  $1,000,000,  10.8  percent. 

"Over  $1,000,000,  25.0  percent." 

Mr.  Mahon.  Do  any  of  them  run  as  much  as  $50,000,000? 

Mr.  Karker.  Before  taxes  or  after? 

Mr.  Mahon.  After. 

Mr.  Karker.  Yes;  one  company  now  earns  88  or  89  million  dollars  before 
taxes  and  28  to  30  million  dollars  after  taxes,  after  our  recovery  of  76  million 
of  excessive  profits  in  1942. 

Mr.  Mahon.  Is  that  one  of  the  larger  concerns? 

Mr.  Karker.  Yes. 

Mr.  Mahon.  Will  you  put  in  the  record,  not  the  same,  but  some  of  the  higher 
Incomes,  giving  us  some  details? 

Mr.  Karker.  Yes. 

(The  matter  referred  to  is  as  follows :) 

Wi2  data  on  11  large  companies  lefore  and  after  renegotiation 


Company,  percentage  of  sales  renegotiable, 

Over-all  net 

sales 

Over-all  net  profit 
before  taxes 

Over-all  net  profit 
after  taxes 

amount  of  recovery 

Amount 

Margin 
on  sales 

Amount 

Margin 
on  sales 

A.  76  percent  ($76,000,000): 
Before 

$536, 930. 191 
460, 930, 191 

457,331,000 
391,931,000 

380,221,000 
370,921,000 

996, 751,  292 
974, 851, 292 

221,560,000 
207, 510, 000 

361, 993, 500 
352, 693, 500 

2,  250,  549, 000 
2, 201, 887, 000 

491, 160, 000 
444, 660, 000 

269,  267, 401 
234,950,360 

671,301,996 
643, 193, 991 

640,  274,  551 
487, 274,  551 

$164,082,820 
88,082,820 

126,106,000 
60, 705, 000 

45, 867, 000 
36,  668, 000 

155, 384,  284 
133,484,284 

77, 570, 000 
63,520,000 

43, 943, 690 
34, 643, 590 

297, 685, 000 
249,023,000 

101, 010, 000 
54, 510, 000 

63,372,003 
29, 019, 962 

187, 976, 430 
59,768,425 

124, 916, 140 
71, 916, 140 

Percent 
30.5 
19.1 

27.6 
15.5 

12.1 
10.1 

15.6 
13.55 

35.0 
30.6 

12.1 

9.8 

13.2 
11.3 

20.6 
12.2 

23.5 
12.4 

27.8 
11.0 

23.2 
14.7 

$47, 801, 762 
33, 361,  762 

29, 935, 000 
13, 652, 000 

13,164,000 
10,597,000 

47, 774, 197 
41, 137, 197 

27, 273, 000 
24, 603, 000 

18, 881, 129 
15, 481, 129 

1 165,  764, 000 
166,608,000 

23, 200, 637 
14, 365, 637 

14,471,850 
7. 944, 962 

46,353,634 
20, 994, 113 

32. 384, 351 
22, 314, 361 

Percent 

After 

8.8 

B.  79.9  percent  ($65,400,000) : 
Before 

7.2 

After 

6.5 

C.  97.3  percent  ($9,300,000): 
Before 

3.6 

After 

3.6 

D.  16.5  percent  ($21,900,000): 
Before 

2.9 

After .       

4.8 

E.  27  percent  ($14,050,000): 
Before 

4.2 

After. 

12.4 

F.  46  percent  ($9,30O,o66): 
Before 

11.8 

After. 

0.2 

Q.  79.4  percent  ($48,662,000) : 
Before 

4.4 

After 

7.4 

H.  65.4  percent  ($46,500,000): 
Before 

7.1 

After 

4.7 

I.  94  percent  ($34,352,041) : 
Before 

3.2 

After 

6.4 

J.  89  percent  ($128,208,005) : 
Before 

3.4 

,,   After 

6.7 

i^.  70.4  percent  ($53,000,000): 
Before 

3.9 

After 

6.0 

4.6 

1  Estimated. 


PROCEDURE  IN  BENBQOTIATION  OP  CONTItACTS 


Mr.  Powers.  Let  me  see  if  I  understand  this  renegotiation  procedure  properly. 
When  you  start  renegotiating  with  a  corporation  or  an  outfit  and  they  refuse  to 
renegotiate  or  to  abide  by  your  findings,  then  you  submit  that  to  the  Secretary 
of  War  for  his  finding?  ^  ^ 

Mr.  Kabkeb.  We  will  prepare  a  determinaticn  but  we  have  never  done  that 
yet.    We  would  prepare  a  determination  which  would  list  the  various  factors 
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affecting  that  company,  with  its  background  and  its  record  in  1942,  with  Ith  tax 
and  fiscal  determination. 

Mr.  Powers.  You  submit  that  to  the  Secretary  of  War? 

Mr.  Karkeb.  To  the  Under  Secretary,  by  delegation  from  the  Secretary,  and 
he  will  consider,  and  if  approved,  sign  that,  and  that  becomes  an  order  upon 
the  contractor. 

Mr.  Powers.  Suppose  he  does  not  abide  by  that? 

Mr.  Karkeb.  Then  we  will  sue. 

Mr.  Powers.  He  has  the  right  to  go  into  court? 

Mr.  Karker.  Yes,  sir. 

Mr.  Powers.  And  the  court  decision  is  final? 

Mr.  Karkeb.  Yes,  sir. 

BACKGROUND  OF  MESSBS.  KABKEB  AND  BROWNING 

Mr.  Powers.  Mr.  Karker,  I  have  been  a  member  of  this  committee  for  a  dozen 
years,  and  I  have  listened  to  hundreds  of  witnesses,  but  I  have  never  heard  a 
clearer  or  more  illuminating  statement  in  my  entire  exjierience  on  this  committee 
than  I  have  heard  while  listening  to  you  and  Colonel  Browning. 

I  would  like  at  this  point  in  the  record,  Mr.  Karker,  if  you  will  put  in  a  short 
statement  giving  us  your  background  before  you  came  into  the  Government 
service.  I  would  like  Colonel  Browning  also  to  do  the  same  thing.  I  think  that 
should  be  a  matter  of  permanent  record.  I  would  like  to  have  you  insert  those 
statements  at  this  point  in  the  record. 

(The  following  statements  were  submitted  by  Mr.  Karker  and  Colonel 
Browning.) 

"Karker,  Maurice  Harmon,  chairman.  Jewel  Tea  Co.,  Inc.;  chairman,  War 
Department  Price  Adjustment  Board ;  born  Hyndesville,  Schoharie  County,  N.  Y., 
July  7, 1886 ;  son  Frank  A.  and  Melissa  (Stevens)  Karker ;  education,  high  school, 
Cobleskill,  N.  Y. ;  married  Francis  Adelaide  Orr,  July  19,  1907 ;  children,  Kath- 
leen, Ma  IT  MacLaury. 

"Served  in  United  States  Navy  1905-23;  advanced  through  grades  to  com- 
mander, Supply  Corps;  served  as  assistant  general  storekeeper  and  accounting 
officer  Naval  Station,  Cavite,  P.  I.,  later  general  storekeeper,  Brest,  France,  and 
offieer-in-charge  Provisions  and  Clothing  Depot,  New  York ;  resigned  1923. 

"With  Jewel  Tea  Co.,  Inc.,  since  1923,  vice  president,  1923-24 ;  president  July  1, 
1924 ;  chairman  May  26,  1942. 

"War  Department' July  13, 1942.  Received  three  citations.  World  War  I  (2  for 
Distinguished  Service  Medal,  1  Legion  of  Honor,  France). 

"Clubs :  Union  League  of  Chicago ;  Economic  Club  of  Chicago ;  Army  and  Navy, 
Washington;  Array  and  Navy,  Manila,  P.  I.;  Army,  Navy  and  Marine  Corps 
Counti-y,  Washington. 

"Home :  Anchorage  Farms,  Cobleskill,  N.  Y.  Offices :  Jewel  Park,  Barrington, 
m.,  and  War  Department,  Washington,  D.  C. 

"Albert  J.  Browning,  born  in  Ogden,  Utah,  on  September  27,  1899.  Attended 
Purdue  University,  Lafayette,  Ind. ;  Harvard  University,  Cambridge,  Mass.,  and 
graduated  from  the  Massachusetts  Institute  of  Technology  with  a  bachelor  of 
science  degree  in  June  1922.  While  attending  the  Massachusetts  Institute  of 
Technology  completed  the  course  for  the  senior  division.  Coast  Artillery  Reserve 
Training  Corps,  and  underwent  the  required  training  at  the  Advance  Coast  Ar- 
tillery Corps,  Fort  Monroe,  Va.  On  July  12,  1922,  commissioned  in  the  Coast 
Artillery  Reserve. 

"In  1922  became  associated  with  a  Buffalo,  N.  Y.,  electric  supply  house  and 
later  was  named  general  manager  of  their  Syracuse,  N.  Y.,  office.  In  1927  be- 
came sales  manager  of  the  Intermountain  Electric  Co.,  Salt  Lake  City,  Utah, 
wholesalers  of  automotive  and  electric  supplies.  From  1929  to  1931  was  district 
manager  of  the  Acme  White  Lead  &  Color  Works,  Los  Angeles,  Calif.,  and  from 
1931  to  1934,  general  manager  of  the  Peninsular  Paint  &  Varnish,  Detroit,  Mich. 

"From  1934  to  1938  occupied  executive  positions  with  Montgomery  Ward  & 
Co  of  Chicago,  111.  In  1938  became  president  of  the  United  Wall  Paper  Fac- 
tories, Chicago,  111.,  remaining  with  that  firm  until  January  1942.  Gave  up 
position  to  go  into  Government  service  in  the  War  Department,  Washington, 
D.  C.  In  War  Department  capacity  directed,  supervised,  and  coordinated  the 
purchase  of  supplies  and  equipment.  .     .  .     .  ^      ^: 

"From  October  1940  to  January  1942  served  successively  as  Assistant  Coordi- 
nator of  Purchases,  Advisory  Commission  to  the  Council  of  National  Defense; 
Deputy  Director,  Division  of  Purchases,   Office  of  Production  Management; 
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Special  Advisor  to  Donald  M.  Nelson  in  the  Office  of  Production  Management, 
Supply,  Priorities,  and  Allocation  Board,  and  War  Production  Board. 

"On  May  26,  1942,  was  appointed  colonel  (temporary)  and  ordered  on  ex- 
tended active  duty  with  the  Purchases  Branch,  Procurement  and  Distribution 
Division,  Services  of  Supply,  Washington,  D.  C.  In  October  1942  was  detailed 
as  a  member  of  the  General  Staff  Corps  and  became  Director,  Purchases  Divi- 
sion, Services  of  Supply,  Washington,  D.  C." 

Mr.  Case.  I  think  all  the  members  of  the  committee  will  join  in  what  the 
gentleman  from  New  Jersey  [Mr.  Powers]  has  said  as  to  the  value  of  this  hearing 
and  as  to  the  presentation  you  have  made. 

EXEMPTION  OF  CERTAIN  CONTRACTS  FROM  RENEGOTIATIONS 

Regarding  the  first  objection  you  said  had  been  raised  to  the  statute,  based 
on  the  sanctity  of  contracts,  I  think  the  courts  have  generally  recognized  that 
contracts  repugnant  to  public  policy  can  be  voided.  I  would  say  that  the  renego- 
tiation statute  proceeds  on  the  theory  that  contracts  which  provide  for  tJSie  mak- 
ing of  excessive  profits  by  any  contractor,  on  contracts  with  the  Government  in 
time  of  war,  are  repugnant  to  public  policy. 

Now,  then,  you  mention  contracts  being  placed  by  the  Defense  Plant  Corpo- 
ration as  being  exempt  from  or  not  covered  by  the  law. 

Are  there  any  other  agencies  which  are  exempt  which  you  feel  should  be 
brought  within  the  law? 

Mr.  Karker.  I  think  that  is  rather  outside  my  field,  since  I  am  only  concerned 
with  the  War  Department.  But  in  our  experience  we  have  most  frequently  come 
across  sales  made  to  the  I^efense  Plant  Corporation,  Defense  Supplies,  and  some 
other  closely  associated  agencies,  which  carry  what  seemed  to  us  to  be  higher 
rates  of  profit  that  might  be  justified,  certainly  than  those  allowed  to  a  company 
after  renegotiation,  on  renegotiable  volume,  but  I  am  not  as  familiar  with  sales 
wnich  might  be  made  for  lend-lease  to  the  Department  of  Agriculture  or  to  the 
other  departments  or  agencies  of  the  Government. 

Mr.  Case.  The  law  also  excludes  contracts  placed  by  one  department  to 
another  department.  Suppose,  for  instance,  the  Navy  Department  or  the  Depart- 
ment of  Agriculture,  or  some  other  agency,  ordered  ordnance  material  or  other 
material  from  the  Army.  That  plant  is  being  operated  for  the  Army.  Would 
such  a  contract  be  exempt? 

Mr.  Karker.  No,  sir ;  it  would  be  renegotiable. 

BESULTS  OF  BENBGOTIATION   OF  WAR  DEPARTMENT  CONTRACT'S 

Mr.  Snydeb.  The  renegotiation  law  became  effective  on  April  28,  1942.  On  its 
first  anniversary,  April  28, 1943,  the  Under  Secretary  of  War  and  the  Under  Secre- 
tary of  the  Navy,  each  very  graciously,  wrote  a  letter  to  our  colleague,  Mr.  Case, 
advising  him  of  the  accomplishments  at  the  end  of  the  first  year  of  operation, 
copies  of  those  letters  have  come  into  my  hands,  and  I  am  going  to  include  them 
m  the  record  at  this  point. 

(The  letters  referred  to  are  as  follows :) 

War  Department, 

Cnr^^^cc         T.  r.  Washitiaton,  D,  C,  April  28,  1943. 

^congressman  Francis  Case,  »     *-  ,      ^ 

House  Office  Building,  WasJiington,  D.  C. 
Dear  Congressman  Case:  Because  of  your  active  interest  in  the  problem  of 
controlling  war  profits  and  your  support  of  the  renegotiation  statute,  which 
became  law  a  year  ago,  I  take  considerable  satisfaction  in  writing  to  you  now  to 
advise  you  of  the  results  of  the  first  full  year  of  rene-gotiatiou  by  the  War 
Department.  "^ 

An^M^oo^''/nfo^  month  of  April  will  not  be  available  for  several  weeks,  but  from 
April  28,  1942,  when  the  Sixth  Supplemental  National  Defense  Appropriation  Act 
Sr  i"i^^-.S.o  ^^^y'^""  providing  for  war  contract  renegotiation  was  signed,  to 
hvf^K  ^h  ^'  ^^'^^  reductions  and  cash  refunds  of  $1,527,000,000  were  effected 
were  $560  WO  (KkT'*^""^''^'  ^'"'''^  reductions  were  $967,000,000  and  cash  refunds 
These  reductions  and  refunds  resulted  from  renegotiations  by  the  War  Depart- 
ment Price  Adjustment  Board  and  sections  and  by  the  contracting  officers  of  the 
^upply  Services  and  Army  Air  Forces,  Materiel  Command.  The  existence  of  the 
4'tatute  providing  for  renegotiation  has  also  been  responsible  for  closer  pricing  on 
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new  contracts  awarded  since  the  date  of  its  enactment,  and  particularly  m  the  last 
few  months,  but  no  reasonably  accurate  estimate  can  be  made  of  this  eftect. 

War  contractors  are  cooperating  more  fully  with  the  War  Department  Price 
Adjustment  Board  and  sections,  and  better  understanding  of  the  purposes,  prin- 
ciples, policies,  and  interpretations  of  the  Renegotiation  Act  is  resulting  in  rapia 
acceleration  of  the  work  of  opening  renegotiation  and  of  reaching  final  settlements. 

Operation  of  the  renegotiation  statute  is  contributing  to  the  execution  of  the 

President's  "hold  the  line"  order.     It  is  providing  a  means  of  fighting  the  war 

economically.    It  is  helping  to  guard  the  system  of  free  enterprise  in  this  country 

against  the  charge  of  war  profiteering.    The  American  people  owe  you  gratitude 

for  your  support  of  this  measure. 

Sincerely  yours,  _  „ 

Robert  P.  Patterson, 

Under  Secretary  of  War. 

f  Navy  Department, 

-      Washi?igton,  April  2S,  1943. 

Hon.  Fkancis  Case, 

House  of  Representatives,  ^ 

Deab  Mr.  Case  :  A  year  ago  today  the  statutory  authority  to  renegotiate  con- 
tracts, which  grew  out  of  your  efforts  to  limit  war  profits,  became  law.  On  this 
anniversary  you  might  like  to  know  what  the  Navy  has  accomplished  under  the 

legislation.  ,  ....,*, 

Thfe  Navy  Price  Adjustment  Board,  acting  unc?er  the  .renegotiation  law,  has 
been  able  to  reduce  by  more  than  $1,000,000,000  the  cost  to  the  Government  of 
contracts  which  it  has  renegotiated,  The  figures  for  the  entire  year  ending  today 
are  not  available  yet,  but  through  the  end  of  March  price  reductions  and  cash 
refunds  arranged  by  the  Navy  Price  Adjustment  Board  already  had  amounted  to 
more  than  $950,000,000.  This  total  does  not  take  into  consideration  the  very 
substantial  amount  which  will  be  saved  through  the  lower-  prices  which  will  pre- 
vail on  future  business.  Furthermore,  as  you  know,  other  reductions  and  refunds 
have  been  negotiated  by  the  War  Department  and  the  Maritime  Commission 

Boards.  ,  ^        1     ^     .1    v. 

These  price  reductions  and  cash  refunds  have  all  been  agreed  to  voluntarily  by 
the  contractors  in  recognition  of  the  fact  that  without  these  adjustments  their 
companies  would  have  realized  excessive  profits.  These  contract  reductions  have 
not  injured  business.  On  the  contrary,  they  have,  in  general,  left  the  companies 
with  a  dollar  amount  of  profits,  both  before  and  after  taxes,  which  compares  very 
favorably  with  earnings  during  peacetime.  ^  *«-  /w^ 

The  Navy  estimates  that  it  will  be  called  upon  to  renegotiate  about  $rfo,UOU,- 

000  000  of  contracts.  By  the  end  of  March  proceedings  had  already  been  started 
with  companies  holding  almost  $29,000,000,000  of  contracts,  showing  that  the 
work  is  well  advanced.  Furthermore,  the  companies  who  have  already  com- 
pleted renegotiation  or  who  are  in  the  final  stages  of  renegotiating  held  contracts 
amounting  to  $13,000,000,000,  or  more  than  one-third  of  the  total  anticipated 
volume.  I  think  there  is  no  doubt  about  the  ability  of  the  Navy  to  complete  its 
task  under  the  law.  Incidentally,  the  might  be  interested  in  knowing  that  the 
Navy  has  told  240  contractors,  whose  contracts  amount  to  about  $500,000,000, 
that  their  profits  are  not  excessive  .and  need  not  be  renegotiated. 

In  my  opinion,  one  of  the  most  significant  facts  about  the  first  year's  operation 
of  renegotiation  is  that  all  agreements  have  been  reached  voluntarily.  I  think 
this  accomplishment  is  due  to  the  good  fortune  of  the  Navy  and  other  Depart- 
ments in  assembling  what  the  Truman  committee  called  "an  unusual  group  of 
able,  conscientious,  and  patriotic  lawyers,  accountants,  and  businessmen  as  admin- 
istrators of  renegotiation."  In  other  words,  the  law  which  you  sponsored  has  been 
used  by  farsighted  bnsinessm.en,  both  within  the  Government  and  outside,  in  order 
to  handle  the  explosive  problem  of  war  profits  in  a  manner  mutually  satisfactory 
to  private  business  and  to  the  public  interest.  I  think  you  can  be  justly  proud 
of  your  part  in  supporting  this  legislation. 

Sincerely  yours,  ^  _ 

James  Forrestal. 

Mr  Snyder.  Mr.  Karker,  I  do  not  know  how  you  happened  to  be  chosen  for  this 
position  you  are  occupying,  but  whoever  is  responsible  for  it  is  to  be  complimented 
You  no  doubt  are  rendering  this  service  at  great  personal  financial  sacrifice. 

1  regret  exceedingly  that  the  Government  is  unable  to  have  more  men  of  your 
splendid  attainments  in  key  positions.    The  way  you  have  approached  this  matter 
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and  the  way  you  are  pursuing  it  is  deserving  of  the  highest  commendation,  and 
I  want  you  to  know  that  if  this  committee  can  help  you  in  any  way,  please  feel 
free  to  call  upon  us. 

Mr.  Kakker.  Thank  you,  Mr.  Chairman. 

Mr.  Snyder.  Colonel  Browning,  what  I  have  said  to  Mr.  Karker  T  could  very 
well  say  to  you.  We  are  very  happy  to  see  men  of  your  caliber  administering 
these  problems  in  the  Department.  ^ 

Colonel  Browning.  Thank  you,  Mr.  Chairman. 


Statement  by  Maurice  Karker,  -Chairman,  War  Department  Price 
Adjustment  Board  on  Renegotiation  of  Contracts,  Naval  Affairs 
committee,  House  of  Representatives  (Exhibit  No.  677) 

At  t,he  suggestion  of  Counsel  to  the  Committee,  I  have  prepared  this  written 
statement  concerning  the  objectives  sought  in  the  renegotiation  of  contracts  with 
a  discussion  of  the  reasons  advanced  for  the  Renegotiation  Law  and  the  objections 
which  have  been  urged  against  it.  This  statement  will  also  outline  the  organiza- 
tional  set-up  and  administrative  operation  of  the  War  Department  Price  Adjust- 
ment Board  the  performance  deemed  necessary  for  the  Board  to  satisfy  the  full 
measure  of  its  responsibility  under  the  Renegotiation  Law,  the  Board's  accomp- 
lishments m  the  past  and  its  prospects  of  completing  the  job  entrusted  to  it. 

historical  background  to  the  renegotiation  law 

The  need  for  some  restraint  on  profit  derived  from  war  is  not  new  in  our  time 
Even  in  the  .War  of  1776  those  who  were  struggling  for  the  independence  of  ou^ 
country  were  plagued  with  high  prices  on  war  requirements.  In  the  Civil  War 
and  Spanish-American  War  similar  situations  arose.  The  first  law  limitine  war 
profits  was  passed  during  the  Spanish-American  War,  whereby  a  price  limitation 
^f^,-.":'!^^^'' kS^  ^^  armor  plate.  In  the  First  World  War  the  creation  of  wa? 
millionaires  became  a  public  scandal.  The  Congress  then  attempted  to  limit 
excessive  profits  through  excess-profits  taxes  and  cost  plus  a  percentage  of  cost 

Zr^nl^''  tI;^  "•T*^^?'  °^  ^^'^'^  ^"^^^^«  ^^«  successful  in  accomplishing  their 
5^?.!'  T  ^  situation  was  so  flagrant  that,  after  the  First  World  War,  the 
American  Legion  initiated  a  program  insisting  that  profit  should  be  taken  out  of 
rmhoH?./'^^'  - '^  as  1924  both  the  Republican  and  the  Democratic  platfoJiS 
^art^dp^^^^^^^^^  "^^^^^*   ^^"«^--*   --1^-g   f--   -dustry'a 

^ 7n^%PT^r^^  has  been  fully  aware  of  the  problem.  Since  February  1919  some 
llt^}^^^^  resolutions  were  introduced  in  Congress  designed  to  reduce  or  elimi- 
nate profit  on  war  production.  Between  the  First  World  War  and  1942  however 
the  only  laws  passed  actually  limiting  profits  on  contracts  for  national  defense  or 
Ma^rinpTpV^'n'}  i^^r'  .Y,^^^~*^e  Vinson-Trammell  Act  of  1934  and  the  Merchant 
Marine  Act  of  1936,  with  various  subsequent  modifications  of  each.     These  acts 

S^WhenoraTp^^^^^^  ^^^^^^  ^^^  ^^^^^^^*  ^^^  «-^  ^  --^--  P-« 

toiZ^im^^f'T  Appropriation  Act  of  1942.  That  Section,  as  amSd  by 
Section  801  of  the  Revenue  Act  of  1942,  will  be  referred  to  in  this  statement  % 
fi^lSt^^^'^K  **;?''  ^r^^  °'  ^*^-  ^^'^  Law  was  the  result  of  long  and  careTul  co^ 
enriohnZ A^n  -^H  ^^^r^^'  to  prescribe  the  best  means  of  preventing  unjCst 
ennchnient  to  industry  in  making  the  materials  for  war  while  at  the  same  time 
according  reward  and  incentive  for  contribution  to  the  war  effort 

renegotiation  as  an  element  of  procurement 

fo Jrptv^'H^-  ""^i^  ^'o^^^i^jed  nor  is  it  applied  as  a  punitive  measure.  It  was  not 
conceived  nor  is  it  applied  as  a  tax  measure.  Renegotiation  of  contracts  was 
actually  being  conducted  by  the  War  Department  and  the  Navv  Departm^^ 
.Jl^'J^.lf'^^T.*''^^  Order  pursuant  to  the  Second  War  Powers  Act  prior  to  the^S- 
tvHui^^^  Renegotiation  Law.  The  idea  of  requiring  renegotiation  of  wa?  ?^. 
AnnlL^  }^^  "^^  developed  through  testimony  in  hearinis  before  the  House 
Appropriations  Committee,  and  Mr.  Case  offered  the  amendment  to  the  Siih 

&vr'/\^.n'""lVf^^^^  Appropriation  Act  ^rS  to  qt'te  Mr^ 
&  in?y^  statutory  bolstering  to  what  was  being  done  and  made  it  possible  to 
onng  mto  renegotiation  the  contractors  who  did  not  come  in  voluntarily." 
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In  passing  the  Renegotiation  Law,  Congress  thus  fully  recognized  that  renego- 
tiation is  primaril  V  a  part  of  the  procurement  procedure.  It  is  as  essential  to  good 
purchasing  in  time  of  war  as  is  free  and  open  competition  in  tinie  of  peace.  Re- 
negotiation may  properly  be  looked  upon  as  the  wartime  substitute  for  peacetime 

competition.  .      ,     .r. 

In  time  of  war  there  frequently  exists  the  necessity  of  prOcunng  for  the  purposes 
of  war  the  entire  output  of  an  industry  or  of  certain  plants  or  of  purchasiiig  desired 
and  often  essential  items,  irrespective  of  cost  of  production  or  of  initial  pricing. 
Circumstances  often  exist  where  no  adequate  pricing  is  possible.  In  many 
instances  the  volume  required  and  the  rate  of  dehvery  are  unknown  or  uncertain 
at  the  time  the  contract  is  placed.  Orders  are  given  for  items  as  to  which  no 
previous  or  adequate  cost  experience  is  available.  Frequently  the  flux  of  war  will 
substantiallv  modifv  or  entirely  change  the  very  nature  of  the  need,  or  result  in 
unforeseen  and  often  extraordinary  increase  or  decrease  in  quantity  requirements. 
Day  to  day  experience  in  the  conduct  of  war  results  in  repeated  modification  of 
design.  Unexpected  material  shortages  may  require  substantial  substitutions, 
sometimes  adding  to  and  some  times  diminishing  the  cost.  Manpower  limitations 
and  the  use  of  untrained  labor  may  on  the  one  hand  increase  production  costs,  while 
on  the  other  hand  accumulated  experience  and  intensive  training  may  substantially 
decrease  such  costs.  Changes  in  wages  of  labor  or  prices  of  materials,  delays  in 
deliverv,  inabilitv  to  obtain  repair  parts,  break-down  of  machinery  and  numerous 
other  elements  of  uncertain tv  are  usually  involved  in  performing  under  a  contract 
in  time  of  war.  Although  many  of  these  and  similar  items  of  uncertainty  are  less 
evident  in  some  industries  than  in  others,  and  will  decrease  a?  the  months  go  on, 
nevertheless  thev  have  heretofore  and  will  undoubtedly  continue  to  be  of  such 
moment  that,  except  in  unusual  cases,  initial  pricing  will  not  be  the  final  criterion 
as  to  what  profit  mav  be  justified. 

Conservative  business  men  suggest  prices  on  their  products  which  cover  con- 
tingencies, manv  of  which  may  never  become  actualities.  Too  high  a  degree  of 
such  caution  and  the  final  absence  of  the  costs  so  protected  against,  may  accrue 
profits  beyond  the  level  of  reasonableness. 

Excessive  profits  likewise  in  many  instances  arise  because  of  accumulation  of 
orders  with  the  usually  resultant  and  easily  understandable  increase  in  the  rate  of 
profit  on  the  expanded  volume  of  sales. 

EXCESSIVE  PROFITS  ARE  NOT  NECESSARILY  A  BASIS  OP  CRITICISM 

I  make  these  observations  as  to  the  causes  of  excessive  profits  because  I  wish 
to  emphasize  that  renegotiation  ordinarily  does  not  imply  any  dishonesty  or 
overreaching  on  the  part  of  the  contractors  or  any  lack  of  ability  or  absence  of 
diligence  on  the  part  of  the  contracting  officers.  American  industry  has  done  a 
superb  job  of  production  for  war,  and  in  pricing  the  items  of  that  production  we 
have  found  in  most  instances  a  commendable  desire  to  establish  a  fair  and  reason- 
able basis. 

It  is  interesting  to  note  that  no  excessive  profits  have  been  found  to  exist  in 
almost  one-third  of  the  renegotiations  heretofore  conducted  by  the  War  Depart- 
ment Price  Adjustment  Board.  It  would,  however,  be  unjust  to  condemn  the 
remaining  two-thirds  of  the  contractors,  where  excessive  profits  have  arisen,  or  to 
criticize  the  procurement  officers  who  arranged  the  purchases  from  them.  The 
conditions  I  have  previously  referred  to  or  similar  ones  have  in  practically  every 
case  been  the  causes  of  the  accumulation  of  excessive  profits.  Only  in  rare  in- 
stances has  it  been  indicated  that  contractors  took  unfair  advantage  of  the  Gov- 
ernment, or  that  contracting  officers  failed  to  exercise  good  judgment  under  the 
circumstances  existing  at  the  time  the  contracts  were  made. 

It  is  worthy  of  comment  that  many  contractors  instituted  a  self-imposed 
renegotiation  even  prior  to  the  enactment  of  the  Statute.  These  and  others 
have  expressed  special  approbation  of  the  Law,  because  it  protects  the  officers 
and  directors  of  corporations  against  stockholders'  suits  when  excessive  profits 
are  paid  to  the  Government,  and  because  a  renegotiation  settlement  gives  to 
their  companies  a  clean  bill  of  health  against  charges  of  being  profiteers  when 
post-war  criticism  comes  into  vogue,  as  undoubtedly  it  will. 

EXCESSIVE   PROFITS   ARE   LIKELY   TO   DIMINISH 

The  provision  which  I  regard  as  the  most  important  and  efifective  part  of  the 
Renegotiation  Law  is  that  which  afi"ects  future  prices. 

The  Statute  places  upon  the  Secretaries  of  the  War,  Navy  and  Treasury  De- 
partments and  the  Chairman  of  the  Maritime  Commission  not  only  the  duty  to 


recover  excessive  profits  realized  from  war  work  as  defined  in  the  Statute,  but  to 
prevent  the  realization  of  such  excessive  profits  in  the  future.  The  realization 
of  excessive  profits  is  prevented  by  the  adjustment  of  prices  on  future  deliveries 
to  a  closer  relationship  with  allowable  costs.  The  maintenance  of  a  fair  relation- 
ship between  costs  and  prices  is  far  more  desirable  than  the  recovery  of  excessive 
profits  realized  because  of  the  lack  of  such  coordination.  The  ideal  situation,  to 
be  dreamed  of  but  certainly  not  to  be  expected,  would  be  the  pricing  of  all  products 
for  war  on  a  basis  that  no  excessive  profits  could  be  realized.  Until,  however, 
all  uncertainties  as  to  quantity,  rate  of  delivery,  modification  of  design,  substi- 
tution of  materials,  changes  in  efficiency  of  labor  and  management,  development 
of  tools,  improvement  of  processes  and  innumerable  other  factors  of  cost  are 
eliminated,  no  assurance  can  be  had  that  excessive  profits  will  not  accumulate, 
nor  can  any  insistence  justly  be  made  to  contractors  that  their  initial  prices 
should  not  be  on  such  level  as  will  fairly  protect  them  from  loss  through  the 
happening  of  various  cost  contingencies. 

Renegotiation  agreements  where  excessive  profits  have  been  realized  provide 
in  almost  every  instance  for  the  reduction  of  prices  on  future  deliveries-under 
existing  contracts  or  for  lower  prices  on  subsequent  contracts,  or  for  both.  Fur- 
thermore, the  information  obtained  in  renegotiation  is  made  available  to  the 
contracting  officers  and  frequently  results  in  substantially  lowering  contract 
prices  on  successive  procurements. 
^  Although  the  amount  of  actual  recovery  of  excessive  profits  through  renegoti- 
ation is  impressive,  and  although  the  aggregate  of  specific  price  reductions  on 
existing  contracts  is  so  in  even  greater  measure,  nevertheless  these  savings  con- 
stitute but  an  infinitesimal  part  of  what  has  been  and  will  be  saved  to  the  people 
of  the  United  States  because  of  the  Renegotiation  Law.  In  the  scores  of  billions 
of  dollars  of  contracts  made  since  the  renegotiation  provision  became  law  and 
hereafter  to  be  made  during  the  continuance  of  the  war,  there  is  no  means  of 
determining  even  approximately  the  enormous  savings  which  have  resulted  and 
will  result  because  the  very  existence  of  the  law  makes  ineffective  any  unwarranted 
and  unreasonable  pricing  on  the  part  of  war  contractors. 

The  practical  and  psychological  efl'ect  of  the  Statute  both  on  procurement 
officers  and  on  contracting  companies  is  important.  Contracting  officers  realize 
that  careful  scrutiny  will  be  given  in  renegotiation  to  the  pricing  of  war  products 
and  although  in  some  instances  they  may  feel  that  the  fact  of  review  of  prices 
may  make  less  vital  the  obtaining  of  close  initial  prices,  nevertheless  the  estab- 
lishing of  a  record  of  careful  purchasing  would  ordinarily  loom  as  a  more  impelling 
motive. 

From  the  standpoint  of  the  contractor,  it  becomes  not  only  futile  to  accumulate 
excessive  profits  which  will  be  taken  away  in  renegotiation,  but  the  very  fact  of 
high  prices  becomes  a  mark  of  demerit.  Renegotiation  recognizes  that  a  con- 
tractor who  takes  work  on  an  excessively  high  price  basis  effectively  eliminates 
practically  every  element  of  risk  in  his  operation  and  therefore  is  entitled  to  a 
lower  profit  margin  than  the  contractor  who,  through  protecting  himself  against 
risks  reasonably  to  be  anticipated,  nevertheless  holds  his  prices  on  war  work  to  a 
close  relationship  to  actual  and  irreducible  costs,  plus  a  reasonable  protective 
margin  for  risks,  plus  a  fair  profit. 

POLICY   OP   REWARD   AND   INCENTIVE   IN   RENEGOTIATION 

In  the  bilateral  process  of  arriving  at  a  conclusion  in  a  given  case  as  to  what 
constitutes  excessive  profits,  all  factors  of  importance  to  the  Government  and  to 
the  contractor  are  taken  into  account.  The  determination  cannot  be  based  upon 
any  exact  formula  but  it  can  and  does  follow  defined  principles  and  announced 
policies,  the  application  of  which  is  left  to  the  discretion  and  judgment  of  experi- 
enced men.  There  is  conscious  and  continuous  effort  to  reach  sound  conclusions 
and  to  execute  equitable  agreements. 

Sound  procurement  requires  that  there  be  incentive  and  reward  for  the  produc- 
tion of  war  material  in  greater  quantity  from  each  unit  of  manpower  and  of  produc- 
tive facilities  available,  and  that  this  production  shall  be  purchased  at  as  low  a 
price  as  is  consistent  with  fairness. 

In  the  administration  of  this  statute  there  has,  therefore,  been  adopted  and 
followed  the  guiding  principle  that  its  application  shall  provide  incentive  and 
reward  for  the  production  of  more  of  the  requirements  for  war,  more  of  everything 
in  relation  to  the  available  manpower,  facilities,  and  raw  materials,  at  constantly 
decreasing  costs  of  production  and  therefore  at  lower  prices;  that  there  shall  be 
greater  reward  in  dollars  and  in  percentage  of  price  to  those  producers  who  con- 
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serve  the  supply  of  strategic  materials;  who  obtain  the  maximum  of  output  from 
competent  and  devoted  labor;  who  make  the  most  of  machine  tools  and  other 
facilities  available;  who  use  power,  supervision,  overhead,  and  the  other  elements  of 
production  with  rigid  economy  and  high  efficiency. 

The  combination  of  negotiation  and  renegotiation  in  the  procurement  function 
is  giving  the  best  assurance  that  this  part  of  the  war  effort  can  be  accompbshed 
with  intelligence  and  effectiveness  and  that  the  victory  will  be  bought  at  the  lowest 

obtainable  cost.  .  ,      .     ,  •       .     -ui         *   •        4.  *v,» 

It  is,  of  course,  recognized  that  companson  of  actual  irreducible  coits  is  not  ttie 
sole  criterion  of  efficiency.  The  product  of  a  high-cost  plant  may  be  just  as  essential 
in  the  war  effort  as  the  product  of  a  streamlined  low-cost  plant.  The  output  of  a 
privately  owned  semi-antiquated  factory  may  be  as  necessary  as  that  of  a  modern 
perfectly  equipped  Government  financed  plant.  Therefore,  consideration  is  always 
given  to  the  actual  circumstances  and  to  the  extent  of  efficient  utilization  of  the 
available  facilities  of  the  particular  contractor  to  determine  whether  the  maximum 
production  has  been  obtained  from  them  at  the  lowest  cost  possible  with  their  use. 
A  fundamental  policy  of  renegotiation  is  to  accord  additional  reward  for  all 
contributions  toward  the  war  effort  above  those  expected  in  normal  production, 
and  one  of  the  contributions  most  emphasized  is  that  arising  from  cost  savings 
through  efficiencies  in  operation.  The  contractor  is  always  urged  to  emphasize, 
and  evei:y  assistance  possible  is  given  to  him  to  show,  any  special  contributions  he 
is  making  to  the  war  effort.  No  contractor  need  fear  that  he  will  be  penalized 
because  of  profits  accruing  to  him  through  his  special  efforts  to  save  costs.  On 
the  contrarv,  in  renegotiation  such  cost  savings  previously  created  are  always 
rewarded,  and  incentive  is  maintained  for  further  cost  reductions  in  the  future. 

FACTORS   CONSIDERED    IN   RENEGOTIATION 

The  question  is  frequently  asked:  "What  factors  are  weighed  in  determining 

excessive  profits?"     At  the  risk  of  burdening  you  with  the  enumeration,  I  will 

>6iention  some  of  the  many  which  are  considered.     It  is,  of  course,  clear  that  not 

/all  of  the  various  elements  will  be  present  in  any  one  case,  but  some  of  them  are 

involved  in  everv  case. 
A'^As  bearing  upon  efficiency,  consideration  is  given  to  the  comparative  average 
/-^prices  and  comparative  unadjusted  profit  margin  of  the  contractor  as  compared 
with  other  contractors  producing  similar  items  in  comparable  quantity.  Inquiry 
is  made  as  to  whether  the  contractor  is  a  high  or  a  low  cost  producer,  and  the 
reasons  for  his  cost  position  are  inquired  into.  The  contractor's  accomplishments 
in  reducing  cost  of  production  are  considered.  Consideration  is  given  to  the 
contractor's  comparative  labor  costs,  performance  on  delivery  schedules,  and 
quality  and  quantity  of  production  in  relation  to  the  contractor's  facilities;  to  the 
trend  of  general  and  administrative  expenses,  including  the  gross  amount  of 
salaries  to  executives  and  the  salaries  to  each,  and  the  changes  in  salaries  paid 
during  the  war  and  pre-war  periods;  the  nature  and  amount  of  factory  burden, 
the  success  of  labor  procurement  and  handling  of  labor  relations,  the  skill  in  pro- 
curement of  parts  and  materials,  and  the  ingenuity  displayed  in  overcoming 
bottlenecks  in  production.    7 

Special  contribution  t<rt6e  war  effort  is  examined,  including  consideration  of 
the  contractor's  cooperation  v\ith  the  Government;  developmental  and  experi- 
mental work;  the  granting  of  free  patent  licenses  to  the  Government  and  to 
competitors;  assistance  furnished  other  manufacturers  in  sharing  important  pro- 
duction techniques,  developments  and  designs  and  in  sharing  niaterials  and  ideas 
and  the  saving  of  critical  materials  by  substitutions  or  otherwise. 

Opinions  of  qualified  Government  officials  on  various  phases  of  the  company's 
performance  are  obtained  when  advisable.  The  officials  consulted  are  not  solely 
the  contracting  officers  but  proper  representatives  of  the  War  Production  Board 
and  of  such  other  agencies  as  may  have  helpful  information  as  to  the  company's 
operation  and  contribution. 

The  risks  of  the  contractor  are  fully  explored.  Consideration  is  given  to 
whether  pricing  has  been  close  or  whether  risks  have  been  materially  reduced  by 
operation  on  a  wide  margin  of  profit.  Special  inventory  risks,  risks  of  rejections, 
warranty  risks,  possible  cancellation  or  reduction  of  contracts  with  attendant 
difficulties,  possible  delays  in  receipt  of  materials,  changes  in  design,  risk  of  wage 
increases  or  special  labor  difficulties  such  as  large  labor  turn-over  necessitating 
the  training  of  new  workers  or  the  need  of  carrying  workers  over  dull  periods, 
the  extent  and  nature  of  private  financed  plant  expansion  and  the  prospect  of 
nonutilization  for  post-war  uses,  the  amount  of  investment  covered  by  Certifi- 


cates of  Necessity,  and  the  risk  that  production  for  war  purposes  will  exhaust 
post-war  markets,  are  all  considered. 

The  complexity  of  the  contractor's  operation  is  studied.  The  ratio  of  costs  of 
materials,  labor,  and  factory  burden  to  costs  of  sales  is  an  important  item.  The 
rate  of  capital  turn-over  is  informative.  The  type  of  products  manufactured  is 
gone  into  to  determine  whether  they  are  intricate  or  simple,  and  whether  thev 
require  close  or  allow  wide  tolerances.  The  nature  of  the  particular  business  is 
examined  with  full  recognition  given  to  such  differences  as.  for  instance,  exist 
between  an  individual  order  business  and  one  which  allows  straight  line  and  mul- 
^ple  production  The  diversification  of  products  manufactured  is  of  weight. 
L  auJ".  '""i^f ^^^!?''  '^^  particularly  important  factor  and  additional  return 

Ir^l  iZ^  accorded,  otlier  factors  being  the  same,  to  the  integrated  contractor 
2X1«h  i  nonintegrated  producer  on  the  obvious  principle  that  the  company 
rnlu^o^^''"vf^''*"''«l^^''^^  '*^"'  ^^°^  ^"^  sometimes  including  raw  materials,  is 
rf^V.  nr  Ui'if  c'f  ^^^  ^'  Vl^  ^'"^^i^''  ''^^"P  *^^"  *^^  Company  which  buys  its  mate- 
on  aH%?«i  ^  ""?  .another  producer  whose  profit  must  necessarily  be  included  as 
an  additional  cost  in  the  final  price. 

As  an  element  of  integration,  consideration  is  given  to  the  amount  of  work 
subcontracted.  The  mere  fact  of  subcontracting  does  not  of  itself  iiidicaTe  a 
^'SL^  f  ^'''  ^^  contribution,  as  frequently  thriving  of  suScontract^only 
^^WfLr^J^'Su'TA^^T'^^''^^^  P°-^^"5^  °^  spreading  war  work  and  particu- 
1?^^^?  f^  P^'^i^'  ^^*^lso  in  'nany  instances  allows  the  more  effective  utiliza- 
tion of  the  capacity  of  the  contractor.  The  number  of  subcontractors  or  suni 
Dhers  and  the  complexity  of  assembly  or  other  work  remaining  to  be  performed 

«,yhnnnf?f'^'-'''.''^?^.''^P?^?:^'^-.  "^^^  relationship  of  the  compaSj  to  the 
subcontractors  IS  studied  with  the  view  of  determining  to  what  extent  the  com- 

^nS^pn^crf  ^''''^^^  'I  ^^^  development  of  the  subcontractors;  what  supervis^n 
and  engineering  has  been  supplied  to  them,  what  tools  belonging  to  the  contracto? 
have  been  made  available  to  the  subcontractor,  whether  materials  are  fShed 
?riro?^r!i^fif '^'^^V?.!^^  subcontractor  and  Whether  the  prices  of  the  subcon- 
lu^ea^;\i^^^^^^^  '  P^^^  ''  ^"  ^^  *^^  subcontracto'r's  cost  risks  arel«. 

frPo?^^a^T^  '^  made  between  the  wartime  and  peacetime  operations  of  the  con- 
wtfhLr^^.^''''^'^^'^^T  '^  ^'^^^  ^"^  *?^  "^*"^^  °f  the  peacetime  as  compared 
Tf  con?erS  t^o  war  ''  """^  ''''''^''  ^"  ^'^^"'^^  °^  '^^^^'  *^^  *°  ^^^  difficultTes 
fh Jof  ^*^®  ^^"^^  earnings  are  studied,  with  a  check  for  any  abnormalities  in 

The  nature,  volume,  and  profit  margin  of  nonrenegotiable  business  is  considered 
The  r'et^frn^on'r/^^^       relation  to  the  profit  mfrgin  on  reneSle  b^^^^^^ 
madP^^th  rpf  n?  ^*  ^'""^^^  'll'^^*^^  ?^  ^^^  production  is  studied  and  comparison 
nonnTl}!i  u""^""  '*''  ""^^  '^"''.^i'  '^P"°^  y^^^«-     Amounts  borrowed  for  the  opera- 
W  /•     ?  lousiness  are  considered,  together  with  the  source  of  such  borrowing 

&r*TKi' T^^'/'i^^-^'^^*/^  ^^y'  ne^^apital  has  been  added  fo?  war  pfo: 
auction.     The  individual  risks  of  partners  is  regarded.     Governmental  financKl 
assistance  IS  examined,  such  as  Defense  Plant  Facilities  fSheradt4nceTav 
ments.made,  free  tools  or  other  facilities  supplied  or  V-Loans  guaranteed  with 
caSfonf!""^   ''''"^"    '^'"^^"'^    °^   ^'^^'''^-    in    thre\4Torclt^ra'ct 

di^erSln  Tuch*?ao?nr?  P^'t?"'"  ^  l^^T  °^^  ^^  '^^''^'  ^'  ^^^^^^^  contractors, 
uinerences  in  such  factors  can  be  weighed  and  reward  given  in  relation  to  thp 

Sfthl  so\'cTaTolfHh"?P"'^Tl-  .  Nor^nany  other^y's^mrewtd^nadde^ 
Pffnrf  k!^+kP     ?l-*'°,"^"^"*'°''^'  ^°th  tangible  and  intangible,  made  to  the  war 
ofhP^  ^V^^  particular  contractor.     Neither  taxes  nor  any  system  yet  suggested 
other  than  renegotiation,  can  accord  to  the  individual  contractor  recognftfon   in 

gete^nhe\'uSg"of"?^^^^^^^  ""^'  ^'  '^^  ^''^'  ^^  --^^^^  from^K^^?^ 

EFFECT  OF  THE  RENEGOTIATION  LAW  ON  POST-WAR  COMPETITION 

Cost  consciousness  is  of  utmost  importance  not  only  to  the  peoole  of  the  TJnit i^d 
States  in  general,  who  must  pay  through  taxes  every  penny  of^the^ cost  of  the  war 
tiln  ZZ  ^^  ^'""^^  ""'^^^  *^  ^.^^"^t^y  ^t^^lf •     I"  the  post-v4r  world   w^^^^^^ 

'n'Z  markets  o?ThTworldfhpTffi"  ^'^T^  ^"^^4^ ^^^^^  ^^^«^^^' itseff.'Xn 
tnn/it^f  •  IX?  ^orld  the  efficient  low  cost  producer  alone  will  have  ODoor- 
tumty  of  survival,  then  will  the  lessons  learned  in  the  saving  of  costs  durinfthe 
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war  be  most  effective.  Time  and  again  contractors  in  renegotiation  have  expressed 
themselves  as,  because  of  renegotiation,  regarding  their  costs  and  their  efforts 
toward  reducing  costs  in  a  different  light  than  ever  before.  Undoubtedly,  be- 
cause of  the  Renegotiation  Law,  many  elements  in  American  business  now  more 
fully  recognize  that  low-cost  operation  is  not  only  a  contribution  to  the  war  effort, 
but  a  contribution  to  peacetime  economy  as  well. 

RENEGOTIATION    ON    OVER-ALL   BASIS 

Henegotiation  ordinarily  proceeds  on  an  over-all  basis.  Over-all  renegotiation 
recognizes  that  a  manufacturer  may  sustain  a  loss  upon  a  particular  contract,  and 
that  it  would  be  unjust  to  require  him  to  bear  the  loss  on  that  contract,  while  at 
the  same  time  taking  away  from  him  the  excessive  profits  on  his  highly  profitable 
contracts.  Therefore,  in  over-all  renegotiation,  the  entire  war  production  of  the 
contractor  for  the  fiscal  vear  is  considered.  Where  the  contractor  has  operated  at 
a  loss  or  at  a  very  low  profit  on  one  or  more  of  his  contracts,  he  would  not  make 
payment  in  renegotiation  even  on  an  excessively  high  profit  contract  unless  he  has 
realized  excessive  profit  on  his  entire  over-all  production  for  war. 

PROBLEM  OF  ALLOWANCE  FOR  POST-WAR  CONTINGENCIES 

The  question  is  frequently  asked  as  to  vvhat  if  any  allowance  is  accorded  in 
renegotiation  for  possible  expenses  of  a  contractor  in  reconversion  to  peacetime 
operation  or  for  other  post-war  contingencies.  .   .,       ,  x      n  i 

The  Price  Adjustment  Boards  are,  under  the  Statute,  privileged  to  allow  only 
those  reasonable  costs  to  a  contractor  which  are  property  chargeable  to  war  work. 
The  Price  Adjustment  Boards  have  not  conceived  it  to  be  their  function  to  attempt 
to  extend  the  authority  granted  to  them  under  the  Law  to  satisfy  any  economic 
or  social  concept  as  to  the  post-war  period. 

The  costs  of  reconversion  or  of  readaptation  to  peacetime  conditions  may 
undoubtedly  place  a  severe  burden  upon  some  elements  of  industry,  but  no  one 
can  now  determine  what  contractors  will  be  subject  to  that  burden,  or  when  any 
expenses  thereof  may  be  incurred,  or  the  amount  that  may  be  needed  for  the 
purpose  in  any  particular  case.  .  ,  -n       x  u    « 

With  many  industries  the  conversion  to  peacetime  operations  will  not  be  a 
return  to  pre-war  status,  but  an  advance  to  a  better  position.  Man v  businesses 
are,  with  proper  conservatism,  providing  for  post-war  needs  out  of  profits  remain- 
ing after  renegotiation  and  after  taxes.  Even  where  such  accumulation  is  not 
afforded,  future  business  may  well  be  able  to  pay  for  the  make-ready  process  as  it 
has  done  in  the  past  in  the  private  enterprise  system. 

Except  for  the  1921  one-vear  interruption,  business  continued  on  an  upward 
trend  for  ten  years  after  the  First  Worid  War.  Certainly  with  some  industries 
and  with  many  individual  concerns,  the  post-war  period  would  seem  to  presage 
no  substantial  "make-ready"  problems.  ,      v  v  •       w  ^  +^  +v,«  «,o. 

The  cost  of  extensive  research  and  engineenng  work  which  is  related  to  the  war 
effort  is  an  allowable  expense,  both  for  tax  and  renegotiation  purposes,  but  m 
most  instances  this  work  will  be  of  inestimable  value  to  the  contractor  in  his 
peacetime  operations.  The  maintenance  of  the  executive  staff  and  production 
personnel  during  the  war  period  is  of  itself  of  great  importance  to  the  contractor 
m  contemplation  of  his  subsequent  operations.  Many  of  the  new  facihties  created 
during  the  war  can  be  used  in  their  exact  condition  for  post-war  production.  New 
products  and  technologies  will  give  tremendous  force  toward  a  higher  living  stand- 
ard and  the  demand  for  newly  created  types  of  articles  of  consumption  and  use  will 
be  enormous  and  in  addition  the  accumulated  requirements  for  old  civilian  prod- 
ucts will  be  of  incalculable  effect  on  the  post-war  economy.      .    ,.  . ,     , ,      . 

The  need  for  a  reconversion  reserve  in  any  industry  or  m  any  individual  business 
is  thus  so  uncertain  and  the  extent  thereof  so  indefinite  that  it  would  be  impossible 
from  a  practical  standpoint  to  make  a  sound  present  evaluation  of  it. 

The  Congress  has  already  made  some  substantial  provisions  to  aid  business  m 
the  post-war  period.  The  post-war  credit  allowed  under  the  tax  law,  the  two-year 
loss  carry-back  and  the  two-vear  excess  profits  tax  credit  carry-back  provisions  of 
the  law  the  special  amortization  of  emergency  facilities  under  Certificates  of 
Necessity  accelerated  depreciation  allowances,  and  the  three-year  period  after 
the  war  in  which  to  replace  inventory  and  secure  tax  refund  based  upon  the  differ- 
ence in  replacement  costs  if  higher  than  the  current  year-end  valuation,  are  all 
designed  for  the  aid  of  industry  and  particulariy  in  the  post-war  yeare. 

A  more  detailed  discussion  of  the  provisions  already  made  by  law  for  post-war 
rehabilitation  is  embodied  in  a  speech  delivered  by  Dr.  T.  H.  Saunders,  Dean  of 
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^Sbmi^n^wi^hthrst^^^^^^^       ^"^^'^^^^  Administration,  a  copy  of  which  I  am 
As  far  as  I  know,  no  member  of  the  Price  Adjustm.ent  Boards  has  expressed  «nv 

The  close  contact  with  industry  which  has  resulted  and  the  mass  of  informaf  in« 
which  has  been  accumulated  in  the  administration  of  tLRenegot?at^n^^^^^^ 
have,  however,  afforded  a  basis  from  which  I  may  presum^to  S  to  thp  rnntr^«! 
certain  suggestions  which  I  feel  should  have  their  eafnps?  f hnncT*  ?    ^longress 
sideration  of  the  establishment  of  reserves  for  Xl^^ptp^ts^^'  "^  ^^^  '^^- 

It  would  seem  obvious  that  no  such  reserves  should  be  allowed  in  renegotiation 

rom  taxation  ^ Vm.'^^^""*  \'  ?\"  *^"  ^^^^  ^^^^^  would  ellmp?  such^reser;'^ 
irom  taxation.     This  is  essential  because  otherwise  there  would  be  rpmiirpH 
m  most  instances,  several  times  the  amount  of  the  estimaterpost-war  X^ri 
eTmaTed' ne'ed'  'mll^ou^lTr'''''  ""''''•  t---tion^he  actuTl^^^^^^^ 

SHef  ^  ^- '^^^^^^^^  ?f  ^^?^J^^ 

to  pay  the  higher  prices  allowed  in  order  to  provide  for  the  accumulaHon  of 3k 

mon^       T?""  ^f'^®'  ^y  excessive  prices,  accumulated  excessiVe  profits  o^^^ 

EXCESSIVENESS  OF  PROFITS— CONSIDERED  BEFORE  OR  AFTER  TAXES? 

ti>^blI^\7onlii-t^tIi^tZ^^  ^"^"^^  "^  '^^"i"  P^°fit=  before  toes  a» 
ThA  T^;+,vt.^f  Ti?         ?  c^^^sider  whether  excessive  profits  have  been  reali/pH 

hte''rZh1d   Lrth^'*onl''"'':.r*?f  fa  scrutini/ed  only  Ifter  a  settlement 

authority  Mewtedtih/^.^^  ""'I  t^ose  to  whom 

^^ceslhi  ploit^^  blJ^Jwf^^J^^'  ^'^^  obligation  to  determine  whether 
realization  ofTuch  excelsrve^rolte     Th7?  7°J^  ^'"***°  ^T^''^  t^«  f^^her 

bJu  if the°determfnS'j;J'  °^  ""^  considering  profits  after  taxe^  as  a  proper 
alsoVrmly  of  theTMon  fhlf^hf''"/  "f"?,**'  *«.?fi««  Adjustment  Boards  are 
clearly  ^tabishedCrnnJl^L^*^  ""  followmg  the  policy  fully  discussed  and 
««/pr'ofit  are  det/rm^nef ""'  "^  connection  with  fixing  the  method  by  which 

^  thisi^rof  reteTjLir^i%'}'?§fi''^'^iretr"^^^ 
i"nrMtat'o7t"rurF"*^«"  ^^' V^^^ 

that  paTofthfin^ore  tax  whT-*  °"  ^^^^".^  '*^*^  ""  ^^"^^  ""'«''  to  a""'^ 

to  the  exc^s  profite  ?S  t?rpl?,»  ♦>.''  '=<»°P"t«<i  o"  income  which  is  not  subject 

exi-ess  pronts  tax  to  reduce  the  excess  profits  net  income    *    *    *.     Your 
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committee  has,  therefore,  deemed  it  advisable  to  return  to  the  1918  ruling,  and  has 
disallowed  the  deduction  of  income  taxes,  both  in  the  base  period  and  in  the  tax- 
able year,  in  computing  the  excess  profits  tax."  The  conclusion  with  discussion 
and  an  illustrative  example  of  its  application  is  given  on  pages  24  and  25  of  House 
of  Representatives  Report  1041  of  the  Committee  on  Ways  and  Means  of  date 
Julv  24,  1941,  77th  Congress,  1st  Session,  to  accompany  H.  R.  5417,  and  also  m 
report  of  date  September  31,  1941,  from  the  Committee  on  Finance  of  the  Senate 
on  pages  14  and  15,  Senate  Report  673,  part  1,  calendar  No.  703,  77th  Congress, 
1st  Session  This  provision  of  the  Revenue  Bill  of  1941  was  adopted  over  the  re- 
corded and  long  continued  protests  of  some  of  the  same  interests  which  are  now 
urging  that  excessive  profits  should  be  determined  after  taxes,  even  though  excess 
profits  under  the  tax  law  are  not  so  computed.       .  ^   ^  ,  _ .      , ,  ^_ 

With  reference  to  excessive  profits,  as  distinguished  from  excess  profits,  there 
are  additional  reasons  for  considering  earnings  before  taxes  rather  than  after  taxes 
Renegotiation  of  contracts  is,  as  has  been  emphasized,  essentially  a  procurenaent 
function      Its  primary  purpose  is  to  reduce  contract  prices  to  an  amount  w-hich 
is  not  unreasonable  in  the  light  of  all  of  the  information  available.     It  is  the  duty 
of  the  Departments  to  pay  no  more  than  a  reasonable  price  for  what  is  bought  for 
the  purpose  of  winning  the  war.     Manifestly,  the  reasonableness  of  a  contract 
price  does  not  depend  upon  the  amount  of  taxes  which  the  contractor  will  be  called 
upon  to  pay      The  procurement  officers  would  be  subject  to  severest  censure  if  m 
the  establishment  initially  of  a  price,  a  wide  margin  would  be  allowed  to  cover  the 
contractor's  tax  on  the  contractor's  profit  from  the  sales  involved.     Neither  m  the 
initial  fixing  of  a  price,  nor  in  the  subsequent  fixing  of  a  price  through  renegotia- 
tion, should  the  Government  be  required  to  pay  the  tax  which  Congress  has  de- 
clared should  be  paid  by  the  contractor.  •      ,        «.  u  r^,^  *o^^o 
Admittedlv,  the  contractor  should  be  accorded  a  margin  of  profit  before  taxes 
based  upon  the  contractor's  allowable  costs  as  influenced  by  quantity  production 
and  upon  the  contractor's  special  contribution  and  other  pertinent  factors,  but 
no  increase  in  price  should  be  allowed  purely  for  the  purpose  of  paying  the  con- 
tractor's  wartime  tax.  .      ^      u      *      i     «^ 
In  renegotiation,  we  have  had  instances  where  the  contractor  has  freely  ad- 
mitted that  his  prices  have  been  raised  to  cover  the  increase  in  his  taxes.     This 
may  conceivably  be  justified  where  possible  in  normal  competitive  business,  but 
it  certainlv  cannot  be  justified  where  the  added  price  is  paid  by  the  Government, 
which  would  mean  it  is  paid  from  those  very  taxes  which  Congress  attempted  to 
collect  as  necessary  in  the  public  economy,  and  which  would  entirely  nullify  the 
increase  in  taxes  which  Congress  has  deemed  proper  to  impose  for  the  primary 
purpose  of  carrving  on  the  war.                                               ,,.,..  j- 

It  is  generallv  conceded  and  it  is  submitted  as  indisputable  that  increased  taxes 
contribute  to  inflation  if  a  contractor  can  raise  his  margin  of  profit  to  absorb  the 
increased  tax.  Renegotiation  can  contribute  largely  to  the  avoidance  of  inflation 
by  careful  adherence  to  what  is  regarded  by  the  Price  Adjustment  Board  as  the 
well  conceived  direction  of  Congress  to  consider  excessive  profits  before  taxes, 
and  thus  eliminate  what  would  otherwise  be  an  incentive  to  increase  in  prices. 
Most  contractors  with  whom  the  Price  Adjustment  Boards  have  renegotiated 
have  fully  agreed  with  this  point  of  view.  i-     -x-      j    •     ^ 

Federal  taxes,  and  particularly  the  excess-profits  tax,  have  pecuharities  derived 
at  least  in  part  from  the  alternative  basis  allowed  for  figuring  the  amount  of  the 
tex      The  tax  currently  paid  by  a  corporation  is  dependent  not  only  on  its  earn- 
ings for  its  current  year,  but  substantially  upon  its  earnings  during  its  base  years 
or  upon  its  invested  capital.     Its  current  tax  may  likewise  be  substantially 
modified  or  entirely  eliminated  by  loss  carry-over  from  prior  years.     Changes  in 
ownership  or  management  or  increased  efficiencies  with  present  outstanding  contri- 
bution to  the  war  effort,  might  nevertheless,  if  renegotiation  considered  earnings 
after  taxes,  fail  to  receive  comparative  reward  in  renegotiation  as  against  a  com- 
oanv  with  a  high  earnings  record  and  present  inefficiencies.     A  company  whicn 
manufactured  a  patented  product  or  an  item  made  under  a  secret  process  or 
otherwise  produced  under  a  peacetime  monopoly,  with  resultant  extreme  prohts 
during  the  past  vears,  would  be  allowed  inordinate  profits  on  production  for  war, 
even  though  the'nature  of  its  present  production  might  be  entirely  different  from 
its  peacetime  production  and  even  though  extravagance  and  waste  mark  its 
current  operations.     The  inequalities  and  inequities  of  pricing,  whether  initially 
or  in  renegotiation,  based  upon  the  taxes  paid  by  the  contractor,  thus  are  obvious. 
From  a  purely  practical  standpoint,  it  would  seem  that  renegotiation  could  not 
be  applied  after  taxes.     If  renegotiation  is  to  be  based  on  the  profit  position  ot 
the  contractor  after  taxes,  it  is  clear  that  it  would  be  necessary  to  know,  prior  to 


the  renegotiation,'the  correct  tax  for  the  fiscal  year  involved.  In  a  very  large 
number  of  cases  the  true  excess-profits  tax  cannot  be  known  for  several  years, 
and  the  ascertainment  of  the  normal  tax  and  surtax  will  also  be  delayed.  This  is 
true  because  of  the  many  provisions  in  the  tax  law  designed  to  relieve  hardships. 
Among  these  are  the  carry-back  provisions,  the  general  relief  provisions,  the  in- 
ventory adjustment  provisions  and  the  provisions  allowing  revision  of  tax  returns 
on  termination  of  the  war  for  the  purpose  of  modifying  the  amortization  allowance 
under  Certificates  of  Necessity.  These  provisions  would  make  impossible  even 
an  approximate  ascertainment  of  a  contractor's  correct  tax  for  any  fiscal  year 
until  probably  years  after  its  close.  Such  uncertainties  and  delavs  would  destroy 
the  fair  and  expeditious  application  of  the  Renegotiation  Statute. 

Further,  if  renegotiation  is  to  be  after  taxes  it  would  eliminate  the  possibility 
of  price  adjustments  and  forward  pricing  under  the  Statute.  If  taxes  are  to  be 
taken  into  account,  renegotiation  can  be  accomplished  onjy  in  recovery  of  exces- 
sive profits  rather  than  in  preventing  their  realization.  This  is  obviously  true 
since  adjustments  in  price  during  a  taxable  year  could  not  reflect  taxes  which  are 
based  upon  over-all  profits,  and  which  thus  are  incapable  of  being  forecast  with 
any  semblance  of  accuracy.  Taxes,  as  I  have  previously  pointed  out,  are  not 
definitely  known  even  at  the  end  of  the  year.  Much  less  can  they  be  determined 
during  the  course  of  the  year.  Thus  any  rule  or  pohcy  which  would  attempt  to 
base  renegotiation  on  profit  after  taxes  would  not  only  be  impossible  of  applica- 
tion but,  if  attempted,  would  destroy  what  the  Price  Adjustment  Boards  regard 
as  a  main  function  of  renegotiation,  the  holding  down  of  current  and  future  prices 
with  the  resultant  lowering  of  costs  and  increase  in  the  production  of  materials 
for  war.  * 

This  detailed  discussion  of  the  suggestion  that  earnings  after  taxes  should  be 
considered  in  renegotiation,  rather  than  earnings  before  taxes,  has  been  presented 
because  of  the  frequent  repetition  of  argument  to  that  end.  However,  the  factor 
of  net  profit  before  taxes  as  an  element  in  renegotiation  should  not  be  over- 
emphasized. Profit  before  taxes  in  relationship  to  sales  and  in  relationship  to 
net  worth,  is  only  one  of  the  innumerable  factors  considered  in  reaching  a  deter- 
mination as  to  whether  excessive  profits  have  been  realized.  I  wish  to  make  it 
abundantly  clear  that  in  renegotiation  all  relevant  matters  are  studied  and  that 
the  final  settlement  is  reached  after  all  the  circumstances  involved  in  the  case 
are  carefully  reviewed. 

CAN    EXCESSIVE    PROFITS    ARBITRARILY    BE    DEFINED    IN    RELATION    TO    PRE-WAR 

EARNINGS? 

A  suggestion  has  been  made  that  a  simple  means  of  eliminating  excessive 
profits  would  be  to  allow  to  a  contractor  all  profits  after  taxes  up  to  the  average 
earnings  of  the  contractor  in  the  base  years  before  taxes.  This,  in  effect,  would 
make  it  possible  for  any  contractor  to  make  3.15  times  as  much  net  profit  before 
taxes  in  a  war  year  as  that  contractor's  average  profits  in  the  base  years.  Assum- 
ing that  the  unit  volume  of  the  contractor  is  the  same  in  the  war  years  as  the 
average  in  the  base  years,  then,  on  that  same  volume,  the  contractor  could 
increase  his  unit  price  to  the  Government  to  accumulate  3.15  times  his  average 
profit  in  the  base  years. 

Any  such  method  for  determining  excessive  profits  likewise  excludes  considera- 
tion of  earnings  computed  on  the  invested  capital  base.  In  many  instances  the 
invested  capital  method  is  necessary,  and  has  so  been  recognized  by  Congress, 
to  provide  a  yardstick  for  those  corporations  which  had  no  base  period  income 
or  for  those  which  were  operating  on  a  subnormal  profit  in  the  base  period.  Any 
such  method  would  militate  against  increased  efficiencies  and  special  contributions 
to  the  war  effort.  It  would  effectively  establish  a  cost-plus  basis  of  operation 
because  of  the  assurance  that  there  would  be  no  disturbance  of  profit  up  to  a  fixed 
and  arbitrary  margin.  No  matter  what  costs  would  be  involved  or  what  extrava- 
gance might  be  indulged  in  or  what  financial  assistance  was  given  to  the  contractor 
by  the  Government  or  what  inefficiencies  and  general  lack  of  cooperation  with 
the  Government  is  evidenced,  a  minimum  return  would  nevertheless  be  allowed 
to  the  contractor. 

Most  of  these  comments  would  apply  with  equal  force  to  any  attempted  deter- 
mination of  excessive  profits  solely  in  relationship  to  a  fixed  percentage  of  earnings 
***  iicr  xaxes. 

.  I  can  conceive  of  no  means  more  certain  that  these  of  increasing  the  cost  of 
victory  nor  one  more  destructive  to  what  I  regard  as  an  essential  purpose  of  keep- 
ing industry  alert  to  the  necessity  of  making  itself  efficient  and  fit  for  post-war 
competitive  conditions. 
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WOULD    INCREASED    TAXATION    SATISFACTORILY   ELIMINATE    EXCESSIVE    PROFITS? 

A  few  voices  have  been  heard  to  suggest  that  excessive  profits  should  be  elimi- 
nated by  increasing  the  corporate  tax  rates,  even  to  the  extent  of  100%  of  all 
profits  above  stipulated  earnings  over  the  earnings  of  a  corporation's  base  period, " 
with  a  post-war  refund  of  10%.  ,,  i.  r 

This  suggestion  overlooks  entirely  the  inequities  which  would  result  from  an 
elimination  of  capital  investment  as  a  base  for  the  determination  of  taxable 
earnings;  it  would  reward  present  inefficiencies  because  of  previous  poor  earnings 
irrespective  of  favorable  changes  in  ownership,  management  or  products  or  high 
and  effective  degree  of  participation  and  contribution  to  the  war  effort;  it  would 
destroy  effectiveness  toward  price  reductions  but  would,  on  the  contrary,  en- 
courage high  prices;  it  would  make  industry  unmindful  of  costs  which  under  such 
9  tax  would  so  largely  be  paid  for  by  the  Government;  it  would  encourage  reckless 
expenditure  in  the  present  in  the  hope  of  establishing  added  opportunity  for 
earnings  in  the  future;  and  it  would  keep  subject  to  renegotiation  the  many 
individuals  and  partnerships  who  have  no  base  period  comparisons,  thus  creating 
illogical  and  unjust  discrimuiations  between  contractors  and  inexplicable  con- 
fusions in  procurement. 

MARGIN  OF  DIFFERENCE  BETWEEN  TAX  RECOVERY  AND  RECOVERY  IN  RENEGOTIATION 

Opponents  of  renegotiation  have  utged  that  renegotiation  is  practically  ineffec- 
tive because  almost  all  excessive  profits  would  be  recovered  by  taxation  even  in 
the  absence  of  a  renegotiation  law.  . 

Apart  from  the  inability  of  any  tax  law  to  evaluate  differences  m  contributions 
to  the  war  effort  and  to  weigh  the  numerous  factors  which  ere  considered  in  rene- 
gotiation, the  process  of  renegotiation  recovers  a  substantial  margin  of  excessive 
profit  which  would  not  be  collected  under  the  Revenue  Law. 

I  wish,  however,  to  emphasize  again  that  the  Renegotiation  Act  is  not  a  revenue 
measure  and  that  recovery  of  excessive  profits  realized  is  its  least  important 
objective.  It  may  nevertheless  be  clearly  shown  that  our  present  tax  law  would 
not  recover  a  very  substantial  part  of  the  excessive  profits  recovered  in  renego- 
tiation. ,  ,         ,       ^  A    X  • 

Because  of  the  90%  rate  provided  for  under  the  Revenue  Act,  a  misconception 
has  arisen  that  renegotiation  in  most  instances  results  in  an  actual  net  saving  to 
the  Government  of  only  10%  of  the  amount  recovered.  This  conclusion  results 
from  a  confusion  between  a  90%  tax  rate  and  a  90%  tax.  There  is  no  90% 
corporate  tax.  The  highest  possible  corporation  tax  for  1941  was  approximately 
72%.  The  maximum  corporation  tax  for  1942  is  72.8%  on  over-all  earnings  or 
81  %  on  any  increment  of  earnings,  after  the  post-war  credit.  Thus  so  far  as  a 
corporation  is  concerned,  the  minimum  difference  between  recovery  in  renegotia- 
tion and  recovery  under  taxation  is  27.2%  when  the  80%  over-all  rate  is  reached 
and  19%  on  any  increment  if  the  over-all  rate  is  not  reached.  In  many  instances 
the  difference  is  much  greater.  In  the  case  of  individuals  and  partnerships,  the 
difference  is  even  more  variable  than  with  corporations.  In  some  instances, 
because  of  loss  carry-over  or  capital  loss  in  nonwar  activities,  or  because  of  other 
deductions  allowable  on  nonrenegotiable  business  but  not  allocable  to  renegotiable 
sales,  excessive  and  even  outrageous  profit  can  be  accumulated  on  war  work, 
no  part  of  which  might  be  recovered  by  taxation. 

STANDARD    COMMERCIAL   ARTICLES 

The  suggestion  has  been  made  that  there  should  be  exempted  from  renegotia- 
tion »11  contracts  for  standard  commercial  articles  produced  by  a  contractor  under 
competitive  conditions  prior  to  the  war  and  now  produced  for  war  purposes 
under  O.  P.  A.  price  ceilings.  The  contention  is  based  upon  the  thought  that 
no  excessive  profits  can  arise  when  prices  have  in  the  pre-war  period  resulted 
from  a  competitive  market  and  that  the  existence  of  a  price  ceiling  will  prevent 
inordinate  profit  accumulations. 

Contractors  manufacturing  standard  commercial  articles  are  usually  in  a  far 
more  advantageous  position  than  other  contractors.  They  experienced  little 
or  no  conversion  difficulties,  and  likewise  will  have  little  or  no  reconversion 
problem.  In  many  instances  they  have  expended  little  or  nothing  for  additional 
facilities  and  frequently  they  have  derived  the  obvious  benefits  of  longer  runs 
on  a  more  limited  variety  of  products  than  was  their  experience  in  peacetime. 

The  argument  presented  for  the  suggested  exemption  entirely  overlooks  the 
minimizing  effect  on  costs  of  increase  in  sales  volume,  and  the  fact  that  O.  P.  A. 


ceilings  are  ordinarily  fixed  on  the  basis  of  allowing  a  per  unit  production  profit 
even  to  the  small-quantity  high-cost  marginal  producer. 

A  price  established  under  peacetime  competitive  conditions  on  a  certain  volume 
of  product  would  even  in  those  times  of  peace  have  been  reduced  if  a  customer 
had  offered  to  purchase  a  greatly  increased  volume  of  production.  In  time  of 
war  the  Government  obviously  should  not  be  required  to  pay  the  peacetime 
unit  price  on  the  wartime  volume  of  purchases. 

Equally,  the  low-cost  producer,  although  entitled  to  full  consideration  for 
relative  efficiencies,  should  not  have  the  margin  of  his  profits,  especiallv  on 
expanded  sales  reach  unreasonable  heights  because  a  price  ceiling  has  been  estab- 
lished  under  which  a  marginal  producer  can  operate  at  a  profit 

Facts  disclosed  in  the  administration  of  the  Renegotiation  Act  fully  bear  out 
I  the  observations  here  presented.  Some  instances  of  excessive  accumulation  of 
profit  m  the  production  of  regular  commercial  articles  are  startling  and  con- 
vincing, and  fully  confirm  the  logical  conclusion  that  O.  P.  A.  ceilings  on  regular 
commercial  products  will  not  prevent  earnings  which  may  reach  outrageous  and 
unconscionable  proportions.  e       «  »"« 

Renegotiation  must  be  based  upon  the  fact  as  to  whether  excessive  profits 
have  been  reahzedm  war  work  and,  in  my  opinion,  not  upon  the  kind  of  business 
the  excessive  profits  have  resulted  from.  If  and  when  it  becomes  clear  that  no 
excessive  profits  can  be  accumulated  in  any  particular  type  of  business,  the 
Price  Adjustment  Boards  wiU  be  the  first  to  recommend  exemption  to  such 
businesses  under  the  authority  granted  to  the  Secretaries  under  the  Statute 
buch  exemptions  have  been  allowed  for  *  contracts  for  perishable  goods  and  for 
certain  contracts  and  subcontracts  with  public  utilities  and  common  carriers 
.1,  '  i?f TS^flu*  ®  suggested  exemption  from  renegotiation  is  based  upon*  the 
thought  that  the  costs  of  production  of  standard  commercial  articles  are  fully 
known  at  the  time  contracts  for  them  are  placed,  then  the  contractor  so  believing 
has  full  opportunity  for  excluding  such  contracts  from  renegotiation 

J^or  several  months  past  in  War  Department  procurement  any  contractor  who 
rif^n^  M  ^^*  a  fi^ed  price  for  future  deliveries  not  subject  to  renegotiation  and 
who  could  establish  his  costs  with  reasonable  certainty  could  get  what  is  known  as 
forward  pricing  free  from  renegotiation.  Even  many  of  the  uncertain  elemente 
of  cost  can  be  protected  against  by  specific  provisions  in  the  contract  for  increase 
m  price  on  the  happening  of  designated  contingencies  which  increase  the  cost 

Jf  t^fi^^K^''*^'"  "^k'^'  S^  ''^^^^e'.  ^^  ^^  P^^««  ^^  ^  comparatively  narrow  margin 
trX  because,  based  upon  his  own  statement,  his  costs  are  definite  and  rilks 
are  therefore  neghgible.  Forward  pricing  is  fixed  for  a  limited  period  EadS 
contract  so  entered  into  is  excluded  from  consideration  in  renegotiation.  Any 
additional  profits  the  contractor  can  make  by  reducing  his  costs  in  the  performance 
of  such  contracts  will  be  retained  by  him.  On  the  other  hand?  if  he  ha^  imder^ 
SIpT*'^  ^f  "''f*'  *^^  difference  cannot  be  made  up  from  profits  on  mor^advX 
tageous  contracts,  as  would  be  the  case  in  over-all  renegotiation. 

milJ®«   I^^^""^  P?*iT^  of  contracts  not  subject  to  renegotiation  thus  has  both 
hvln^i  ^^^-'i^  ^'''^  ^\^  standpoint  of  the  contractor.     He  has  his  choice 
ifL5    S®    '""^^'^^  pricing  he  can  thus  avoid  renegotiation.     The  producers  of 

?pDor?!;ni?r'^nn?^l^'*^  r'^J^"*^'  1*  T^^'  ^^  ^^^^'  *^  *^ke  advantage  of  the 
opportunity.     Only  a  negligible  number  have  seen  fit  to  do  so. 

AUTHORITY  AND  PERSONNEL  OF  WAR  DEPARTMENT  PRICE  ADJUSTMENT  BOARD 

npIol^^°!^°*'^*^^"  ^5*  confers  the  powers  of  renegotiation,  so  far  as  the  War 
to  tCnnH'iVl'rr''^^\"P?\*^^  Secretary  of  War,  who  delegated  these  powera 
xJr.^''  Secretary,  who  m  turn  delegated  them  to  the  War  Depari^ment  Price 
Adjustment  Board.     Brigadier  General  Albert  J.   Browning    CWef  Turchlses 

feTtW^lZe^/s^r/"^^''''  '''^^''''''  ^^«'^"^*^^  ^y  the'un'tr  SecreS^^^^ 
S  fpn^lFo.^  Secretary's  special  representative  in  renegotiation  matters,  Ind 
SntfonTnif r>.  *g^e^°^ents  are  ordinarily  signed  by  or  for  him.     In  some 

At^th?ll '  fV^'^'^^rr'  4r^  ^"^^^  Secretary  executes  the  final  agreements. 
MaurLe  K^^^r  ^Z%^^^  ^^'  Department  Price  Adjustment  Board  consists  of 
PaTl?  tT  J'^aV^^  Chairman,  Herbert  J.  Taylor,  as  Vice  Chairman,  Lt.  Col 
servi  •  ^""^^^  Maurice  Hirsch  and  Arnold  Stifel,  knd  Carman  G.  Blough  who 
of  thf  S'-^  representative  of  the  War  Production  Board  and  who  is  klso  a  menTe? 
tk^Z'l^  Adjustment  Board  of  each  of  the  Departments.  I  am  accom"ng 
inis  statement  with  an  exhibit  giving  brief  biographical  sketches  of  the  member! 
Of  the  Board  and  of  the  Executive  Staff  of  the  Board.  memoers 
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Renegotiation  is  administered  in  close  coordination  with  procurement.  Navy 
procurement  is  largely  centralized  in  Washington,  New  York,  Chicago,  and  ban 
Francisco.  Maritime  Commission  procurement  is  substantially  centered  in 
Washington,  as  is  procurement  for  the  Treasury.  The  War  Department,  how- 
ever, has  decentralized  its  procurement  activities  through  the  various  lechmcal 
Services  of  the  Armv  Service  Forces  and  the  Army  Air  Forces  which  have  nu- 
merous District  offices.  Cases  to  be  renegotiated  in  the  War  Department,  other 
than  those  retained  for  handling  by  the  War  Department  Price  Adjustment 
Board  are  ordinarily  assigned  by  the  War  Department  Price  Adjustment  i3oard 
to  the' Services  which  have  respectively  the  preponderant  interest  m  the  produc- 
tion of  the  contractors  involved.  In  each  of  the  Technical  Services  of  the  Army 
Service  Forces  and  in  the  Army  Air  Forces  there  is  in  Washington  a  Price  Ad- 
justment Section.  The  Army  Service  Forces  have  Sections  in  the  Technical 
Services  of  Ordnance,  Quartermaster  General,  Surgeon  General,  Si^gnal  Corps, 
Engineers,  Transportation  Corps,  and  Chemical  Warfare  Service.  Each  bection 
has  the  obligation  of  correlating  the  work  of  the  District  Price  Adjiistment 
Boards  operating  under  the  direction  of  that  particular  Service.  These  District 
Board.«,  now  thirty-nine  in  number,  are  established  by  the  Services  and  the  Army 
Air  Forces  at  procurement  centers,  which  in  most  instances  allows  renegotiation 
to  be  conducted  close  to  the  location  of  the  contractors  involved.  These  District 
Boards  are  established  by  the  Services  independently  of  the  procurement  officers, 
and  therefore,  although  information  and  assistance  is  made  available  as  between 
the  procurement  and  renegotiation  agencies,  the  procurement  officers  have  no 
authority  or  opportunity  to  pass  upon  the  excessiveness  of  profits  arising  from 
the  contracts  which  they  themselves  have  placed.  ^.  ^    ,  *. 

I  am  accompanving  this  statement  with  an  exhibit  which  shows  the  com- 
position and  background  of  price  adjustment  personnel  m  the  Services  and 
Districts. 

DELEGATION   TO   THE   SERVICES    OP   AUTHORITY   IN   RENEGOTIATION 

Up  to  Mav  17,  1943,  full  authority  for  final  action  and  approval  or  rejection 
of  all  renegotiation  agreements  in  the  War  Department  was  reposed  in  the  War 
Department  Price  Adjustment  Board,  subject  onlv  to  review  by  the  Under  bec- 
retarv  or  his  representative.  B>  directive  of  the  Under  Secretary  of  War,  eflfec- 
tive  May  17,  1943,  delegation  of  authority  has  been  given  to  the  Chiefs  of  the 
Supply  .Services,  Armv  Service  Forces,  and  to  the  Commanding  General,  Army 
Air  Forces,  to  renegotiate  cases  where  the  total  sales  of  a  contractor  do  not  ex- 
ceed $10,000,000  for  a  fiscal  vear  under  consideration,  with  privilege  in  them  to 
redelegate  that  authority  to  their  representatives  in  the  TJistncts,  ^»th  the  pro- 
viso that  the  redelegation  as  to  cases  involving  between  $5,000,000  and  $10,000,000 
total  sales  must  be  vrith  the  approval  of  the  War  Department  Price  Adjustment 
Board.  It  is  required,  however,  that  all  renegotiation  conducted  under  such 
delegation  must  follow  the  principles,  policies,  and  procedures  as  from  time  to 
time  established  bv  the  War  Department  Price  Adjustment  Board.  If  a  satis- 
factorv  agreement  "^cannot  be  arrived  at  by  the  Service  operating  under  the  dele- 
gation of  authority,  then  the  case  is  referred  for  action  to  the  War  Department 

Price  Adjustment  Board.  ,  ,^      .      ,,  i. 

Final  authoritv  is  still  in  the  Under  Secretary  of  War  in  all  cases  where  more 
than  $10,000,000  of  total  sales  are  involved,  and  also  in  those  cases  which  the 
W  D  P  A  B.  retains  for  its  own  consideration  and  action,  irrespective  of 
voium'e  of  sales  involved,  and  which,  in  the  Board's  opinion,  require  or  make 
advisable  direct  consideration  by  the  Board. 

COORDINATION    OF   RENEGOTIATION   AS   BETWEEN   THE    DEPARTMENTS   AND   THE 

SERVICES 

The  War  Department  Price  Adjustment  Board  has  the  responsibility  of  fornau- 
lating  policies  and  procedures  of  the  War  Department  in  the  field  of  renegotiation 
and  price  adjustment.  In  this  activity,  however,  the  Boprd  acts  m  close  rela- 
tionship with  the  Price  Adjustment  Boards  of  the  Navy  and  Treasury  Depart- 
ments and  of  the  Maritime  Commission  and  of  the  War  Shipping  Administration, 
to  the  end  that  a  consistent  approach  and  a  necessary  uniformity  in  renegotia- 
tion be  maintained.  Although  initially  there  was  some  divergence  between  the 
policies  of  the  Boards,  those  elements  of  difference  have  in  every  important  in- 
stance been  fully  reconciled  and  all  of  the  Boards  are  now  operating  under  the 
declaration  of  Purposes,  Principles,  Policies,  and  Interpretations  as  embodied 


under  date  of  March  31,  1943,  in  a  published  joint  statement  by  the  War.  Navy 
and  Treasury  Departments  and  the  Maritime  Commission  ^' 

A  continued  uniformity  between  the  Boards  is  maintained  through  constant 
liaison  and  through  frequent  jo  nt  meetings  of  chairmen  of  the  Boards,  by  joint 
meetings  of  the  L-nder  Secretaries  of  War  and  Navy  with  representatives  of  the 
War  and  Navy  Price  Adjustment  Boards,  by  the  attendance  of  Mr  Blough  the 
representative  of  the  War  Production  Board,  as  coordinating  member  at  the 
meetings  of  each  of  the  Boards,  and  by  the  usual  attendance  of  a  member  of  the 
Navy  Board  at  the  meetings  of  the  Army  Board  mi^muLr  oi  me 

Uniformity  of  approach  by  the  Departments  and  by  the  various  Services  and 
District  Boards  is  fostered  and  maintained  in  numerous  other  wavs      A  weekly 

^rffb".i'H-^'^'^  ^^^''^if^T.^".^^  *^"  ^'"^y  S^^^^«^«  ^^^  represented' and  prSs 
are  there  discussed  and  the  Services  are  kept  informed  of  any  new  develoDmeMa 

m';inicate'fo^t'"DW  •%''tP"'^7  or  proced^ure.  The  Services  thin  at  oncrcom! 
municate  to  the  Distnct  Boards  all  matters  which  mav  have  any  substantial 
bearing  upon  the  conduct  of  renegotiation.  The  War  Department  L^celS- 
t?ve  ma?er?J  h.TJ^^^^  *^  ''^t  ^^P^^^es  to  the  Services  instructions  and  informa- 
tive material  helpful  in  maintaining  uniformity.  Members  of  the  Board  and  of 
the  Staff  visit  the  various  District  Boards,  and  representatives  of  or  members  of 

?taff  memb^rf  ^v'^'-'f'  ^1^"^"^^?:  ^^^^^^  T^h  the  War  Department  Bo^rd  and 
fn  r^.  1  5  n-  P^"<>dically  meetings  are  held  in  accessible  locations  (heretofore 
in  Cleveland  Cincinnati,  Chicago,  and  Pittsburgh),  ordinarily  attended  byreore! 
Adtf.tmfnf^^r'^^  the  Department  Boards,  by  members  '^  he  several  l?[ce 
Adjustment  Sections  of  the  Army  Service  Forces  and  of  the  Army  Air  Forces  and 
by  Board  and  Staff  members  of  the  District  Price  Adjustm^t  Boards  of  the 
Services  and  of  the  Army  Air  Forces.  At  these  meetings  presentation  is  madi 
and  discussion  had  of  price  adjustment  problems,  illustrltive  rLegotiationTlrl 
conducted,  and  every  means  is  taken  to  make  un  form  the  undSndfnL  of  the 
prmcyles  and  basis  of  approach  in  renegoti9tion  among  allTthose  S 
o?  th^Tn 'i'H*'^''  ""^  ^^^  ^^^-  ^  5«^Plete  record  is  taken  of  importamlortrois 
t'tTTrZll^:^^^^^^^^  ^"  '^^^"'"^^^  ''  ^''  ''  *^^  P---1  -g-ged^n' 
Uniformity  has  likewise  been  maintained  in  War  Department  reneffotiationq 

T^W ^A^-^'r^^TS^  ^"/^?.^  ^y  *^^  Settlement  Division^of  the  War  DeparS 
r^  ce  Adjustment  Board.  Every  case,  whether  or  not  within  the  scope  orthe 
delegation  of  authority  to  the  Services, 'is  reviewed  both  by  the  FinancLl  Review 
Section  and  by  the  Legal  Review  Section  of  the  Settlement^DivL\)n  An  anS 
unln^S'^'-r''^  ^^f  '^'^  K"^""^^  *«  *^^  ^««^d  and  consideral^n  ?s  giv?n  ?o  iny 
Board  If  ?rspffif'  ^'. -^  ^7-  ^T't"^«  from  the  established  policf^  of  the 
Jioard.     If  the  settlement  is  not  m  absolute  accord  with  the  policies  of  thp  RnarH 

U%T^'  '^  'i^'t  ^  thin  the  scope  of  the  delegation  of  final  authoSrto  the  Ser^^^^^^^ 
IS  either  sent  back  to  the  Services  for  furthir  action  or  the  Board  Lelf  may  Illume 

'^^tl^eri^^^^  ^r^  ^'""'^  mVbe%altTr?JsrectiV^^ 

if  iLll-I   A  ^^^  Jesuit  m  a  larger  or  a  smaller  recovery,  as  the  Board  conceives 

he'contractor'Zs  to  thf  r^''"'  '^'  i^^^^?  *^^  sam^fairness  of  appZ^^^^^^^^ 
tn  fi?o  Q  •  ^v.*^  *^®  Government.  If  the  case  is  one  within  the  delecation 
wo„M  Services,  then  any  deviation  from  the  principles  estab  ished  by  the  Boa?d 
would  at  once  be  called  to  the  attention  of  the  Service   and    if  necessfrv    f h« 

U^rSlVo1tofe^VattrP^  r  r^^^  ^^  ^^^P-  '^"'^^e  5?cumsSnce^s' 

XerTtSnXTse'rvTc^^^^^        ^^^^  \^^oX^^^^^^^ 

pffo„t!    *'"^""',  ?y  a  hervice.     There  could  be  no  more  convincine  proof  of  thA 

?h^nf,?r'  °'/^^  *■?'"■*'  °f  **^«  2°*^<1  i°  coordinating  the  wot^  n  reneKOtiation 

have  dlnl^ubsSiT  iZ^^^^^  "°"''^'  "^  «"'*'n?dlut  the  procedure? ou?lined 
nJnfli*?^  substantial  justice  m  every  case,  espeem  y  since  the  approach  in  re- 

and  not  for  fhiV^r  ""??'"  °J  eliminating  profits  4ich  are  cleariy  txc^i^t 

anrt  nt  •i'"'i'^''i'T*°*  in  coordination,  mention  should  be  made  of  the  soecial 
h,i^1^'\^,^'^l^^'^  ''"'•.'^  ^■"'"•^  ^^''^  been  and  are  bein^conduc^  £  /or 
Tdirare  *^L^IT^  n*""  '  ^""'^^  ^bber,  and  machine-toof  industr"^"  Thie 
Price  AdiusZont^n«?Hf^  h  ^^e  "-espective  fields  and  make  available  to  the 
the  ,,t„  ^^  ■  ?i  Boards  and  to  the  Services  precise  and  informative  data  of 
these  *S  in  Sr  indnt/r"  ^^''^S"""'""?-  The  renegotiations  ofTonlractors  Tn 
aem'o^^rvw  Jh^f  1,  *''*?'"^  *^  °^"'y  ^  P°^^*le  conducted  by  the  Depart- 
ed or  Service  which  has  the  greatest  familiarity  with  the  industry  involved 


-M 


1,'Ji. 


I 


fl 


48 


RENEGOTIATION   OF  WAR   CONTRACTS 

THE   ADMINISTRATIVE   BURDEN   IN   RENEGOTIATION 


RENEGOTIATION   OF   WAR   CONTRACTS 


It  has  sometimes  been  stated  that  the  job  of  renegotiation  is  admmistratively 
impossible  of  accomplishment.  Such  conclusion  has,  in  practically  jvery  instance, 
been  based  upon  a  totally  erroneous  premise— that  there  are  some  85,000  contrac- 
tors subject  to  renegotiation.  As  a  matter  of  fact,  the  85,000  figure  inchides  not 
only  thousands  of  contractors  who  have  war  work  in  an  aggregate  amount  of  less 
than  $100,000  in  any  fiscal  year,  which  exempts  them  from  renegotiation,  but 
like^se  includes  thousands  of  manufacturers  who  are  engaged  solely  m  civilian 
or  other  production  which  does  not  come  within  the  purview  of  the  Renegotiation 

It^is  understood  that  only  approximately  85,000  names  are  listed  in  Thomas' 
Register  of  Manufacturers  which  purports  to  include  all  of  the  manufacturing 
companies  in  the  United  States  with  any  substantial  production.  ^Inquiry  dis- 
closes that  the  records  of  the  Department  of  Commerce  indicate  that  there  are 
85  000  contracts  of  more  than  $50,000,  and  the  Statistics  Division  of  the  War 
Production  Board  has  stated  that  these  contracts  are  being  performed  m  18,700 
plants  The  1939  Census  of  Manufacturers  shows  only  95,187  manufacturing 
corporations  then  having  annual  sales  in  excess  of  even  the  low  volume  of  $5,000. 
The  Internal  Revenue  Bureau  estimates  that  there  are  approximately  86,000  manu- 
facturing concerns  in  the  country,  and  that  40,000  to  50,000  of  these  have  annual 

sales  of  less  than  $100,000.  .     ,^     ^  ^   ,    a^       -     *v,^wot 

A  careful  though  as  yet  incomplete,  check  has  been  made  to  determme  the  total 
number  of  contractors  subject  to  renegotiation.  The  information  has  been  gathered 
from  all  available  sources.  An  Assignment  Division  has  been  established  by  the 
War  Department  Price  Adjustment  Board,  which,  under  agreement  with  and 
authority  from  the  other  Boards,  has  been  given  the  duty  of  checking  contractors 
for  the  purpose  of  determining  those  subject  to  renegotiation  and  to  naake  the 
actual  assignments.  Each  Department  furnishes  to  the  Assignment  Division  the 
names  of  all  contractors  and  subcontractors  in  whose  production  the  Departments 
are  interested,  and  who  have  any  substantial  volume  of  sales.  The  income-tax 
returns  of  contractors  are  now  prepared  on  forms  which  indicate  whether  they  are 
engaged  in  war  work  and  these  returns  are  checked  for  the  purpose  of  determining 
the  names  of  additional  contractors  who  may  be  subject  to  renegotiation.  D&ta, 
are  obtained  from  all  other  available  sources  of  information,  and  it  is  believed  that 
few,  if  any,  contractors  or  subcontractors  subject  to  renegotiation  win  be  over- 

looked 

It  is  now  indicated  that  the  total  number  of  contractors  and  subcontractors 
subject  to  renegotiation  will  probably  not  exceed  25,000  and  that  the  figure  may 

even  be  substantially  less.  .       ,      ,  .      ^x        x-      x  i  +^ 

I  do  not  wish  to  minimize  the  difficulties  involved  in  attempting  to  complete 
expeditiously  all  of  the  cases  which  must  be  renegotiated,  but  the  burden  must 
be  related  to  the  actualities  and  not  to  the  mistaken  figures  which  have  been  used 
as  a  basis  of  attack  by  some  of  those  who  oppose  the  principles  of  renegotiation. 

STATUS   OP  WAR  DEPARTMENT  RENEGOTIATIONS  TO   MAT  29,  1W3 

Up  to  May  29,  1943,  12,622  contractors  have  been  assigned  for  renegotiation, 
including  9,842  to  the  War  Department;  2,419  to  the  Navy  Department;  67  to 
the  Treasury  Department;  289  to  the  Maritime  Commission;  and  5  to  the  War 
Shipping  Administration.  Of  the  9,842  cases  assigned  to  the  War  Departnaent, 
written  or  oral  agreements  had  been  reached  up  to  that  time  with  1,879  contractors, 
or  19  9%  939  of  which  were  covered  by  agreements  executed  for  the  Government 
and  fully  processed.  At  that  time  4,207  contractors  were  engaged  m  renegotiation. 
Renegotiation  had  not  as  of  that  date  begun  in  the  remaining  3,756  of  the  cases 
assigned  to  the  War  Department. 

RECOVERIES  AND  PRICE  REDUCTIONS 

The  War  Department,  through  the  efforts  of  the  Price  Adjustment  Board,  and 
its  associate  Sections  and  the  contracting  officers,  of  the  Services,  has  secured 
pursuant  to  renegotiation  on  individual  contracts  and  on  an  over-all  contract 
basis  commitments  for  adjustments  to  contracts  and  subcontracts  conservatively 
estimated  up  to  Mav  31,  1943,  in  the  amount  of  $895,000,000  of  recovery  and 
$1  218  000  000  in  price  reductions.  The  recoveries  are  represented  by  approxi- 
mately $25,000,000  of  credit  memoranda  and  by  the  balance  of  approximately 
$870  000  000  in  cash  covered  or  to  be  covered  into  the  Treasury.  The  recoveries 
and  price  reductions  as  specifically  noted,  cover  adjustment  of  specific  prime 
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nnn  mn^^f^^^'"^^''^'''?  approximately  $12,000,000,000  and  approximately  $8  600  - 

mem  or  jdz,iij,uuo,000  or  10.25%  on  a  total  of  $20,600  000  000  of  saIpq      Thl 
aggregate  of  savings  arising  from  lower  prices  on  successive  contr^^^^ 
of  even  approximate  estimation,  but  undoubtedly  would  represent  ma^?  t^mp^ 
the  amount  of  the  price  reductions  as  indicated  on  exisUng  contracts       ^ 

Every  dollar  saved  in  procurement  is  a'saving  to  the  United   St«f p.      Tho 
savings  reflect  themselves  in  the  purchase  of  Sional  units  of  sLu^^^^^^ 
war  use  thus  eliminating  the  necessity  for  additionarap™^atfrs^^^^^ 
reported  to  Congress  as  unobligated  balances  at  the  end  of  the  Sral  fiscalL^^^ 
The  unobligated  balance  in  the  War  Department  last  year  w^s    accoS  nrto 
General  Carter    some  $12,000,000,000.     The  effect  of  price  savings  irorocu^ 
STh'e  tZllT^^'^^V^'^^''  renegotiation,  is  thus  o?  tremtnToS  Imp^oTtX; 

the  proper  amount  should  be  recovered  and  a  substanf i«l  r.«rf  nf  ?Kof 

when  a  part  of  that  expenditure  is  recovered  bv  increased  taxaHnn      Th«!iff 
luon  woufd  Vff  *""'"•"*  "^^'«^"y  e'^Pended  i^d  J^eTmotlTtl^roVe^d  by  te^ 
througrrinegotiS: '°  ""^  "'^*''°"^  ""'  '°^*  *°  ^''^  Government  unlesfrecVvelSl 

t.n^f  Jl!"^  *^*'°  ^-^  *''**  "seeping  costs  and  prices  low  is  of  much  ereater  imnnr 

PBOGRESSIVE   ACCOMPLISHMENTS   OP   RENEGOTIATION 

rpaar^  oo +?    u    P^lf^^^s  and  procedures  were  developed  which  the  Boards  nnw 

between  the  ^ar  Navv  AnH  tLo  "^'''??®'^  ^/  *  ''^*'^'  delegation  of  authority 
8ion  aTd  the  wir  sSin^  AHr^fn"/^^  Departments  and  the  Maritime  Commit 
arrived  at  and  executed  bf  one  n?  +h?*n'''  '?  *^^*  *  renegotiation  agreement, 

be  impS  e  to  aLhpr  ?n^^^^^  *'^  '^^.T''*^"- .  ^^  peacetime  it  would  probably 

Kotiatinn      it      gaper  together  the  number  and  quality  of  men  needed  in  rene 

ffiubstanLTrr^^^^^  ^^#^^*'  ^"*  ''  '^  befnTlde  ^os- 

have  hppr.  o?i     5  through  the  patriotic  desire  of  many  of  those  whose  services 

^TeSoH,  lTfs\kewtnta?  tlT  tL"^"^  .*^^^  ''''  fl^'  only^IsS^  the 
prise  in  America!   ^^'^^  ""'^^^  *°  *^®  mamtenance  of  the  system  of  free  enter- 
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The  clarification  of  the  principles,  policies,  and  procedures,  ^^^  »5^^^^«^^*^^^^^^ 
additional  personnel,  and  the  growing  experience  of  those  engaged  in  renegotia- 
tion, is  reflrcted  in  the  progressive  increase  in  the  number  of  cases  bemg  handled 
in  renegotiation.  With  the  fair  assumption  that  the  P^^^^^^p ^XrAdhistmlnt 
he  satisfactorily  met  it  is  the  op  nion  of  the  War  Department  Price  Adjustment 
Board  thft  all  mi^^^^^^^^^  covering  1942  fiscal  periods  can  be  completed  by 

^^  Arthe^restnt  time  studies  in  behalf  of  all  of  the  Departments  are  being  made 
which,  it  is  expected,  will  allow  the  screening  from  renegotiation  of  a  substantial 
^rcentage  of  cases  Which  would  otherwise  be  assigned,  and  which  would  have 
Uttle  or  no  possibility  of  evidencing  excessive  profits.  There  will  thus  be  elimi- 
nated from  renegotiation  a  large  number  of  contractors  either  without  any  necessity 
for  the  contractor  to  furnish  any  further  information  for  renegotiation  or  with  the 
requirement  onlv  of  a  brief  statement  of  readily  available  facts.  This  procedure 
wm  substantiallV  reduce  the  byrden  in  the  administration  of  ^^f  ^.^«^i^*^^";.  ,.  „ 
A  further  reason  for  the  slow  accumulation  of  signed  agreements  in  rene^gotiation 
has  been  the  disposition  on  the  part  of  many  contractors  to  delay  undertaking 
renegotiation  or  coming  to  a  settlement,  in  the  hope  that  Congress  would  repeal 
the  Renegotiation  Statute  or  modify  it  so  as  to  exempt  the  particular  contractor 
involved  There  now  seems  to  be  a  much  diminished  hope  by  these  contractors 
of  such  repeal  or  modification.  A  realization  that  renegotiation  is  a  part  of  the 
Law  and  that  it  must  be  faced,  where  applicable,  will  greatly  assist  the  work  of  the 
Boards  and  expedite  the  performance  of  a  job  which  we  conceive  to  be  of  utmost 
importance  in  the  winning  of  the  war  and  at  the  same  time  designed,  in  the  interest 
of  industry  and  the  public,  not  only  to  preserve  the  system  of  free  enterprise  m 
America  but  to  maintain  it  in  an  efficient  and  sound  competitive  condition  for  the 
winning  of  the  peace  to  follow. 

Mr.  Karkfr.  The  major  suggestions  of  amendments  by  industry  are 
relatively  few  in  number  although  they  have  taken  a  great  many 
forms,  and  they  have  been  disbursed  in  detail.  The  first  of  these  most 
generally  seems  to  be  that  there  should  be  renegotiation  after  taxes 
instead  of  before  taxes,  which  would  give  effect  to  a  principle  that 
taxes  laid  upon  income  thereby  become  a  cost  of  production  and  an 
element  of  the  cost  of  production. 

The  statements  to  which  I  have  made  previous  reference,  particu- 
larly the  statement  of  June  30,  give  a  careful  and  considered  view  of 

my  opinion  of  this  matter.  ...  ., ,  -n 

My  objection  to  the  proposal  is,  first,  that  it  is  impossible;  secondly, 

that  it  would  be  improper.  ,,     ^    i.    i  -j        ^i,« 

On  the  basis  of  impossibility,  the  taxes  actually  to  be  laid  on  the 
income  resulting  from  the  production  in  1942  cannot  be  known  until 
after  the  end  of  the  year  1944  and  probably  will  not  be  determined 
thereafter  until  some  period  of  time  when  the  returns  for  the  years 
1942  1943  and  1944  have  been  audited  and  the  amount  of  carried- 
backs  have  been  determined  and  the  taxes  for  1942  definitely  known. 
That  would  so  delay  the  determination  of  the  costs  of  production  as  to 
make  renegotiation  practically  an  impossibility.  I  think  it  would  be 
improper  in  that  taxes  are— income  taxes,  not  property  taxes— income 
taxes  have  never  been  considered  an  allowable  element  m  the  cost  of 
production.  It  would  be  establishing  a  new  principle  m  time  of  war 
applicable  to  the  Government  and  not  possible  m  commercial  practice. 
Eenegotiation  as  now  conducted  follows  the  principle  laid  down  by 
the  Congress  itself,  in  which  credit  in  the  determination  of  excess- 
profits  taxes  is  not  given  for  the  normal  and  surtaxes.  This  change 
was  made  in  the  Kevenue  Act  of  1941,  as  I  remember. 

Mr.  Knutson.  Right  there,  we  do  not  apply  the  excess-profits  tax 
until  the  normal  tax  has  been  levied,  do  we? 
Mr.  Karker.  Oh,  yes ;  you  apply  it  to  the  base. 


Mr.  Cooper.  We  changed  that. 

The  Chairman.  You  may  proceed. 

Mr.  Karker  Actually  the  taxes  on  profits,  as  I  mentioned,  may 
not  be  known  for  several  years,  and  I  think  it  would  be  equally  im- 
proper to  bring  the  taxes  on  income  into  effect  in  connection  with 
puixjhase^  f  or  war  as  it  would  be  to  make  the  original  purchase  on  the 
basis-^of  the  taxes  probably  to  be  paid  by  the  person  from  whom  the 
purchase  was  being  made.  If  this  were  done,  we  would  have  to  give 
in  our  negotiation  of  a  purchase  as  well  as  in  its  renegotiation  some 
further  consideration  to  that  source  of  supply  which  had  a  low  aver- 
age base  of  income  and  therefore  a  higher  tax  burden  than  we  would 
to  a  source  of  supply  which  had  to  have  a  somewhat  larger  base  of 
eariiings  and  therefore  a  more  favorable  tax  position 

Ihere  has  also  been  proposed  there  be  consideration  of  the  expend- 

I  know  whftTl.- ^  '^'  P'f ""'  ^^  ^^  ^'^^  ^^«^^-     I  ^^  "«t  ^^re^that 
Loduct  ni^^  thp''lP-i7^^  ?  '"^  ''''^  ^^^^  ^^^  character  of  the 

are  nerm^^^^^^^^  ^"'^^  '^  ^^^^*'  the. tolerances  which 

thl  ful^^u^'    ''%^}^  fully  taken  into  account  in  the  consideration  of 
the  justifiable  profits  and  the  rightness  of  price  in  renegotiation. 

If  that  proposal  means  that  there  should  be  some  provision  now  by 
which  values  created  today  which  will  have  a  residual  value  and 
Khe'end  '^T^^^'^'l  ^Z  ^  ^^^^^^^^^on  of  the  pe^  follow^ 
orir  fn  nl  f  ^J'^t'  ^^"^""^^  ^f  sequestered,  should  be  destroyed,  in 
order  to  create  additional  markets  for  those  who  have  made  these 
Items  during  the  course  of  the  war  that,  of  course,  is  b Jyo^tL  Md 

if^rt^tfrp'^pi^^^^^^^ ''  ^'^^'^^^  '^  -^  --^  -^  ----- 

Another  has  been  that  there  shall  be  provision  for  post-war  reserves 
This  suggestion  started  largely  with  "reconversion  ^retrTeLTu™" 
dustry  IS  resourceful  and  alert,  and  widened  the  field  as  soon  as^t 
got  a  favorable  ear  for  reconversion. 

Mr.  DiNOELL.  May  I  interpose  a  question?    I  have  said  before  this 
committee  more  than  once,  and  I  repeat  now,  and  I  want  your  verifi 
wtr^^^r.*'*  '""^r^^y  providently  made  certain  provlionsall^dy 
wth  regard  to  post-war  reconversion?    I  mean  tfee  far-sighted^b^ 

tS^yt    *^"^'  *^'y  ""*  '"'^<*«  "^'^^  ^"^^  provision,^at  least 

mate-sS^ovi^oJ.'"**  '^'  ^""^^'^  ^'''  '''^'  ''  ^^^^  ^'^'  them  to 

Mr.  DiNGELL.  I  think  it  is  quite  proper. 

Mr.  Karker.  In  the  revenue  act. 

Mr.  DiNGELL.  I  do  not  disagree  with  it ;  in  fact,  I  asree  with  it 
but  I  want  to  be  sure  that  the  record  is  straight.  ^  ' 

rohlk  nnf ^ri  ^fi!^  ^  T'*'  ^'it^ate  and  involved  question.    It  in- 
ToJves  not  only  the  justice  and  propriety  of  reserves  against  tL 

Sn  Tn  iT;  •  *"  *  •  T  T'^"  r  Pp4'^iior  war,  the  moKvoied 
ffTvPo    •  tf^"«=«n  industry,  but  it  also  involves  your  consideration 

been  d  "^''*!,^"**.***  *h"  i""^^^^'  «*  American  business  which  has 
Been  damaged  or  destroyed  as  a  result  of  it,  and  the  interestsTf  tht 

K   tri^■^"^?  ?'"^'  '*  '^^'.  "«^«  ad;,pt^,  to  be  cated  upon 

"pay  that  additional  increment  in  price  of  the  items  reauired  for 

the  war  in  order  to  provide  some  future  measure  of  the  bS  proX 
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sions  which,  in  my  judgment,  as  I  know  the  results  of  negotiations, 
adequate  profits  have  been  left,  out  of  which  competent,  considerate 
management  could  make  its  provision  for  the  post-war  uncertainties 

in  the  largest  measure  possible.  4.    -mt^ 

Mr.  Di^VEY.  Mr.  Chairman,  may  I  interrupt  ?  In  answer  to  Mr. 
Dingell's  question,  I  think  he  said  that  any  company  that  was  alert 
could  set  up  reserves  for  post-war  conversion. 

Mr.  DiNGELL.  I  said  some  did.  ,  .  ,     ,    ^  u 

Mr  Dewey.  You  say  some  did,  but  I  do  not  think  that  you  would 
sav  that  it  depended  on  the  alertness  of  the  management. 

In  the  case  of  some  managements,  owing  to  their  capital  structure 
and  their  low  earnings  during  the  base  period,  it  would  be  quite  impos- 
sible, would  it  not,  for  them  to  set  up  adequate  reserves  for  post-war^ 

Mr  Karker.  I  think  not,  Mr.  Dewey.  I  believe  that,  of  course,  it 
is  so  intricate  and  involved  that  there  are  so  many  variations-— 

Mr.  Dewey  (interposing).  It  may  be  intricate  and  involved  and 
there  may  be  considerations  for  different  types  of  companies,  but  alter 
till  earnings  are  necessary  against  which  to  charge  reserves.  I  would 
not  want  to  have  the  record  read  that  any  company  that  was  alert 
would  set  up  adequate  reserves  for  the  post-war  reconstruction  or 
reconversion  period  because  I  do  not  believe  that  is  possible. 

Mr  Karker.  Well,  I  think  it  is  something  more  than  alertness. 

Many  provisions  have  already  been  made.  There  are  two  available, 
fairly  recently,  reasonably  good  and  complete  summaries  of  the  pro- 
visions already  made  and  available  to  management  which,  if  you  like, 
sir  I  will  provide  copies  of  for  introduction  into  the  record.  One  is  a 
statement,  a  talk  by  Dr.  Sanders  of  the  Harvard  Busmess  School  in 
February.  One  is  an  article  in  a  recent  issue  of  Barron's  by  Captain 
Catozella,  of  the  Army,  who  was  on  duty  with  the  War  Department 
Price  Adjustment  Board.  I  think  those  are  fairly  brief  and  quite  a 
good  summary.  , 

Mr.  Cooper.  I  ask  unanimous  consent  that  they  may  be  incorporated 

in  the  record. 

The  Chairman.  Without  objection,  it  is  so  ordered. 
(The  matter  referred  to  is  as  follows :) 

PRO\^SIONs  Already  Made  by  Law  fob  Post-Wab  Rehabilitation 

(Transcript  of  speech  delivered  by  Dr.  T.  H.  Sanders,  at  Joint  Conference  of 
Army  Navv,  Maritime,  and  Treasury  Price  Adjustment  Boards,  on  the  rene- 
gotiation of  War  Contracts,  Chicago,  111.,  February  22,  1W3) 

One  of  the  greatest  concerns  of  businessmen  engaged  in  war  work  is  the  problem 
of  the  adjustment  they  will  face  at  the  conclusion  of  the  war.  All  of  them  very 
properlv  hope  to  be  in  a  position  to  resume  normal  peacetime  operations  within  tiie 
framework  of  their  then  exiPtinir  finanr^ial  structure :  in  other  words,  they  hope  to 
be  able  to  accomplish  the  transition  without  too  drastic  experiences  of  the  nature 
of  insolvency  or  reorganization.  So  natural  and  so  universal  is  this  demand  from 
bu^ine^^s  and  company  officials  that  it  never  fails  to  appear  in  renegotiation  pro- 
ceedings It  mav  be  granted  at  the  outset  that  it  is  a  reasonable  demand,  and  one 
which  should  be^  met  as  far  as  the  exigencies  of  the  national  economy  permit. 
The  questions  are— what  can  reasonably  be  done  in  this  direction— what  has 
alreadv  been  done— and  how  far  the  provisions  already  made  meet  the  equity 
demands  of  the  situation.  It  is  the  purpose  of  this  paper  to  answer  these  ques- 
tions briefly : 


RE-NEGOTIATION   OF  WAR   CONTRACTS 

POST-WAB  BEFUND  OP  BXCESS-PBOSITS   TAX 


53 


In  the  first  place,  attention  must  be  called  to  the  general  and  compulsory  ac- 

X"?n  th^  fj  ^T""^'-  '^'^^  ^^P^*«^^  ^y  Section^250  of  the  Revenue  let  of 
1942  m  the  form  of  provision  for  a  post-war  refund  of  10  percent  -of  the  excess 
profits  tax  paid  after  December  SlZISai:"  By  this  provision  the  Secretary  of  thi 
Treasury  IS  directed  to  establisH  a. credit  for  each  taxnaver  of  the  amount  indi 
cated;  this  credit  will  accumulate  foTllie -dllrafIo^n-iF^^a?^alld  ?rtaxnaver 
IS  to  receive  bonds  for  the  amount  of  the  credit  within  three  months  afteffhe 
payment  of  the  excess  profit  tax.     These  bonds  are  made  negotiable  after  the  end 
of  the  war,  when  they  may  be  negotiated  without  restriction     Under  this  nrrv 
vision  many  companies  are  certain  to  accumulate  substanUa?  Reserves   a  fdtK 
reserves  are  likely  to  be  the  greater  in  the  case  of  those  companies  which  are 
largely  engaged  m  war  production,    m  the  case  of  particular  compan^s  it  wm 
be  possible  to  make  an  approximate  computation  of  the  amounts  of  such  crests 
for  years  already  completed,  and  a  negotiator  will  be  in  a  position  to  mokp  ii«f 
of  this  definite  information  in  replying  to  claims  for  poTt-wrcSderadon     In 
'^M^'ilT  '^  ^^i"''  reasonable  to  suppose  that  this  credit,  taken  ircon junction 
with  other  considerations  to  be  mentioned,  will  sufiiciently  meet  the  post  wa? 
needs  of  the  companies  concerned.  post-war 

COMPANIES    NOT    ENGAGED    ON    WAE    PRODUCTION 

It  is  necessary  again  to  refer  to  the  condition  of  those  businesses  which  havp  nnf 
been  able  to  participate  in  war  production.  In  many  caseftreirbusi  esO^^^^^ 
already  been  seriously  curtailed,  and  this  process  is  likely  to  be^ml  ^ore  and  mo^^ 
acute  as  the  war  continues,  to  the  point  that  many  such  businesses  ^re  or  wi^ie 
threatened  with  extinction.  Businesses  affected  in  this  way  will  have  no  noltwnr 
accumulation  of  credit  for  government  bonds,  since  tLTwiU  have  very ^lUt^^in 
the  way  of  excess  profits  upon  which  to  compute  such  credit  In  thilr  Jsnect  the 
companies  engaged  upon  war  work  are  in  a  favored  position   s"nce  thev  wiii  ho 

fnaZi%'T  V^''  ^'"^°  ""  t^^^^  ^«1"°^^  «f  prodrcSon  for  tSI  government 
Lvo  K^  V^ll^^'"*  ""^^"^^  ^^"  r^t'^in  for  themselves  not  only  the  net  Tftpr 
taxes  but  also  the  excess  profits  tax  post-war  credit.  ^  "^^ 

TEBMINATION  GLAUSES 

This  subject  is  to  be  discussed  tomorrow  by  Lieutenant  Coionpi  rnffor.  k,,^  h-  •« 

inwnMrio^  J      assumption  by  the  Government  of  responsibilitv  for  the  costs  of 
o~   btU  aZ  '?nrTe\r*  '"  ^T^'  """^  «"'^'>*«1  Soods  produeeHnder 

settlement  wll  "Is^U  Th7eff5^t  Jn  h'^'IS  T^^  *"  °^'"'''  «"'•<'  «>«  an  equity 
terminatton  of  th^warl^  «hw7i  i  ^^  ""at  contracting  companies  will  at  the 
tracts  at  tho  „n,,t„  <.  ^  ^°  '"l""Jate  their  inventories  applicable  to  con- 
stantfal  funds  Out  oTMLf?'"?  "1^  ^'"  *""«  ^°™«  '"f  Possession  of  snb- 
financ?ngtht  inventories  b^tfhf;»f  T""""'  ^^'i  """''  ™««  •'"Ms  incurred  in 
to  their  io"kin7carttaliosmon     hT/o   '^^.'^  '.""'"  ^  "  "««""«  safegnard 

ara"dv^„£«7-^^^^^ 

"otable  toZverl  to  war  nroZcHon'  "l^  ^"■"P/'r^?  w'th  bn'slnessef  ^hfclf  were 

CABRY-BACK  AND  CAIJBY-OVER  PROVISIONS 
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r.f  1QXO  nrovidiiiff  for  a  two-year  carry-back  or  carry-forward  of  losses.    As  shown 
e  slwhe?rin'lK^  of  the  contracting  f  P-^mef  ar^^^^^^^^^ 

directed  to  the  avoiding  of  such  losses,  but  these  provisions  represent  substantial 
mitigation  of  any  losses  that  might  occur  in  individual  cases. 

SPECIAL  AMORTIZATION 

Similarly  the  special  amortization  provisions  furnish  additional  Protection  to 
«>ntmctors^n  conn^  with  their  installations  of  special  war  facilities  This 
Ta  furtheVef^.rt  ir  the  contractor  of  full  return  of  his  proper  costs. 

PBOVISION  OF  RESERVES  FROM  INCOME  AFTER  TAXES 

Tt  has  always  been  considered  part  of  prudent  management  not  to  distribute 
all  of  fcoi^ny's  Earnings  in  diAdends,  but  first  to  make  such  provisions  from 
fts  net  income  after  taxes  as  the  contingencies  of  the  situation  may  call  for  The 
Jamerlae  of  prudent  financial  management  obtains  in  the  present  situation  If 
ff  b^  a?^ed  ?hat  net  income  after  taxes  does  not  allow  of  the  maintenance  of 
dividend^^and  also  of  the  provision  for  reserves  for  post-war  contingencies,  then 
ft  won  d  seem  to  le  the  duty  of  the  management  to  aPPraise  these  continge^^^^^^^^^^ 
and  to  make  such  provision  as  they  deem  necessary  for  continuing  the  business 
LgoVfinanS  condition  before  declaring  dividend  ^^^^f V^.^^l^fo  the  ^Sf 
to  a  conclusion  on  this  problem  they  will  naturally  give  consideration  to  the  factors 
already  mentioned,  especially  the  10  percent  excess-profits  retund,  and  the  ter- 
mination provisions  fSr  the  liquidation  of  inventories  These  facors  will  ^ 
doubtedly  make  considerable  contribution  towards  meeting  the  costs  of  post-war 
aSjSent,  so  that  it  cannot  be  argued  that  the  entire  burden  of  these  adjustments 
will  have  to  be  met  by  providing  reserves  from  net  profits  after  taxes. 

OTHER  CONSIDERATIONS 

Some  may  be  disposed  to  refer  to  the  taxation  of  corporation  profits  and  the 
sub^uent  taxation  of  distributions  to  the  individual  as  double  taxation,  and  to 
l?Kom  this  in  favor  of  more  generous  treatment  of  companies  in  renegoti^ 
tion  Whatever  may  be  the  merits  or  demerits  of  our  system  of  taxation,  it  can 
be  no  part  of  renegotiation  to  adjust  or  correct  them.  From  the  very  beginning 
of  thefr  ex^rience  the  Price  Adjustment  Boards  have  recognized  that  the  fa 
return  whic"?  they  must  allow  is  the  fair  return  before  taxation  Argue  tha  this 
return  must  be  increased  when  taxes  increase  is  to  argue  in  ^^^/t  for  the  nvUlifica 
tion  of  the  tax  burdens  imposed  by  Congress,  and  the  Price  Adjustment  Boards 
cannot  possibly  entertain  sich  an  argument.  The  same  line  of  reasoning  applies 
to  any  suggestion  that  the  Price  Adjustment  Boards  should  allow  extra  compensa- 
tion fofthe  fact  that  corporation  profits  are  taxed  once  to  the  corporation  and  a 
second  time  to  the  recipient  of  dividends.  Without  denying  that  this  may  well 
be  a  matter  for  serious  consideration  in  the  proper  place,  it  may  be  stated  un 
equivocally  that  renegotiation  proceedings  are  not  the  proper  occasion  for  sucli 

^^^iris^'well'understood  that  so  long  as  provisions  for  post-war  reserves  are  not 
recognized  by  the  Treasury  Department  as  deductions  for  taxing  P^^poses  little 
puriK)se  would  be  served  by  the  allowance  of  such  deductions  by  the  P"f^;f^J"^^ 
ment  Boards.  In  this  situation  it  would  be  necessary  for  the  Boards  to  allow 
four  to  five  dollars  of  reserve  for  every  one  dollar  which  would  be  actually  available 

*"SiVsTe"m"afaU  aX  that  this  being  a  war  of  survival,  as  the  President 
described  it,  our  business  institutions  are  among  those  thmgs  which  should 
survive,  and  those  which  have  contributed  most  to  the  war  effort  will  be  the 
best  entitled  to  survive.  But  it  is  not  incompatible  with  this  to  say  also  tha 
survival  does  not  include  an  excessive  prosperity  based  on  the  war,  and  it  cannoi 
impVy  c'ompl^^te  immunity  from  the  hazards  of  these  times.  It  is  still  the  province 
of  financial  management  to  preserve  the  financial  competence  of  the  company  Dy 
prudently  husbanding  its  resources.  It  would  not  be  in  the  interest  of  business 
it^self  for  it  to  learn  to  look  to  the  government  to  maintain  its  solvency.  Mosr 
business  managements  realize  this,  and  have  no  desire  to  place  their  companies 
in  an V  such  position  of  dependency.  They  ask  no  more  than  a  reasonable  profi, 
out  of  which  they  are  prepared  to  assume  the  responsibility  for  facing  the  posi 
war  problems. 
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[Barron's,  August  16,  1943] 

Industry's  Post-Wais  Conversion  Assets-^Sev^eral  Aids  Already  Provided  To 

Help  IVIeet  Problem 

(By  Vincent  Catozella) 

Captain,  Army  of  the  United  States,  War  Department  Price  Adjustment  Board 
'The  views  expressed  herein  are  personal  and  are  not  to  be  construed  as 

official  or  as  reflecting  those  of  the  War  Department." 
The  foregoing  sentence  accompanies  the  typescript  of  this  article,  and  readers 

are  asked  to  take  note  of  it. 

J^l  ^^L^^^^  ^'"^^'  ^^®  article  was  passed  by  the  Bureau  of  Public  Relations 
of  the  War  Department  with  the  usual  comment  that  it  has  "no  objection  to 
publication.  * 

The  subject  is  likely  to  be  discussed  actively  in  Congress  when  it  resumes 
Its  session  in  September.  Many  corporate  officials  feel  that  the  post-war 
aids  listed  here  are  insufficient,  at  least  in  certain  cases  of  industries  which 
cannot  possibly  have  in  peacetime  more  than  a  fraction  of  the  business  thev 
have  now.  ^ 

Great  concern  has  been  expressed  that  industry  will  be  unable  to  pay  for 
the  change-over  m  manufacturing  facilities  which  will  be  required  after  the  war 
to  get  back  to  civilian  production.  This  business  plaint  is  heard  in  almost 
any  discussion  of  (1)  taxes  or  (2)  renegotiation  of  war  contracts.  It  is  felt 
that  such  amounts  as  the  management  of  a  company  deems  proper  to  set 
^f  1^  u  ^^,^  ^^^^  ^^  ^"^"^'^  reconversion  expenses  (contingency  reserves) 
should  be  allowed  as  deductions  before  arriving  at  profits  subject  to  either 
renegotiation  or  taxes. 

However,  the  taxing  authorities  have  consistently  refused  to  allow  a  con- 
tmgency  reserve  for  post-war  adjustments  or  any  similar  purpose  as  a  deduc- 
tion for  tax  purposes.  Their  position  is  that  an  expense  is  deductible  in 
the  year  incurred  and  not  in  some  earlier  year  when  it  is  merely  envisioned 
as  a  possibility.  As  for  renegotiation,  the  law  provides  that  it  "shall  recognize 
the  properly  applicable  exclusions  and  deductions  of  the  character  ♦  *  * 
allowed  under  chapter  I  and  chapter  2B  of  the  Internal  Revenue  Code  "  That 
IS  why   the  price  adjustment  boards  have  not  allowed  post-war  contingency 

nr!!fl^%  ""  K^  u^^\^^  ^l  ^""""^^  ""^  ''^^^  business.    Congress  said  to  follow  tax 
precedent,  which  rules  out  the  allowance. 


Table  I. — How  car 

ry-backs  cushion  postwar  adjustments 

Company  A 

1943  year  of 

war-work 

profits 

1944  year  of 
war-contract 
terminations 

1945  year  of 
post-war  re- 
conversions 

Total  of  3  years 

Profit  before  taxes 

$10, 000. 000 

6, 480, 000 

800,000 

$1,000,000 

None 

400,000 

» $5, 000. 000 
None 
None 

Excess-profits  tax  » 

$6, 000. 000 

Normal  surtax 

6,  480. 000 

1.  200.  000 

Current  net  income  >... 

2,720,000 

600,000 
410, 000 

»  5, 000, 000 
4. 870. 000 

^ . 

Tax  refund  from  1943  through  carry-' 

» 1, 680, 000 

5, 280, 000 

Actual  final  net  income » 

2, 720, 000 

1, 010, 000 

1    -vr       . 

*  130, 000 

3. 600, 000 

J  Net  after  allowing  for  post-war  credit. 


'Loss. 


wa^  hnrf  k!?  '  ^^  PO^^-fjr  problem  is  still  a  real  one,  for  war  contractors,  for 
Tess  pL^  ^^!f?'  T^  ^'''*  ^^""^^  ^^  ^^^  middl^in  other  words,  for  all  busi- 
1  oi  -r  ^^^"^  ^^^J^'^t^ent  requirements  will  divide  logically  into  three  groups, 
cial  nrnh  i^T"".^  business  now  expanded  for  war  needs  should  have  no  finan- 
prodSeer!  cToth^we'JI^L  ^^    inventory  adjustments  to  make.    Examples:  Copper 

exDanirni*?n"f'''^%^"^'^^!-  ''''^  ^^^^^ailed  by  war  restrictions  may  have  to  finance 
maniiacturer    '"***^^™'^^^^<'"  programs.    Examples :  Gasoline  marketer ;  piano 
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3.  Military-goods  bnsiDess  will  have  to  finance  a  conversion  or  reconversion 
to  other  products.    Examples :  Armour  plate  to  stoves ;  tanks  to  autos. 

For  companies  now  engaged  in  war  work,  termination  expenses  and  post-war 
adjustment  costs  will  be  of  two  general  types :  Those  that  serve  to  reduce  pre- 
vious profits  retroactively  and  are  in  no  way  related  to  future  operations  (ex- 
amples—inventory losses,  separation  wages,  discharge  of  obligations  connected 
with  previous  operations)  ;  those  that  can  be  called  make-ready  and  relate  to 
future  operations  (examples— rearranging  and  retooling  a  tank  plant  to  under- 
take automobile  manufacturing,  changing  a  nylon  parachute  cloth  loom  to  ac- 
commodate rayon  dress  fabrics,  reconstructing  a  dealer  organization).  A  great 
many  forms  of  protection  against  expenses  of  the  first  type  are  already  avail- 
able to  the  contractor.  Also,  a  goodly  number  of  factors  are  piling  up  a  reservoir 
of  strength  to  cope  with  make-ready  needs.  The  tax  law  is  responsible  for  most 
of  them,  but  renegotiation  and  its  parent,  procurement,  also  can  take  credit  for 
important  post-war  aids.  There  follows  a  list  of  prominent  sources  of  post- 
war help  with  brief  explanations  and  illustrations. 

POST-WAR  AID  NO.  I. — 2-YEAR  OPERATING  LOSS  OARRY-BAC7K  PRIVIUDOB 
POST-WAR  AID  NO.  H. — 2-YEAR  EXCESS-PROFITS  TAX  CREDIT  CAKRY-BAOK  PRRTLBGE 

Table  I  illustrates  the  effect  of  post-war  aids  Nos.  1  and  2.  This  example 
assumes  that  company  A  has  a  boom  year  in  1943,  does  a  little  business  in  1944 
and  suffers  a  large  loss  in  1945.  (It  is  not  to  be  construed  as  a  forecast  that  the 
war  will  end  next  year.)  The  1942  tax  structure  is  used  throughout,  and  the 
company's  excess-profits  tax  credit  is  $2,000,000. 

Company  A  hits  the  highest  tax  bracket  in  1943.  If,  for  argument  s  sake,  the 
$10,000,000  profit  before  taxes  was  that  which  remained  after  a  prior  reduction 
of  profit  through  renegotiation,  the  company  might  well  be  one  of  those  which 
complain  that  renegotiation  and  taxes  together  have  combined  to  make  net  in- 
come so  small  as  to  leave  no  cushion  to  absorb  contract  termination  shocks  or 
reconversion  expenses.  But  these  two  enlightened  carry-back  provisions  of  the 
tax  law  provide  an  automatic  reserve  against  trouble  of  (in  this  instance)  almost 
twice  the  first  year's  net  income. 

One  of  the  arguments  mentioned  frequently  in  support  of  the  theory  that  post- 
war reserves  should  be  allowed  as  a  cost  is  that  funds  will  be  required  later  to 
pay  for  deferred  repairs  and  maintenance  of  overworked  machinery.  Even  for 
such  specific  contingencies,  reserves  are  not  deductible,  but  when  and  if  the 
expenditures  are  made  they  are  allowed  for  tax  purposes,  and  if  they  serve  to 
reduce  income  sufficiently  within  the  2  succeeding  years,  they  become  deductible 
retroactively  by  virtue  of  the  carry-back  privileges. 

POST-WAR  AID  NO.  IH — TERMINATION  PAYMENTS 

It  is  not  an  accident  that  the  table  used  in  the  above  example  shows  a  modest 
profit  for  company  A  in  the  year  of  war  contract  terminations.  The  many  specific 
termination  protections  that  already  have  been  made  available  to  war  producers, 
and  added  benefits  being  considered  by  Congress,  need  not  be  detailed  here.  Pres- 
ent termination  procedure  reflects  the  war  procurement  agencies'  recognition  of 
their  responsibility  to  cover  the  cancelation  risk  inherent  in  all  war  work.  Di- 
rectly or  indirectly  they  protect  all  regular  commitments  of  prime  contractors, 
subcontractors,  and  purchase-order  suppliers.  The  Government  will  take  over  all 
finished  and  in-process  inventory  of  materials  contracted  for  at  cost  plus  a  reason- 
able profit.  Costs  mav  include  termination  payments  made  by  a  prime  contractor 
to  a  subcontractor,  thus  indirectly  protecting  war  producers  not  dealing  personally 
with  the  Government. 

POST-WAR  AID  NO,  I\' — ^FAST  AMORTIZATION  OF  EMERGENCY  FACILITIES 

Upon  proper  certification,  contractors  are  permitted  to  amortize  the  cost  (if 
incurred  after  1939)  of  war  production  facilities  at  the  rate  of  20  percent  per 
annum  for  tax  and  renegotiation  purposes,  with  the  object  of  completely  retiring 
the  investment  out  of  war  production.  For  tax  purposes,  the  20  percent  rate 
may  be  retroactively  increased  if  and  when  it  becomes  established  that  the 
emergency  period  is  of  less  than  5  years'  duration.  This  extra  privilege  is  not 
available  for  procurement  or  renegotiation  purposes,  but  the  Price  Adjustment 


Board's  determination  of  reasonable  profit  is  influenced  by  the  amount  invested 
in  emergency  facilities  and  ample  weight  is  given  to  the  risk  involved. 

POST-WAR  AID   NO.   V — ^ACCELERATED  DEPRECIATION 

Production  facilities  not  included  in  the  emergency  category  may  be  depreciated 
at  accelerated  rates,  for  procurement,  tax,  and  renegotiation  purposes,  if  the 
equipment  is  receiving  extra  hard  and  long  use.  This  deduction,  together  with 
post-war  aid  No.  IV,  makes  possible  a  substantial  tax-free  and  renegotiation-free 
return  of  capital  invested  in  plant  and  machinery.  The  contractor  can  have 
his  cake  and  eat  it,  too.  After  a  few  years  of  war  production,  plants  and  ma- 
chinery wholly  or  partly  written  down  may  still  retain  great  earning  power 
and  at  the  same  time  a  large  cash  replacement  reserve  has  been  accumulated. 

POST-WAR  AID  NO.  VI — ^INVENTORY  REPLACEMENT 

War  contractors  are  protected  against  another  post-war  risk  by  being  jier- 
mitted  to  adjust  taxable  income  retroactively  on  the  basis  of  later  inventory 
experience.  In  a  period  of  rising  prices,  there  is  a  tax  advantage  in  using  the 
"last  in  first  out"  method  of  valuing  inventory,  since  cost  of  materials  which  are 
sold  is  stated  at  the  latest,  and,  therefore,  the  higher,  prices.  However,  the 
remaining  inventory  is  thereby  valued  at  the  earlier,  lower  prices.  If,  because 
of  war  scarcities,  many  inventory  items  cannot  be  replaced  currently  and  the 
low-cost  units  are  sold,  the  tax  liability  is  magnified  by  an  involuntary  price 
gain.  In  such  case  the  contractor  can  elect  to  adjust  that  year's  taxable  income 
retroactively,  when  the  goods  are  eventually  replaced  (within  3  years  after 
termination  of  the  war).  If  the  replacement  cost  is  higher  than  the  cost  as  re- 
flected by  opening  inventory  for  the  year  of  involuntary  liquidation,  the  taxable 
income  for  the  earlier  year  may  be  reduced  accordingly  and  a  refund  claimed. 

POST-WAR  AID  NO.  VII — ^POST-WAR  PJiFUND  OF   10  PERCENT  OP  EXCESS-PROFITS  TAX 

For  war  producers,  this  "compulsory  savings"  feature  of  the  1942  corporation 
tax  provides  important  reserve  strength  for  post-war  adjustments.  In  the 
highest  tax  bracket,  the  effect  of  the  provision  is  to  leave  a  corporation  with 
27.2  cents  net  income  out  of  each  dollar  of  profit  before  taxes,  of  which  7.2  cents 
must  be  invested  in  Government  bonds  which  will  not  be  redeemable  or  nego- 
tiable until  after  the  war.  The  corporate  taxpayer  can  comply  with  the  com- 
pulsory-savings requirement  in  another  way  under  the  provision  permitting  im- 
mediate use  of  the  refund  as  40  percent  of  any  debt  retirement.  Thus,  credit 
of  7.2  cents  (for  each  dollar  of  taxable  profit  at  the  top  rate)  is  given  for  each 
18  cents  of  net  debt  retirement. 

The  importance  of  this  to  the  post-war  financial  well-being  of  American 
industry  can  hardly  be  overestimated.  Its  potential  effect  can  be  shown  by 
the  balance-sheet  projection  which  also  illustrates  Post-War  Aids  Nos.  IV  and  V 
(table  II).  Disguised  actual  figures  of  a  prominent  war  producer  are  used, 
except  for  the  1943  and  1944  estimates.  It  is  assumed  that  there  will  be  no 
material  change  from  the  1942  experience  in  profits,  renegotiation,  taxes,  and 
dividend  policy. 

Table  II. — Benefits  of  post-war  aids,  Nos.  /[,  5,  and  7 


Balance  sheet  data  at  year  end  (in  000' s) 


Net  working  capital 

Gross  property  account. 
Net  property  account.  . 
Post-war  refund  bonds. 
Other  assets 


Total  assets 

Deduct  debt  and  other  liabilities  except  reserves. .. 
Net  worth  including  reserves  for  contingencies,  etc. 


1938 


$4,447 
3,309 
2,342 


1,119 


7,908 
None 
7,908 


1941 


$13,  529 
19,  225 
16,642 


656 


30,827 

9,338 

21,489 


1942 


$21,580 

22.  681 

17, 323 

3,175 

700 


42, 778 
10,442 
32, 336 


Projection  for- 


ms 


$28,083 

22, 644 

13, 175 

»  3, 175 

666 


1944 


$37,851 

22, 851 

9,546 

5,350 

666 


45, 355 

2,498 

42, 857 


53, 413 

None 

53, 413 


',      .  ' 


.1' 


I  * 
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'  No  increase  from  1942  because  credit  is  used  for  debt  retirement. 
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If  its  war  contracts  were  all  canceled  on  the  last  day  of  1^,  the  company  used 
in  this  example  would  be  free  of  debt  and  would  have  at  hand  to  cope  with  the 
Dost-war  reconversion  problem  the  following  material  resources :  .     ki« 

(aT  Approximately  ^30,000,000  in  cash  and  Government  accounts  receivable 
after  deducting  all  current  liabilities. 

(6)  Approximately  $8,000,000  in  inventory  and  other  current  assets,  much  of 
which  would  be  conv^ted  into  Government  receivables  through  termination 

^^(c^^Production  facilities  mostly  less  than  5  years  old  which  cost  $23,000,000, 
but  whkh  would  be  o^^^  balance  sheet  at  $10,000,000,  the  difference  havuig  been 
returned  to  the  company  in  amortization  and  depreciation  allowances. 

<d)  Government  bonds  in  the  amount  of  $5,000,000  which  would  then  be 
negotiable,  marketable,  and  interest-bearing. 

(e)  The  right  to  carry  back  and  claim  tax  refunds  if  losses  or  unused  excess- 
orofits-tax  credit  appears  in  succeeding  years. 

There  is  no  intent  here  to  suggest  that  a  successful  and  patriotic  producer  of 
war  materiel  should  not  achieve  profits  and  improve  finances  It  is  a  fact, 
nevertheless,  that  this  company,  debt-free  and  well  heeled  with  liQU/d  assets 
will  end  up  with  a  net  worth  increased  almost  seven  times  m  6  years,  if  the  war 
lasts  through  1^4  and  assuming  a  continuation  of  present  trends  m  production, 
taxes  and  renegotiation.  As  of  the  end  of  11M2,  high  taxes  and  renegotiation 
notwithstanding,  net  worth  had  multiplied  four  times  in  4  years. 

Imposing  as  are  the  seven  post-war  aids  noted  thus  far,  they  are  outranked 
bv  other  reassuring  items  in  the  business  situation  as  of  the  end  of  the  war. 
Foremost  is  the  obvious  fact  that  large  profits  for  almost  3  years  have  already 
strengthened  business.  Besides  money  paid  for  war  work.  American  industry 
will  enter  the  post-war  period  with  extra  values  of  incalculable  worth  which  are 
not  fully  reflected  in  balance-sheet  figures.  ^        a     ^-  ^  i,«««r 

Extra  value  No.  i.— Research  and  engineering  progress  and  production  know- 
how  which  were  needed  and  paid  for  by  war  agencies  or  were  supported  by  war- 
InduVed  prosperity,  but  which  cannot  help  being  of  great  value  aftejward. 

Extra  value  No.  ^.—Facilities  which  were  repaired,  improved,  and  modernized 
for  war  purposes  will  be  of  continued  benefit  to  their  owners  in  peacetime. 

Extra  value  No.  5.— Favorable  price  conditions  (and  special  tax  allowances  for 
certain  natural-resource  production)  during  the  war  period  have  enabled  many 
companies  to  dispose  of  encumbrances,  such  as  obsolete  inventories  anj  laje 
plants,  and  to  take  earnings  out  of  properties  that  might  never  have  been  profitable 
under  normal  competitive  conditions.  ,     ,  ^  ,  i     *  i     *.«^ 

Extra  value  No.  /,.— The  opportunity  to  select  from  a  large  supply  talented 
workers  that  will  be  valuable  after  the  war  and  to  give  them  training  and 
experience  on  current  war  production. 

Table  III. — Post-tear  outlook  hy  industries 

REQUIRING  SMALL  OR  NO  CHANOE-OVER 


Probably  small  peace- 
time demand 


Iniustrifil  building 
ShiT>buil(linR 
Telephone  and  telegraph 

equipment 
Machine  tools 
Precision  instnaments 


Probably  moderate 
peacetime  demand 


Aluminum 

CopT>er 

I^ead 

Magnesium 

Nickel 

Zinc 

Residential  building 

PaT>er  and  pulp 

Aircraft  motors 

Chemicals  (hea^y) 


Probably  large  peacetime  demand 


Soft  drinks 

Beer 

I^eather  and  shoes 

Tobacco  products 

Petroleum 

Motion  pictures 

Clothing 

Lumber  and  plywood 

Hichway  constniction 

Public  works  construc- 
tion 

Air  transport 

Rubber 

Nylon  and  rayon 

Rail  transport 

Ocean  transport 

Photographic  equip- 
ment. 


Medicine 

Paints 

Soap 

Plastics 

Baking 

Canning 

Qiiick  freezing 

Dehydration 

Meat  packing 

Vegetable  oils 

Dairy 

Electric  current 

Telephone  and  telegraph 
services 

Foreign  trade 

Finance  and  banking 

Publishing  and  adver- 
tising 
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Probably  small  peace- 
time demand 

Probably  moderate 
peacetime  demand 

Probably  large  peacetime  demand 

Aircraft 

Business  machines 
Steel 

Distilled  spirits 
Rail  equipment 

Electric  appliances 

REQUIRING  SUBSTANTIAL  CHANGE-OVER 


Farm  equipment 
Trucks 


Autos 
Radio 


Refrigerators 
Stoves 


OUTLOOK  FOB  BUSINESS  IN  THE  POST-WAB  YEABS 

An  appraisal  of  the  post-war  reconversion  problem  is  worthless  unless  it  takes 
into  account  the  probable  state  of  business  at  that  time — the  environment  in  which 
the  adjustments  will  take  place.    As  to  that,  consider  these  facts  and  prospects : 

1.  Contrary  to  popular  belief,  there  was  no  real  depression  after  the  First  World 
War.  Business  stayed  in  an  upward  trend  for  10  years  after  the  Armistice,  except 
for  the  1-year  interruption  in  1921,  while  the  country  was  having  a  spell  of  inven- 
tory indigestion.     (See  chart  I.) 

2.  Productive  efficiency  will  be  increased  after  the  war.  Many  of  the  new 
facilities  can  be  used  just  as  they  are — high-octane  gasoline,  butadiene,  polymeri- 
zation and  nylon  plants,  for  instance. 

3.  New  products  and  technologies  will  give  tremendous  force  to  the  post-war 
drive  for  a  higher  living  standard.  Untold  promise  is  contained  in  the  following 
words,  familiar  to  all  who  read  the  daily  newspapers : 


Plastics 

Plywoods  and  laminates 

Sulfa  drugs 

Hard  glass 

Precision  instruments 

Synthetic  rubber 

High-octane  gasoline 


Magnesium 

Aluminum 

Electronics 

Dehydration 

Welding 

New  mass  production  techniques 

Synthetic  textiles 


4.  Accumulated  civilian  demand  will  do  much  to  replace  the  loss  of  war  materiel 
business ;  consumers  will  have  plenty  of  buying  power  saved  up  during  the  war 
years  of  good  wages  and  commodity  rationing.    Table  III  speaks  for  itself. 

5.  It  is  not  certain  that  there  will  be  widespread  unemployment  during  the 
conversion  period.  The  conversion  from  peace  to  war  operations  during  the  past 
3  years  produced  no  severe  and  extended  decline  in  employment  in  any  major 
industry.  (See  chart  II.)  The  reason  is  that  the  termination  and  the  recon- 
version will  not  come  all  at  once,  any  more  than  did  the  conversion  to  war  work. 
There  already  have  been  many  terminations  and  reconversions.  The  process  will 
be  gradual.  Under  a  July  21  date  line,  James  M.  Byrnes,  Mobilization  Director, 
was  quoted  in  the  New  York  Times  as  saying  "Inevitably  as  the  war  goes  on  we 
find  that  some  of  those  things  we  thought  we  needed  in  1941  we  no  longer 
need  ♦  *  *  and  we  may  find  that  we  can  release  some  materials  in  which  the 
civilian  population  would  be  interested." 

fi.  The  outside  world  will  need  many  American  products  after  the  war. 

The  conversion  of  American  industry  to  peacetime  operations  will  not  be  a 
return  to  pre-war  status,  but  an  advance  to  a  better  condition.  Future  sales  will 
be  well  able  to  bear  the  cost  of  the  make-ready  process,  as  always  has  been  done 
in  the  private  enterprise  system.  It  is  apparent  to  all  that  business  has  met  its 
greatest  challenge  and  is  beating  the  vaunted  production  machines  of  the  profes- 
sional warrior  nations  at  their  own  game. 


The  Editor  Sizes  up  the  Week — the  Liff:blood  of  Our  Business 

The  article  on  page  3  is  useful  for  several  reasons.    It  represents  a  point  of 
View  widely  held  in  Washington,  it  gives  a  good  summary  of  the  safeguards 
available  to  corporations  against  the  difficulties  of  transition  back  from  war  to 
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Employment  declines  B  and  C,  which  were  caused  by  conversioiiit 
were  less  severe  than  the  seasonal  low  in  1940. 

A — Usual  annual  model  change  drop  in  employment. 

B — Annual  model-change  drop  minimized  by  ninth-inning 
rush  of  auto  production. 

C — Auto  production  ordered  stopped  and  entire  industry 
converted  to  war  work;  low  point  only  9%  below  1940  average. 


peace,  and  it  contains  a  clear  tabular  exposition  of  the  post-war  outlook  of  almost 
60  industries. 

However,  Barron's  has  further  comments  to  make.  Even  assuming  that  the 
post-war  aids  listed  in  the  article  will  take  care  of  all  reconversion  problems,  the 
one  underlying  diflSculty  for  which  no  provision  is  being  made  is  the  impact  of 
high  taxes  on  corporate  working  capital,  which  is  the  lifeblood  of  America's 
business  structure. 

On  this  subject  the  National  Industrial  Conference  Board  has  just  issued  a 
study  which  is  most  revealing.  The  point  stressed  in  the  conclusion  is  that 
with  high  taxes  some  industries  in  the  long  run  are  drained  of  working  funds, 
because  net  earnings  after  taxes  in  good  years  are  not  sufficient  to  offset  losses 
in  bad  years.  The  study  contains  a  pair  of  tabulations  on  which  it  makes  the- 
following  comments  (the  tables  are  too  large  to  reproduce  here,  and  the  com- 
ments summarize  the  figures)  : 

''Table  II  presents  income  and  tax  data  for  major  industrial  divisions  and 
subdivisions  for  1927  through  1937,  while  table  III  compares  the  data  for  the 
major  groups  shown  in  table  II  with  data  for  corporations  in  the  same  groups 
which  filed  balance  sheets  as  part  of  their  income  tax  returns  for  the  period 
mil  through  1939.  Since  estimating  risks  requires  balancing  profits  against 
probable  losses,  anything  that  inevitably  reduces  profits  without  reducing  Josses 
increases  the  risks.  Taxes  as  a  percentage  of  income  before  the  deduction  of 
deficits  show  a  very  narrow  range  for  the  data  of  table  II,  the  lowest  rate  beii  g 
9.9  percent  and  the  highest  13  percent.  By  contrast,  taxes  as  a  percentage  of  all 
income  less  deficits  ranged  between  12.1  percent  for  telephone  and  telegraph 
corporations  to  well  over  100  percent  for  69  of  the  groups  of  table  II. 

"Taxes  as  a  percentage  of  capital,  as  shown  in  table  III,  range  between  0.6 
percent  and  1.1  percent  per  year  on  the  average  for  most  industries.  As  com- 
pared with  taxes  as  a  percentage  of  income  (less  deficits)  before  taxes,  this 
range  of  percentages  is  extremely  narrow  and  indicates  that  the  effect  of  our 
taxing  system  is  to  levy  taxes  that,  over  a  period  of  many  years,  are  in  closer 
relationship  to  the  amount  of  capital  invested  than  to  the  amount  of  income 
received." 

This  finding  is  truly  shocking.  It  is  well  understood  that  taxes  on  capital  are 
not  fair,  because  they  levy  indiscriminately  on  companies  losing  money  as  well  as 
those  making  profits,  and  also  because  some  lines  of  business  regularly  earn  far 
greater  percentages  on  capital  than  others.  Yet,  although  we  try  to  tax  profits 
for  those  very  reasons,  we  have  succeeded  in  actually  taxing  capital. 

Another  conclusion  to  be  drawn  results  from  the  fact  that  these  figures  cover 
a  period  when  the  corporate  tax  rate  never  reached  20  percent.  If  with  such 
low  levies  16  groups  paid  more  taxes  than  they  earned,  how  many  groups  will  be 
in  the  same  adverse  condition  now  that  the  normal  tax  nlus  the  surtax  is  40  per- 
cent, and  when  it  is  quite  generally  expected  that  rates  similar  to  the  present 
ones  wdl  be  continued  after  the  war?  Excess  profits  taxes  will  probably  be 
reduced  very  greatly,  but  it  may  be  many  years  before  the  normal  levy  will  be 
back  to  20  percent  or  below. 

Mr.  Knutson.  I  think  you  will  agree  that  if  all  that  was  necessary 
to  replenish  a  depleted  treasury  was  alertness,  American  industry 
would  be  swimming  in  prosperity. 

Mr.  Karker.  I  think  it  takes  more  than  alertness;  yes,  sir. 

Mr.  Knutson.  I  think  so,  too. 

Mr.  DiNGELL.  May  I  interpose  at  this  point,  Mr.  Chairman  ? 

Mr.  McLean.  A  point  of  order,  Mr.  Chairman.  Has  the  gentleman 
nnished  his  mam  statement? 

The  Chairman.  There  was  no  understanding,  but  I  shall  ask  the 
Witness,  would  you  prefer  to  make  your  main  statement  without  inter- 
ruption, answering  questions  later? 

Mr.  Karker.  I  would ;  yes,  sir. 

The  Chairman.  The  Chair  thinks  that  that  would  be  a  more  helpful 
way  to  proceed.  ^ 

Mr  DiNGELL.  Mr.  Chairman,  may  I  just  clear  this  matter  up  now, 
'^nu  then  we  will  be  all  through  with  it?    The  Chair  has  been  indul- 
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gent  with  the  members  with  reference  to  asking  questions,  and  I  do 
not  want  to  be  foreclosed. 

Much  has  been  made  of  the  word  "alertness."  Of  course,  they  have 
to  be  alert  and  farsighted,  and  then  if  conditions  and  their  finances 
permit  they  can  set  aside  reserves.  But  alertness  without  funds  means 
nothing.  Doubtless  there  were  concerns  that  had  resen^es  who  did 
not  think  that  they  had  the  right  to  make  any  such  provision  without 
permission  in  law  for  future  reconversion ;  am  I  not  right  in  my  con- 
tention ?    They  did  not  all  put  something  aside  but  some  did  ? 

Mr.  Karker.  That  is  correct.  I  think  the  more  able  managements, 
the  more  farsighted  managements,  have  regularly  made  provision  for 
the  uncertain  future  out  of  tax-paid  income.  But  there  are  again  a 
tremendous  number  of  considerations  involved  in  a  particular  situ- 

The  Chairman.  The  Chair  hopes  that  the  witness  will  be  allowed  to 
proceed,  according  to  his  request,  and  complete  his  main  statement, 
answering  questions  later.    The  Chair  thinks  that  will  be  more  helpful 

to  the  committee.  -r  ^i  •  i   xi.     i.  i. 

Mr  Karker.  On  the  matter  of  post-war  reserves,  I  think  the  state- 
ments to  which  reference  has  previously  been  made  will  probably  cover 
my  personal  point  of  view  on  the  subject  and  perhaps  more  of  it  will 
be  developed  in  discussion  with  the  committee. 

There  has  been  a  suijgestion  that  there  be  measurement  of  excessive 
profits  by  fixed  formula.  In  our  experience  any  formula  for  the 
measurement  of  the  excessiveness  of  profits  resulting  from  prices  which 
were  originally  too  high,  is  completely  impracticable  and  impossible 
in  justice  and  in  equity.  It  has  previously  been  found  impossible 
!»y  this  committee  in  taxation,  a  field  heretofore  susceptible  of  quit€ 
definite  measurement  by  formula,  in  the  provisions  made  m  the  Keve- 
11  ue  Act  of  1942  for  the  relief  of  particular  situations  under  the 
excess-profits  tax.  It  is  much  more  difficult  to  make  provision  by 
formula  for  a  renegotiation,  for  a  determination  of  a  pricing  level,  al- 
though there  is  entire  willingness  to  consider  any  specific  formula 
proposed,  and  to  contribute  to  the  effort  to  develop  it. 

The  proposal  has  been  made  that  standard  commercial  articles 
should  automatically  be  exempt  from  renegotiation  and  that  the 
profits  resuhing  from  the  production  of  such  standard  commercial 
articles  should  not  be  subject  to  revision  or  the  prices  subject  to 

reduction.  .        . 

The  fact  of  excessive  profits  in  any  situation,  whether  or  not  tnoy 
exist,  depends  upon  the  facts  as  shown  and  not  upon  the  character 
of  the  product,  whether  or  not  it  is  covered  by  a  catalog  price  or  by  an 

O.  P.  A.  ceiling.  ^    -    ..     a  ^A 

Excessive  profits  have  been  made  and  are  being  made  m  the  tieia 
of  commercial  articles.  And  it  is  my  conviction  that  the  facts  should 
be  determined  and  that  these  contractors  should  be  treated  with  the 
same  equity  and  consideration  that  are  accorded  to  all  other  con- 

I'l'R.ctors 

The  amounts  involved  in  renegotiation  are  considerable.  To  the  end 
of  July— and  I  hope  that  the  figures  to  the  end  of  August  may  he 
available  by  the  time  the  Under  Secretary  of  War  appears  before  the 
committee,  following  his  return  to  Washington — to  the  end  of  July 
the  commitments  by  contractors  that  have  been  made  for  the  elimina- 
tion of  excessive  profits  on  War  Department  contracts  come  to  the 


extent  of  $2,743,500,000.  And  these  commitments  had  been  brought 
about  through  the  agreement  of  the  contractors  with  the  action  of  the 
procurement  officers  and  the  renegotiation  authority  of  the  Depart- 

Of  the  total,  recoveries  of  excessive  profits  realized  and  commit- 
ments for  the  repayment  of  those  amounts  to  the  Treasury  of  the 
United  States  amounted  to  $1,247,400,000,  and  commitments  for  price 
reductions  on  future  deliveries  under  existing  contracts  were  $1,496,- 
100,000.  It  is  impossible,  and  no  effort  has  been  made,  to  attempt  to 
estimate  the  value  of  this  statute  in  the  reduced  expenditures  possible 
in  connection  with  new  purchases  either  of  new  items  or  of  additional 
quantities,  although  probably  the  greatest  value  of  the  statute  to  the 
Government  is  in  that  field. 

The  amount  of  recovery  in  succeeding  years  will  grow  less  and  less. 
Probably  the  amount  of  price  reductions  on  existing  contracts  will 
grow  less  and  less.  Certainly  those  for  1943  will  be  less  than  those  for 
1942.  But  the  savings  to  be  made  because  the  excessive  prices  were 
never  charged,  the  payments  never  had  to  be  made,  the  money  never 
had  to  be  borrowed,  will  continue  for  the  life  of  the  statute. 

A  good  deal  has  been  said  as  to  the  number  of  contracting  companies 
who  would  be  subject  to  renegotiation.  Figures  have  been  picked  out 
of  the  air  and  have  been  used  indiscriminately  and  inaccurately. 

According  to  the  best  estimate  which  the  AVar  Department  can 
make,  through  the  medium  of  the  Air  Force  Procurement  and  the 
procurement  officers  of  the  7  technical  services  of  the  Service  Forces, 
we  will  be  involved  with  15,000  war  contractors  for  the  year  1942.  As 
of  August  28,  of  this  presumed  maximum  number  of  15,000,  12,489 
had  been  assigned  to  the  agencies  of  the  Department  for  renegotia- 
tion. And  of  that  total,  4,833  had  reached  oral  or  written  agree- 
ments— 38.7  percent  of  the  number  assigned. 

But  if  there  be  added  to  the  12,489  assigned  on  August  28  that  addi- 
tional number  which  would  bring  the  assignments  for  the  year  to  the 
estimated  total  of  15,000,  then  the  proportion  of  completions  is  reduced 
from  38.7  percent  to  32.22  percent.  And  assuming  that  the  additional 
assignments  will  be  made,  assuming  that  we  can  find  who  and  where 
these  additional  contractors  are — ^h^cause  they  go  down  into  the  first 
and  the  second  and  nth  tier  of  subcontractors  and  it  is  difficult  to 
locate  them — but  assuming  that  they  can  be  found,  then  as  of  August 
28,  we  would  have  completed  agreements  with  32.22  percent.  There 
would  be,  in  the  course  of  renegotiation,  an  additional  35.96  percent, 
and  renegotiation  would  not  yet  have  been  started  for  1942  with  the 
balance  of  31.82  percent. 

The  completion  of  all  1942  renegotiations  by  the  end  of  the  calendar 
year  1943  will  require  that  the  War  Department  agencies  in  renegotia- 
tion reach  agreements  in  565  cases  per  week  from  now  to  the  end  of 
this  calendar  year,  compared  with  228  cases  per  week  realized  during 
I  the  4  weeks  of  August. 

It  is  the  unanimous  feeling  of  the  War  Department  agencies  that 
these  renegotiations  can  be  completed,  and  that  they  will  be  completed 
by  the  end  of  this  calendar  year. 

A  good  deal  has  been  said  about  the  number  of  people  who  would 
be  required,  ranging  everywhere  from  an  army  of  300,000  to  some- 
what more  reasonable  figures.  As  of  August  28,  1943,  the  War  De- 
partment had  1,668  employees  of  all  classifications  engaged  in  re- 
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negotiation  in  48  offices  throughout  the  country.  These  1,668  per- 
sons were  in  all  the  services  in  all  parts  of  the  country,  and  include 
all  grades  engaged  in  this  work,  from  messenger  to  renegotiator. 

The  War  Department  has  estimated  an  average  annual  cost  of 
between  three  and  four  thousand  dollars  per  person  of  those  engaged 
in  renegotiation,  and  the  total  estimated  cost  for  this  fiscal  year  was 
set  at  $3,522,300  by  the  budget  officer  of  the  War  Department. 

The  fact  of  the  matter  is  that  the  maximum  requirements  of  per- 
sonnel  in  renegotiation  in  the  War  Department,  and  probably  m  the 
other  departments  as  well,  will  be  reached  this  year.  If  the  1942 
volume  of  renegotiation  and  price  adjustment  can  be  completed  m 
1943,  the  number  required  thereafter  will  be  less,  and  the  organiza- 
tions will  be  reduced  in  size  from  the  end  of  December  1943  there- 
after, and  the  cost  of  this  work  thereafter  progressively  reduced. 

It  is  significant,  I  think,  that  up  to  now,  some  16  months  after  the 
passage  of  the  statute,  there  has  been  no  unilateral  determination  in 
the  War  Department.  It  would  be  a  mistake,  however,  to  assume 
that  unilateral  determinations  will  not  be  necessary,  because  I  am 
satisfied  that  they  will  be  necessary.  All  men  cannot  be  induced 
by  any  means  of  which  I  am  aware  to  agree  even  to  that  which  is 
in  their  interest.  The  money  nerve  is  an  exposed  and  sensitive  one, 
and  men  react  violently  and  vociferously  when  it  is  touched. 

There  is  inability  on  the  part  of  manjr  to  see  any  distinction  between 
the  right  to  profit  from  the  use  of  private  capital  and  the  right  to 
equal  profit  from  tlie  use  of  public  capital.  It  is  probable  that  the 
profit  allowances  before  the  repayment  of  excessiveness  will  grow  less 
as  time  goes  on,  and  as  the  risks  of  war  production  can  be  more  ac- 
curately determined,  and  as  they  are  reduced.  But  it  is  perfectly  clear, 
I  am  advised,  and  I  am  personally  convinced,  that  m  the  event  of 
unilateral  determination  without  the  agreement  of  representatives  of 
the  contracting  company,  there  is  the  right  of  appeal  to  the  courts  bv 
any  corporation,  partnership,  or  individual  who  considers  himself 
aggrieved  or  mistreated. 

I  believe  the  renegotiation  operation  is  the  only  governmental 
agency— at  least  the  only  one  of  which  I  know— which  is  working 
to  spend  the  absolute  minimum  number  of  dollars  indisputably  neces- 
sary, first,  to  the  safety,  health,  comfort,  and  well-being  of  our  sol- 
diers; second,  to  that  superiority  of  arms  and  armament  and  equip- 
ment to  which  our  Army  is  entitled;  and  third,  for  the  earliest  possible 
winning  of  the  war.  . 

I  believe,  after  14  months'  experience,  that  this  statute  was  conceived 
and  is  administered  in  the  best  interests  of  the  Government,  of  indus- 
try, and  of  all  the  people  of  the  United  States.  I  believe  it  should 
continue  in  effect  for  the  duration  of  the  war  and  for  the  shortest 
possible  period  of  time  thereafter. 

That  is  my  statement,  sir. 

The  Chairman.  Have  you  completed  your  main  statement? 

Mr.  Karkzr.  I  have  completed ;  yes,  sir. 

The  Chairman.  Mr.  Knutson  is  recognized. 

Mr.  Knutson.  What  business  were  you  engaged  in  before  you 
entered  the  Government  service? 

Mr.  Karker.  I  was  for  17  years  in  the  Navy  of  the  United  States, 
which  I  left  in  January  1923.  I  became  a  member  of  the  board  am 
a  vice  president  of  the  Jewel  Tea  Co.,  a  retail  grocery  house,  of  which 


I  was  made  president  in  July  1924,  and  chairman  of  the  board  in  May 
of  1942. 

Mr.  Knutson.  Have  you  at  any  time  engaged  in  industrial  pro- 
duction ? 

Mr.  Karker.  Only  during  my  experience  with  the  Supply  Corps  of 
the  Navy. 

Mr.  Knutson.  Would  you  briefly  go  into  that  experience,  just  so 
that  we  may  have  the  background  of  your  experience  ? 

Mr.  Karker.  I  was,  early  in  that  experience,  an  assistant  general 
storekeeper  at  the  Navy  Yard,  New  York,  which  was  then  engaged  in 
ship  repair  and  shipbuilding. 

I  was  accounting  officer  and  assistant  general  storekeeper  at  the 
naval  station  at  Cavite,  in  the  Philippines,  which  was  largely  engaged 
in  the  repair  of  ships,  barge  building,  and  smaller  ship  activity  of 
that  kind.  Thereafter  my  experience  was  more  largely  with  provi- 
sions and  clothing,  with  which  I  was  identified  until  the  time — I  am 
talking  now  about  my  shore  duty.  My  sea  duty  was  without  in- 
dustrial connection. 

Mr.  Knutson.  What  is  the  total  amount  of  recovered  moneys  on 
War  Department  contracts  up  to  January  1st? 

Mr.  Karker.  To  January  1st? 

Mr.  Knutson.  Last. 

Mr.  Karker.  It  was  very  small,  Mr.  Knutson ;  I  do  not  know  the 
figure.  The  first  few  months  following  the  passage  of  the  statute 
were  devoted  to  the  definition  of  principles,  the  adoption  of  policy, 
the  effort  to  develop  also  a  procedure,  a  program  of  operation  on  an 
experimental  basis,  so  that  practically  there  was  no  renegotiation 
as  such. 

Mr.  Knutson.  What  is  the  latest  date  for  which  ^  ou  have  available 
figures  ? 

Mr.  Karker.  July  31,  1943. 

Mr.  Knutson.  How  much  would  it  amount  to? 

Mr.  Karker.  The  recoveries  were  $1,247,400,000.  Price  reductions 
on  existing:  contracts  for  the  remaining  deliveries,  $1,496,100,000,  or  a 
total  of  $2,743,500,000. 

Mr.  Knutson.  What  percentage  of  that  amount  of  recovery  would 
have  been  effected  through  the  excess-profits  income  tax? 

Mr.  Karker.  According  to  the  estimate  of  the  National  City  Bank 
of  New  York  in  its  August  circular,  70  percent. 

Mr.  Knutson.  Seventy  percent? 

Mr.  Karker.  Yes,  sir. 

Mr.  Knutson.  Have  you  any  figures  as  to  how  much  it  has  cost 
these  various  companies  engaged  in  war  production  in  getting  ready 
for  renegotiation? 

Mr.  Karker.  No,  sir ;  I  have  not.  Aside  from  some  of  the  smaller 
companies,  I  think  the  cost  has  been  negligible,  so  far  as  additional 
out-of-pocket  expense  is  concerned.  Some  of  the  smaller  companies, 
where  the  management  is  directly  engaged  in  production,  where  the 
?ize  of  the  business  is  such  that  they  do  not  regularly  have  account- 
ing and  legal  staffs,  there  the  disruption  has  been  considerable.  They 
have  been  there  required  to  employ  special  counsel,  special  account- 
ants, in  preparing  that  most  difficult  part  of  the  renegotiation  process, 
the  segregation  of  their  sales  between  negotiable  and  nonrenegotiable, 
^nd  the  allocation  of  cost  of  those  sales.    That  is  a  difficult'  process. 
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Mr.  Knutson.  I  had  a  gentleman  call  on  me  the  other  day  who  is 
in  tlie  luml)er  business.  He  is  connected  with  one  of  the  larjjjer  com- 
panies. He  told  me  that  they  had  been  put  to  an  expense  of  about 
$3,000,  after  which  no  renegotiation  was  had. 

Mr.  Karker.  They  had  a  renegotiation  and  they  presumably  had  a 
clearance.     But  he  means  he  was  not  required  to  pay  back  anything. 

Mr.  Knutson.  Well,  he  was  not  required  to  pay  back  anything,  and 
I  am  just  wondering  how  much  money  it  has  cost  American  industry 
to  prepare  for  such  an  ordeal,  out  of  w  hich  nothing  came  in  the  way 
of  return  of  profits. 

Mr.  Karkkr.  Without  question,  Mr.  Knutson,  I  think  something 
came  out  of  that,  and  I  think  his  expenditure  of  $3,000 — assuming 
that  figure  is  correct — was  a  fairly  modest  expenditure  under  those 
circumstances. 

Mr.  Knutson.  I  think  that  is  true,  because  I  have  heard  of  some 
that  have  run  away  up  into  the  tens  of  thousands  of  dollars,  getting 
ready  for  renegotiation. 

Mr.  Karker.  I  have  not  heard  of  those,  and  I  do  not  know  that  they 
are  iustified. 

Mr.  Knutson.  You  do  not? 

Mr.  Karker.  No.  sir. 

Mr.  Knutson.  Of  course,  my  information  was  confidential,  other- 
wise I  would  offer  it  for  the  record.  But  it  came  to  me  in  the  form 
of  a  complaint.  Have  you  any  idea  as  to  the  loss  in  man-hours  in 
connection  with  getting  ready  for  these  renegotiations,  out  of  which 
nothing  materialized  ? 

Mr.  Karker.  You  mean  productive  man-hours? 

Mr.  Knutson.  Man-hours ;  there  is  a  shortage  of  manpower  in  every 
line  of  activity  now,  we  are  told,  so  it  would  be  interesting  to  get  a 
picture  of  the  loss  in  man-hours. 

Mr.  Karker.  I  have  no  such  figures.  I  do  not  think  there  has  been 
a  loss  of  1  man-hour  in  production  for  war.  There  have  been  devoted 
man-hours  of  management,  of  counsel,  of  accounting  experience,  and 
time.    Industry  would  be  a  much  better  witness  on  that  than  I. 

Mr.  Knutson.  How  many  agencies  of  the  Government  are  now  em- 
powered to  renegotiate  ? 

Mr.  Karkfr.  There  are  48  in  the  War  Department. 

Mr.  Knutson.  I  mean  all  told. 

Mr.  Karker.  By  departments?  The  War  Department,  the  Navy 
Department,  the  Treasury  Department,  the  Maritime  Commission,  the 
War  Shipping  Administration,  four  subsidiaries  of  the  Eeconstruc- 
tion  Finance  Corporation — six. 

Mr.  Knutson.  That  would  make  eight  or  nine;  w^ould  it  not? 

Mr.  Karker.  It  makes  six.  That  makes  six  boards;  six  depart- 
mental boards. 

Mr.  Knutson.  Let  us  get  that  again,  now. 

Mr.  Karker.  The  War  Department,  the  Navy  Department,  the 
Treasury  Department,  the  Maritime  Commission,  the  War  Shipping 
Administration,  and  the  one  board  which  handles  the  four  subsid- 
iaries of  the  Reconstruction  Finance  Corporation. 

Mr.  Knutson.  Is  there  any  correlation  between  these  various 
boards  ? 

Mr.  Karker.  Informally  there  is,  and  there  has  been  in  the  14 
months  that  I  have  been  here.    Formally,  if  you  mean  a  imification 


of  control  and  direction,  no.  Informally,  there  have  been  meetings, 
discussions,  agreements,  not  only  on  principle  and  on  the  adoption  oi 
policy,  but  on  procedures. 

Naturally,  among  six  people  there  are  points  of  difference  in  detail, 
and  it  takes  time  to  smooth  out  those  points  of  difference. 

Mr.  Knutson.  Do  all  these  renegotiation  agencies  follow  the  same 
formula  ? 

Mr.  Karker.  There  is  no  formula.  They  follow  the  same  general 
policies,  the  same  examination  of  the  essential  elements  in  the  deter- 
mination of  fairness  of  price,  and,  to  the  best  of  my  knowledge  and 
belief,  they  reach  practically  the  same  result  with  the  individual 
situation. 

Mr.  Knutson.  You  say  there  is  no  formula? 

Mr.  Karker.  No  formula. 

Mr.  Knutson.  Does  not  that  leave  industry  up  in  the  air  ?  When 
they  come  to  Washington  they  do  not  know  what  they  are  going  to 
face  in  the  absence  of  a  fixed  formula  for  renegotiation. 

Mr.  Karker.  Mr.  Knutson,  those  who  face  renegotiation  do  not  all 
have  to  come  to  Washington,  because,  as  I  say,  the  War  Department 
has  48  agencies  renegotiating,  and  40  of  those  agencies  are  out  in  the 
country— Boston,  Springfield,  New  York,  Philadelphia,  Clevelend, 
Cincinnati,  Chicago,  San  Francisco — all  over  the  country.  But  those 
who  come  in  can  find  out  and  resolve  their  uncertainties  very  quickly. 
They  do  know.  There  has  been  public  distribution  of  the  principles, 
the  policies,  of  renegotiation. 

Mr.  Knutson.  It  would  seem,  if  the  War  Department  alone  has  48 
agencies  for  renegotiation,  that  the  time  has  come  to  unify  the  whole 
activity  and  bring  it  under  one  head,  into  one  group. 

Mr.  Karker.  That  I  believe  is  under  way  as  among  the  departments. 
To  do  it  formally  and  to  set  up  a  completely  separate  governmental 
function  for  the  doing  of  it,  would,  in  my  belief  as  a  person,  and 
should,  meet  with  the  opposition  of  the  departments,  in  that  it  trans- 
fers some  of  the  responsibilities  for  procurement,  which  have  been 
placed  upon  specified  officials  of  the  departments  by  statute  over  a 
considerable  number  of  years.  Speaking  now  I  have  in  mind  the 
Under  Secretary  of  War. 

Mr.  Knutson.  I  had  him  in  mind. 

Mr.  Karker.  I  do  not  think  it  should  take  from  him  the  responsi- 
bility for  procurement  which  the  Congress  has  placed  upon  his 
shoulders.     And  this  is  an  element  of  procurement. 

Mr.  Knutson.  That  is  for  Congress  to  determine. 

Mr.  Karker.  Yes,  sir. 

Mr.  Knutson.  From  your  statement,  the  committee  might  infer 
that  all  those  who  entered  into  agreements  did  so  gladly,  freely.  That 
is  not  the  case,  is  it  ? 

Mr.  Karker.  They  did  so  voluntarily.  I  did  not  say  that  thev  did 
so  gladly  and  joyously.  They  did  not  throw  their  hats  away.  1  did 
try  to  make  clear  the  power  was  on  the  side  of  the  Government  in  the 
renegotiation  because  of  the  existence  of  the  statute.  But  I  also  tried 
to  make  clear  that  that  power  had,  to  the  best  of  my  knowledire  and 
belief,  been  exercised  with  discretion,  with  judgment,  with  consid- 
eration for  industry. 
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Mr.  Knutson.  Again  I  have  a  particular  case  in  mind,  and  unfor- 
tunately I  am  not  at  liberty  to  name  the  company  because  of  their 
fear  as  to  what  might  happen  to  them  if  it  be  found  out  that  they  had 
been  contacting  members  up  here  on  the  Hill. 

Mr.  Kakker.  That  is  a  very  unfortunate  inference  to  leave  m  the 
record. 

Mr.  Knutson.  It  is  unfortunate,  but  nevertheless  it  is  the  situation. 
We  know  it.  No  one  can  fight  the  Government.  You  have  the  In- 
ternal Revenue ;  you  have  the  Wage  and  Hour  Division ;  the  Social 
Security  Division ;  and  all  these  other  organizations  who  can  at  least 
make  life  miserable  for  anyone  who  would  not  want  to  go  along. 

Mr.  Karker.  I  assure  you,  in  renegotiation  industry  holds  back 
none  of  its  punches.  It  is  perfectly  vocal,  and  it  doesn't  refrain  at 
all  from  calling  a  spade  a  spade,  and  sometimes  worse. 

Mr.  Knutson.  Maybe  the  "sometimes  worse"  is  justified. 

Mr.  Karker.  Maybe,  but  not  in  my  experience.  I  know  of  not  one 
single  instance  where  a  man  who  has  complained,  or  who  has  regis- 
tered an  objection,  or  who  has  requested  consideration  in  addition 
to  or  above  and  beyond  that  which  he  thinks  he  has  thus  far  received, 
has  been  subjected  to  anything  like  retaliation,  or  his  interest  jeopard- 
ized or  harmed  in  one  way,  no  matter  where  it  came  from. 

Mr.  Knutson.  All  right;  now  let  us  get  down  to  the  subject  of 
taxes.  Of  course,  we  will  probably  go  into  that  phase  in  greater 
detail  next  week. 

By  the  way,  Mr.  Karker,  it  is  my  understanding  that  the  counsel 
of  the  Naval  Affairs  Committee  selected  the  witnesses  who  were  to 
appear  before  that  body.  Of  course,  that  is  their  right  and  I  assume 
the  best  witnesses  were  picked. 

I  also  understand  that  you  have  generously  helped  the  committee 
in  making  up  its  calendar  for  next  week  by  circularizing  certain  con- 
tractors and  asking  that  they  appear  at  these  hearings  to  testify.  Is 
that  true? 

Mr.  Karker.  Would  you  like  a  copy  of  that  letter  introduced  into 
the  record  ? 

Mr.  Knutson.  Yes,  I  think  so,  at  this  point. 

Mr.  Karker.  I  hope  it  will  be  sufficiently  impersonal  to  escape  your 
criticism. 

Mr.  Knutson.  Understand,  I  feel  grateful  when  you  help  us  make 
up  our  calendar.  It  shows  a  spirit  of  cooperation  on  your  part  that 
is  very  commendable. 

Mr.  Karker.  Shall  I  read  the  letter  or  give  it  to  the  reporter  for 
insertion  in  the  record? 

Mr.  Knutson.  You  might  just  as  well  read  it. 

Mr.  KL\rker.  It  is  a  mimeographed  letter  dated  August  4, 1943.  It 
is  without  individual  address,  but  in  the  upper  left-hand  corner  where 
the  address  would  ordinarily  be  are  the  three  lines,  "Requesting  Your 

Suggestions  on  Renegotiation." 

War  Department, 
Office  of  the  Under  Secretary, 

Price  Adjustment  Board, 
Washington,  D.  C,  August  4,  IB^S. 
Requesting 
Your  Suggestions 
On  Renegotiation. 

We  believe  tliat  the  Committee  on  Ways  and  Means  of  the  House  of  Representa- 
tives expects  later  this  year  to  consider  possible  further  legislation  affecting  the 


renegotiation  of  war  contracts.    The  committee  has  appointed  a  subcommittee 
with  the  Honorable  Wesley  E.  Disney,  of  Oklahoma,  chairman. 

On  July  7,  Mr.  Disney  announced  "that  the  subcommittee  had  agreed  that 
during  the  summer  recess  of  Congress,  it  would  call  upon  the  various  depart- 
ments of  the  Government  interested  in  the  subject  of  renegotiation  to  submit 
reports  to  the  subcommittee  for  its  study  and  analysis,"  and  went  on  to  say,  "The 
subcommittee  hopes  that  those  industries  affected  will  communicate  with  us  by 
submitting  suggestions  to  the  clerk  of  the  Ways  and  Means  Committee." 

It  is  suggested  tiiat  in  the  public  interest  you  comply  with  the  subcommittee's 
request  and  transmit  your  experience,  your  comment,  and  your  suggestions  re- 
garding renegotiation  to  the  subcommittee. 

It  is  not  our  intent  to  suggest  or  to  infer  what  your  statement  should  cover 
or  what  position  it  should  take.  Our  sole  interest  is  that  the  subcommittee,  the 
full  Committee  on  Ways  and  Means,  and  the  Congress  itself  may  be  fully  informed 
so  tliat  these  legislative  decisions  may  be  based  upon  facts  and  experience. 

Your  communication  should  be  directed  to  Mr.  Barron  K.  Grier,  the  clerk  of 
the  Committee  on  Ways  and  Means,  room  1102,  New  House  Office  Building, 
Washington,  D.  C.  You  may  also  desire  to  send  a  copy  of  your  statement  and 
data  to  Mr.  Colin  F.  Stara,  chief  of  staff.  Joint  Committee  on  Internal  Revenue 
Taxation,  room  J  336,  New  House  Office  Building,  Washington,  D.  C.  Mr.  Stam 
and  his  staff  act  in  an  advisory  capacity  to  both  the  Committee  on  Ways  and 
Means  of  the  House  and  the  Committee  on  Finance  of  the  Senate. 

The  summer  recess  of  the  Congress  is  scheduled  to  end  September  14.  I  hope 
you  will  be  able  to  file  your  comment  and  suggestions  within  the  next  2  or  3 
weeks. 

Very  truly  yours, 

Maurice  Karker,  Chairman. 

Mr.  Knittson.  These  were  sent  to  concerns  that  were  actually  en- 
j.^aged  in  war  production  ? 

Mr.  Kakkek.  Yes,  sir ;  and  that  had  been  in  or  through  renegotia- 
tions. 

Mr.  Knutson.  And  that  might  possibly  be  renegotiated  again? 

Mr.  Karker.  Oh,  almost  certaiiily. 

Mr.  Knutson.  Of  course,  if  there  was  not  that  hanging  over  their 
heads,  there  would  liave  been  no  point  in  circularizing  them? 

Mr.  Karker.  Oh,  yes :  there  would  have  been.  Here  was  available 
to  us  at  least,  at  that  time,  a  list  of  some  1,800  companies,  and  we 
did  not  attempt  to  circularize  all  of  them.  I  do  not  remember  how 
many  were  sent;  about  three  or  four  hundred,  perhaps  500.  I  do  not 
know  the  number. 

Mr.  Knutson.  Too  many  to  write  a  personal  letter  to? 

Mr.  Karker.  Much  too  many.  But  it  was  simply  an  effort  to  get 
that  small  segment  of  business  which  had  had  experience  with  rene- 
gotiation to  present  to  you  tlieir  views,  their  recommendations,  their 
suggestions  about  the  statute,  based  upon  experience  and  not  upon 
fears  and  assumptions. 

Mr.  Knutson.  Did  any  of  those  who  filed  statements  with  the  clerk 
or  Mr.  Stam  first  submit  their  statements  to  you? 

Mr.  Karker.  No,  sir. 

Mr.  Knutson.  Or  to  any  of  your  subordinates? 

Mr.  Karker.  No,  sir ;  not  to  my  knowledge. 

Mr.  Knutson.  All  right;  let  us'^go  on  to  taxes. 

Do  you  not  concede  that  taxes  are  just  as  much  an  item  of  operating 
expense  as  labor  or  material  ? 

Mr.  Karker.  No,  sir;  I  do  not. 

Mr.  Knutson.  You  do  not? 

Mr.  Karker.  No,  sir. 

Mr.  Knutson.  That  is  a  new  philosophy  in  economics,  as  far  as  I 
Know.    I  have  always  thought  that  taxes  were  a  very  essential  item 
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of  expenses,  becoming  more  and  more  so  with  each  succeeding  tax 
bill  that  Congress  passes. 

Mr.  Karker.  Of  course,  I  am  talking  about  income  taxes.  I  am 
not  talking  about  property  taxes. 

Mr.  Knutson.  I  am  not  talking  about  property  taxes;  I,  too,  am 
talking  about  income  taxes. 

You  do  not  believe  that  renegotiation  should  be  entered  into  aftei 
taxes  have  been  included  in  production  cost  ? 

Mr.  Karker.  I  do  not  think  it  can  be,  and  I  think  it  is  misplaced 
as  a  part  of  procurement. 

Mr.  Knutson.  Does  not  industry  take  an  unnecessary  chance  in 
engaging  in  Government  work  where  that  uncertainty  exists? 

Mr.  Karker.  They  take,  as  a  matter  of  fact,  much  less  chance 
than  they  take  with  any  commercial  business  they  do,  because  the 
Government  provides  much  greater  safeguard  and  protection  for  the 
war  contractor  than  does  any  commercial  customer  with  whom  they 
deal. 

Mr.  Knutson.  Well,  of  course  we  will  go  into  that  next  week.  I 
think  that  is  all,  Mr.  Chairman. 

The  Chairman.  Are  there  any  other  questions? 

Mr.  EoBERTSON.  Mr.  Chairman,  I  would  like  to  ask  a  few  questions. 

If,  as  you  say,  the  Renegotiation  Act  is  dangerous  and  un-American, 
I  am  sure,  from  your  experience  in  administering  it,  you  have  some 
suggestions  as  to  methods  of  improving  it.  I  would  like  for  you  to  in- 
dicate to  us  what  changes  you  can  recommend  to  make  the  act  less 
dangerous  and  more  American. 

Mr.  Karker.  Major  Eobertson,  I  think  there  are  some  amendments 
which  could  be  made  to  the  statute  with  advantage.  I  am  appearing 
for  the  War  Department  in  the  absence  of  the  Under  Secretary  of 
War,  in  the  absence  of  General  Somervell,  and  in  the  absence  of  Gen- 
eral Clay,  but  I  am  not  a  policy-making  officer  of  the  War  Department. 

The  two  amendments  which  have  been  proposed  by  the  Depart- 
ment, and  which  are  incorporated  in  H.  R.  2324,  are  specific  recom- 
mendations of  the  Department  by  the  Under  Secretary  of  War.  I 
think,  if  those  are  adopted,  or  if  and  when  they  are  brought  up  for 
consideration,  because  of  the  passage  of  time,  the  wording  there  may 
need  some  consideration  and  some  change. 

As  an  individual,  I  believe  there  are  two  or  three  amendments 
which  might  be  made  to  the  statute  to  advantage,  but  without  chang- 
ing its  essential  character.  I  believe  the  fact  that  it  is  dangerous 
cannot  be  gotten  away  from  during  the  course  of  the  war,  because  it 
is  a  substitution,  a  wartime  substitution  for  something  which  is  in- 
grown into  the  American  way  of  life  and  the  American  habit  of  in- 
dustrial production.  I  think  the  safeguard  from  danger  there  depends 
upon  the  character,  the  experience,  the  ability  of  the  men  who  are 
chosen  to  administer  the  statute  in  all  of  the  departments. 

Among  the  clarifj^ing  amendments  which  I  would  suggest  as  an 
individual — and  if  you  desire  to  have  me  do  so,  I  will  be  glad  to  list 
them 

Mr.  Robertson.  I  wish  you  would,  because  I  regard  you  as  the  out- 
standing expert  on  this  subject. 

Mr.  Karker.  These  are  not  in  the  order  of  their  importance,  but  I 
believe  that  one  amendment  to  the  statute  which  might  well  be  con- 


sidered would  be  to  make  clear  that  the  authorization  of  20  percent 
special  amortization  which  has  been  permitted  on  those  facilities 
purchased  by  the  investment  of  private  capital  for  war  production 
purposes  is  and  should  be  allowed  as  an  element  of  cost  of  production, 
and  that  no  residual  property  right  exists  in  Government  because  of 
tliat  autliorization  and  because  of  that  special  amortization.  That 
will  remove  a  post-war  question. 

Second,  I  think  that  the  law  might  now  well  be  amended  to  expire 
by  limitation  at  the  end  of  the  calendar  year  next  following  that  in 
which  hostilities  cease,  instead  of  the  present  limitation  of  3  years 
after  the  end  of  the  war.  I  concede  that  another  year  of  experience 
another  few  months  of  experience,  may  make  an  earlier  termination 
possible;  but  today  I  believe  that  the  shortening  of  the  period  of 
effectiveness  of  the  statute  from  3  years  following  the  end  of  the  war 
to  the  end  of  the  calendar  year  following  that  in  which  hostilities 
cease  is  justified  and  would  be  regarded  by  industry  as  constructive. 

Third,  I  think,  if  there  be  any  question  about  the  power  of  the 
statute  and  of  the  secretaries,  if  any  may  be  determined  to  be  neces- 
sary or  desirable,  to  compel  the  recalcitrant  to  make  the  same  relative 
prices  as  those  made  by  the  cooperating  company,  that  those  powers 
of  the  statute  should  be  clarified ;  and  at  the  same  time,  if  there  be 
any  doubt  about  the  matter  at  all,  that  in  the  event  of  unilateral  de- 
termination, the  right  of  the  contracting  company  to  appeal  to  the 
courts  for  relief  be  made  clear. 

Mr.  Robertson.  What  are  the  present  limitations  upon  an  appeal 
from  a  departmental  decision  ?  ^ 

Mr.  Karker.  The  statute  is  silent.  I  am  advised  by  counsel  that 
the  right  is  inherent. 

Mr  Robertson.  But  don't  you  have,  like  most  bureaus,  the  protec- 
tion thnt  your  findings  of  fact  are  conclusive? 

Mr.  Karker.  Major,  I  am  not  a  lawyer.     I  think  you  will  find 
counsel  a  better  witness.     Our  counsel  of  the  Board,  Mr.  Macintosh 
IS  present.    If  you  do  not  object,  I  would  like  him  to  answer  the 
question. 

Mr.  Robertson.  I  will  be  glad  to  hear  Mr.  Macintosh. 

Mr  Macintosh.  I  think  that  to  the  extent  that  they  are  supported 
by  substantial  evidence  they  would  be  accepted  by  a  court  on  appeal- 
but  that  would  not  justify,  of  course,  arbitrary  findings  not  supported 
by  adequate  evidence.  ^ 

'Jt^'  ^^^^'^0^-  ^s  there  anything  in  the  statute  itself  on  the  sub- 
Mr  MacIntosh   There  is  nothing  in  the  statute  whatever  dealing 
^ith  the  subject  of  appeal  or  the  effect  of  the  findings  or  determina- 
tions of  the  boards. 

««5\^?^^^'^^^^-i.'^^^^^  ^^^y  ^^"^^  ^^^y  ^^t  go  into  court  on  the 
same  basis  as  any  litigant,  on  the  facts  ? 

tlinf  f'l^f  ^i'^'"''^'''-/  ^^''",^'  J^^^y  ^^"^^'  ^"^  *h^  general  principle  is 
nat  the  findings  of  an  administrative  body  such  as  this  are  entitled 
'^^[^PPort  unless  there  is  no  corroborative  evidence 

Mr.  Robertson.  The  reason  I  raised  the  question  is  that  I  was 
riit'''.r/^''"F^^*^'^^  the  right  to  go  into  court  was  a  nominal 
*^gnt;  that  contractors  could  not  get  anywhere  against  the  Govern- 
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men  in  court,  and  that  therefore  they  would  try  to  settle  with  the 
Government. 

Mr.  Macintosh.  I  think  they  would  have  a  substantial  burden  to 

overcome  in  the  event  of  an  appeal. 

Mr.  Robertson.  Mr.  Karker,  in  that  connection,  in  reacliing  your 
very  commendable  goal  of  100  percent  of  bilateral  agreements,  are  you 
advised  of  any  renegotiating  agency  that  has  resorted  to  duress  to  come 
to  an  agreement,  such  as  the  threat  of  unfavorable  publicity  or  the 
threat  to  pnss  the  case  on  to  the  Under  Secretary  of  War,  to  the  end 
that  wlien  he  got  it  the  ante  would  be  raised? 

Mr.  Karker.  I  have  not  heard  of  any  case  of  the  first,  of  unfavor- 
able publicity.  I  have  no  doubt  that  the  second  has  been  used,  al- 
though I  know  of  no  instance  in  which  it  has  been. 

Mr.  EoBERTSON.  You  would  not,  yourself,  approve  of  telling  a  con- 
tractor who  was  arguing  that  your 'ascertainment  of  his  costs  and  his 
reasonable  profit  was  not  correct;  that  you  were  going  to  advertise 
him  in  the  papers  as  a  profiteer? 

Mr.  Karker.  I  would  not  do  that,  and  I  would  not  approve  or 
stand  for  its  being  done  under  any  circumstances. 

Mr.  Robertson.  I  am  glad  to  hear  it.    I  congratulate  you. 

I  understood  you  to  say  that  a  proper  difference  should  be  allowed 
as  between  the  profit  on  private  capital  and  the  profit  on  Government 

capital. 

IVlr  K^arker.  Y^es  sir. 

Mr]  RoBEJiTsoN.   What  is  the  difference  that  you  would  allow  in 

those  cases  ^ 

Mr.  Karker.  It  is  impossible  to  measure  accurately  the  weighting 
giving  to  any  one  of  the  factors  taken  into  account,  because  the  number 
is  multitudinous.  They  are  all  present  in  some  cases,  but  the  same 
ones  are  not  present  in  any  two  cases.  But  tliere  is,  in  justice  or  equity, 
a  difference  depending  on  the  source  of  the  capital,  particularly  when 
you  relate  the  profit  to  the  production  with  that  capital  and  consider 
the  source  to  which  that  profit  will  be  distributed  in  relation  to  pubHc 
capital  on  the  one  hand  or  private  capital  on  the  other. 

Mr.  Robertson.  I  remember  a  case  in  which  one  manufacturer  was 
allowed  22  percent  above  cost,  and  a  competitor  in  the  same  line  of 
business  was  allowed  10  percent  above  cost. 

Mr.  Karker.  That  may  well  be  true. 

Mr.  Robertson.  I  was  just  wondering  if  that  was  the  difference 
between  private  and  public  capital  or  whether  it  was  the  difference 
between  the  agencies  in  the  War  Department  that  handled  the  job. 

Mr.  Karker.  It  was  not  the  difference,  because  I  am  afraid,  in  that 
instance— and  I  cannot  identify  exactly  the  two,  but  I  think  in  that 
instance  the  public  capital  was  the  one  which  was  allowed  the  22  per- 
cent and  the  private  capital  the  lower  figure.  The  difference  in  indi- 
vidual approach — ^the  com])etence,  the  experience,  the  conclusions  of 
the  people  who  conducted  the  renegotiation— may  have  had  some 
influence.  But  I  think  the  major  difference  in  those  two  cases  was  in 
the  costs  of  production — the  date  and  the  speed  with  which  the  one  fiiw 
started  its  competence  as  an  armorer,  the  importance  of  its  production 
to  the  arming  of  the  country  for  war  at  the  time  of  its  maximum  peril, 
when  there  was  imperative  need  for  .30  and  .50  caliber  machine  guns. 

Mr.  Robertson.  That  is  one  thing  in  this  matter  which  disturbs  nie, 
that  of  individual  approach,  because  you  have  told  us  that  in  1942  and 


1943  you  were  going  to  renegotiate  $62,000,000,000  worth  of  contracts, 
the  total  of  all  contracts  representing  about  50  percent  of  our  produc- 
tive enterprise  in  the  war,  and  unless  Germany  emulates  the  wise 
example  of  Italy  and  folds  up  pretty  soon,  we  may  be  renegotiating 
100  billion  dollars  of  business,  and  100  percent  difference  is  allowable 
profit  is  too  much  leeway  to  feel  comfortable. 

Mr.  Karker.  That  is  true,  if  you  gage  your  judgment  of  the  differ- 
ences in  those  two  companies  on  the  one  factor  alone.  But  it  is  difficult 
and  dangerous  to  generalize  about  a  subject  as  broad  and  as  compli- 
cated as  renegotiation,  because  you  take  into  account,  on  the  basis  of 
experience  and  judgment,  as  many  factors  as  one  would  take  into 
account  if  he  were  buying  a  business ;  that  you  would  take  into  account 
if  you  were  buying  a  house,  without  being  able  to  appraise  a  particular 
amount  which  you  allow  to  an  individual  item,  all  of  which  go  to  make 
a  finished  picture. 

I  think  the  only  basis  on  which  you  could  have  peace  of  mind  about 
those  two  companies  is,  informally,  unofficially  and  off  the  record  for 
me  to  give  you  the  reports  of  the  renegotiations.    I  will  look  them'  up 
I  will  summarize  them  for  you.    I  will  make  all  the  facts  available 
to  you. 

Mr.  Robertson.  I  would  like  for  you  to  indicate  some  standards 
which  might  be  written  into  the  law  which  would  guide  a  man  on 
differences  of  opinion  as  to  what  is  a  fair  profit;  differences  of 
opinion  as  to  who  is  going  to  take  the  loss  on  the  inventory  when 
war  stops;  differences  of  opinion  as  to  who  is  going  to  allow  for  recon- 
version if  a  company  had  been  operating  in  the  East,  sent  their  ma- 
chmei-y  to  the  West,  and  will  have  to  bring  it  back  to  the  East  again 
to  reach  its  peacetime  market.  Who  is  going  to  bear  those  expenses, 
and  are  they  going  to  be  considered  in  the  renegotiation  of  contracts  • 
what  will  be  their  over-all  effect  after  the  war  contracts  are  over  and 
they  go  ahead  with  their  peacetime  business?  Don't  you  think  there 
should  be  some  standards? 

Mr.  Karker.  Major  Robertson,  there  are  standards.  You  have  cov- 
ered three  very  important  features,  and  I  can  only  assure  you  that  all 
of  tJiem  are  taken  into  consideration.  The  expenses  of  toolino-  and 
preparing  for  war  production— I  mean  this  original  moving  and  set- 
ting of  machinery,  and  so  on--ha ve  been  taken  into  account  and  allowed 
as  a  cost  of  war  production.  That  cost  has  already  been  absorbed  bv 
Government.  The  probable  situation  of  the  particular  company  of 
the  particular  industry  after  the  expiration  of  the  war  is  taken  into 
account  m  the  determination  of  the  excessiveness  of  profits  or  prices 
auring  the  current  renegotiation,  but  a  specific  amount  in  a  particular 
relationship,  either  to  their  capital  or  to  their  volume  of  production 
or  to  their  cost  of  original  conversion,  is  not  made.  The  provision  for 
^aKmg  and  absorbing  inventory  loss  is  already  made  definitely  in  two 
ainerent  places,  and  does  not  have  to  be  encompassed  a  third  time  in 
renegotiation.  In  fact,  the  provision  for  restoration  of  inventory 
values  is  included  m  the  Revenue  Act  of  1942,  and  the  compensation 
tor  losses  m  inventory,  whether  it  be  raw  material  or  work  in  process, 
will  be  included  m  the  termination  agreement  with  the  individual  com- 

i\r.'i'  ??^7^^?-  ^ow. about  a  contract  that  started  in  1941  and  was 
^nished  m  March,  1942,  but  one  little  payment  was  made  after  the  law 
^^  clJ^  enacted  ^     You  want  to  go  back  and  renegotiate. 
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Mr.  Karker.  Major,  it  is  not  a  question  of  what  we  want  to  do. 
The  law  requires  us  to  do  it.  .      ,      ^^         j 

Mr.  EoBERTsoN.  But  what  we  want  to  know  is,  should  we  do  any- 
thing with  the  law  ?  .^1     .V      1 

Mr.  Karker.  I  think  you  ought  not  to  do  anything  with  the  law 
in  that  respect,  because  so  many  companies  have  already  gone  through 
that  experience.  If  you  change  the  law  now,  you  will  have  to  make 
it  retroactive,  so  that  all  the  agreements  now  will  have  to  be  re- 

But  i  want  to  say  that  that  situation  is  taken  into  account  in  the 
determination  of  excessive  profits.  ,    .  xi.     xt 

Mr  Robertson.  I  get  rumors  from  some  sources  that  the  JNavy 
is  tougher  than  the  Army  in  renegotiating.  Do  you  know  whether 
there  is  any  definite  standard  by  which  the  Army  and  the  ^avy 
proceed  on  parallel  lines,  or  do  they  go  their  independent  ways? 

Mr.  Karker.  Colonel  Maas,  of  the  Naval  Affairs  Committee  of 
the  House,  said  that  he  had  the  same  impression  and  it  had  been 
confirmed  bv  his  seeing  Mr.  Rockey,  until  he  saw  me. 

I  do  not' believe  there  is  any  difference  of  any  substantial  con- 
sequence between  the  approaches,  the  policies  and  the  final  results 

of  the  two  Boards.  .  1 1-  -.        t  u  t  ii 

Mr.  Robertson.  One  final  question  as  to  publicity.  1  believe  all 
of  the  companies  listed  on  the  stock  exchanges  give  publicity  to  what 
is  done  to  them  when  they  are  renegotiated,  and  I  believe  companies 
like  Ford  and  Kaiser  get  no  publicity  on  what  happens  to  them. 
Is  there  any  real  ground  for  complaint  there  as  to  what  is  done  in 
the  open  on  one  corporation  and  what  is  done  in  secret  on  another? 
Mr.  Karker.  Major,  there  is  not  anything  done  in  secret  other  than 
this :  That  the  only  way  to  judge  the  fairness  of  any  result  is  after 
a  consideration  of  all  the  facts,  and  it  is  physically  impossible  to 
reveal  all  the  facts  of  any  one  renegotiation.  During  the  course  of 
the  development  of  the  facts,  much  material  is  made  of  record  which 
is  of  a  restricted  nature,  which  is  of  a  confidential  nature,  in  con- 
nection with  the  war.  The  character  of  output,  the  volume  of  items 
being  made,  even  the  total  volume  of  war  production,  would,  if  we 
were  a  little  closer  to  the  possibilities  of  attack,  be  revealing  of  an 
order  in  which  these  plants  of  ours  might  be  attacked  and  destroyed. 
Mr.  Robertson.  The  question  has  been  raised  that  you  could  rene- 
gotiate with  one  contractor,  and  a  competitor  would  come  up  and  you 
would  make  a  proposal  to  him  and  he  would  say,  "What  did  you  do 
witli  this  first  fellow?"  and  you  would  say,  "Really  that  is  not  any 
of  your  business ;  it  is  just  what  we  are  going  to  do  to  you  that  is  under 

consideration."  ,  ,  .  ,    ,,    ,  ,     i  .i 

Mr.  Karker.  I  think  we  might  tell  him  words  that  had  the  saine 
si.^.niificance,  but  possibly  not  exactly  that  way.    We  renegotiate  with 

Mr.  Robertson.  Then  one  contractor  later  finds  out  that  you  allowed 
the  first  man  22  percent  and  allowed  him  only  10  percent.  He  has 
got  a  kick  and  comes  to  us  and  says,  "Why  do  you  pass  a  law  that  puts 
into  the  hands  of  four  or  five  agencies  the  power  of  life  and  death 
over  American  business,  to  treat  one  man  one  way  and  another  man, 
on  the  same  deal,  another  way?"  .^   ,.  ,     ,    .    i 

Mr.  Karker.  I  understand  that,  sir,  and  I  think  that  the  only  way 
by  which  you  can  satisfy  yourselves  that  the  administration  of  this 


statute  has  been  even  reasonably  intelligent  is  to  stop  talking  in  gen- 
eralities, stop  listening  in  generalities,  and  get  down  to  a  particular, 
individual  case  of  the  complainant,  ask  to  have  the  facts  revealed  to 
you,  and  you  renegotiate  them  yourself,  in  your  own  mind,  and  see 
whether  it  has  been  a  reasonable,  fair,  honest  job. 

Mr.  Robertson.  Thank  you  very  much. 

The  Chairman.  Mr.  Karker,  can  you  tell  us  approximately  what 
percentage  of  the  companies  or  contractors  that  you  have  renegotiated 
have  expressed  themselves  as  satisfied  with  the  results? 

Mr.  Karker.  The  large  proportion,  Mr.  Doughton.  I  do  not  have 
an  accurate  measurement,  but  the  large  proportion  of  some  4,800 
with  whom  agreements  have  been  reached  have  expressed  themselves 
as  satisfied.  A  small  percentage,  possibly  5  percent,  have  attempted 
to  i^serve  something  to  themselves  by  the  provision  in  the  agreement 
that  this  agreement  was  made  under  protest,  or  that  it  was  made  under 
the  power  of  a  statute,  or  that  they  were  coerced  into  doino-  it  But 
I  believe  the  great  majority  have  been  satisfied  with  the  results.  But 
^^^?rf    n    ^^^""^^  ^^^^  renegotiated  are  better  evidence  of  that  than  I. 

The  Chairman.  Have  any  considerable  number  of  companies  vol- 
unteered to  have  their  contracts  renegotiated  and  to  refund  to  the 
Government  what  they  consider  an  excess  profit? 

Mr.  Karker.  Yes,  sir. 

The  Chairman.  They  have? 

Mr.  Karker.  Yes,  sir. 

The  Chairman.  Can  you  give  us  anything  like  the  number,  approx- 
imateJy  ^     Is  it  a  considerable  number,  or  just  a  small  number? 

Mr.  Karkej?.  I  think  it  is  a  considerable  number.  I  have  a  tremen- 
dous admiration  for  American  management ;  for  their  f oresightedness  • 
for  the  value  which  they  place  upon  industrial  goodwill ;  upon  their 
own  goodwijl.  I  have  a  tremendous  admiration  and  confidence  in 
heir  desire  to  do  that  which  is  right;  to  make  their  participation  and 
heir  contribution  to  the  winning  of  tliis  war,  and  to  do  it  at  the  same 
tnne  m  the  interests  of  their  stockholders  and  the  protection  of  their 
business,  and  in  their  ability,  after  the  war  is  over,  to  resume  their 
peacetime  job. 

The  CiiAiRMAN.  Have  any  companies  appeared  before  your  Rene<ro- 
tiation  Board  and  voluntarily  said  that  they  had  received  too  much 
money  and  asked  to  refund  something? 

Mr.  Karker  Yes,  sir.  We  had  one  man,  who  could  speak  only 
broken  English,  bring  in  a  check  for  a  quarter  of  a  million  dollars, 
and  my  surprise  was  not  that  he  brought  it  in;  not  that  he  was  giving 

as  a  voluntary  contribution;  not  that  he  was  saying,  "I  don't  want 

C\   ?^   be  renegotia  ed     You  come  and  find  out.  If  I  owe  more, 

IF}^       ..■      .,rl^^  ^^^^^  surprised  me  was  the  difficulty  which  we 
nad  m  getting  the  Treasury  to  accept  it. 

1  he  Chairman.  Have  you  had  any  claims  from  any  of  your  con- 
u  ri'-     ^^     '^  ^'""^  \^^'^.r^?.^-y  ^^'  h^^^  "«t  made  a  reasonable  profit 

Ih..'""^  ^i^T"'  '''^r^l  ^/  '^i  '''^'^^  ^^'  b^^"  done  in  such  cases. 
or  what  can  be  done  under  the  law  ?  ' 

stah!^;  ^''^^^'  ^^'^S^  is.  "^>tl,^»^g  that  can  be  done  under  the  present 
Thp  !!*  ^r,  «P^^/\tion  IS  only  one  way  sir.  We  may  only  take  away. 
Ditn.  "^^•V^^'''^'  they  may  secure  higher  prices  is  through  the 
Procurement  officers,  and  that  is  a  difficult  path.     It  is  as  difficult  in 
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Government  purchasing  as  it  is  in  commercial  purchasing.  But  we 
have  had  somewhere  around  six  or  seven  percent  of  the  companies 
which  have  been  brought  into  renegotiation  which  have  suffered  losses 
on  their  production  for  war. 

The  Chairman.  Would  you  recommend,  or  would  you  not^  an 
amendment  to  the  law  placing  the  contractor  on  a  level  with  the  gov- 
ernment? For  instance,  if  lie  should  find  out.  in  the  hasty  making 
of  a  contract,  in  order  to  carry  forward  the  war  production,  that  he 
had  entered  into  a  contract  in  which  he  had  sustained  a  loss  or  did  not 
make  a  reasonable  profit,  would  you  favor  an  amendment  to  the  law 
by  which  his  contract  could  be  renegotiated  ? 

Mr.  Karker.  Of  course,  that  avenue  is  open  to  him  now.  He  can 
renegotiate  such  a  contract  now  with  the  procurement  officer. 

The  Chairman.  I  understood  you  to  say,  though,  that  that  is  very 

difficult. 
Mr.  Karker.  It  is  difficult.  ,  ^       , 

The  Chairman.  I  want  to  find  out  if  you  are  m  favor  of  such  a 
provision,  or  not.  You  have  made  a  very  fine  and  frank  statement, 
and  I  want  to  find  out  whether  it  is  your  position  that  you  would 
favor  placing  the  contractor  on  the  same  level  if  he  has  sustained 
a  loss,  that  the  Government  is  if  it  finds  that  he  has  obtained  an 

excessive  profit.  i       ^  ^  ^         j 

Mr.  Karker.  Mr.  Doughton,  you  would  strengthen  the  statute,  and 
you  would  reduce  further  the  cost  of  material  for  war,  if  the  statute 
permitted  an  increase  in  prices,  an  increase  in  payment  to  a  contractor 
for  ability  during  a  completed  fiscal  period,  in  the  event  that  after 
prudent,  careful,  foresighted  management  and  reasonable  efficiency 
m  operation,  he  had  suffered  a  loss,  you  permitted  the  renegotiation 
authorities  to  renegotiate  an  additional  payment  to  him,  not  to  exceed 
some  very  small  figure,  say,  2  percent  net  before  taxes  on  the  i)ro- 
duction  for  Government.  But  1  think  you  would  subject  yourself  to 
a  great  deal  of  criticism  if  you  did  do  that. 

The  Chairman.  I  am  not  arguing;  I  am  just  asking  you  m  order 
to  get  your  viewpoint  as  to  the  status  of  a  contractor  m  the  situation 
where  he  sustained  a  loss. 

Mr.  Karker.  I  can  give  you  one  illustration. 

The  Chairman.  There  is  nothing  more  important  in  my  own  opin- 
ion than  that  the  Government  be  as  fair  to  an  individual  contractor 
as  the  Government  expects  him  to  be  to  the  Government.  Is  that  or 
not  a  sound  premise  and  sound  reasoning? 

Mr.  Karker.  It  is  perfect. 

The  Chairman.  If  this  law  is  to  be  rewritten  or  amended,  what 
I  am  asking  you,  without  any  argument,  is  whether  or  not  you  would 
favor  an  amendi^ent  to  the  law  which  would  place  the  Government 
and  the  contractor  on  a  level  in  that  regard.  ' 

Mr.  Karker.  I  think  it  would  be  very  constructive.  It  would  add 
a  great  deal  to  the  responsibility  of  men  engaged  in  renegotiation. 
I  have  a  great  deal  of  confidence  in  their  ability  to  handle  that  re- 
sponsibility and  to  do  it  well. 

There  was  an  illustration  of  a  manufacturer  of  155-millimetei 
shells  in  the  Chicago  area.  His  contract  price  was  $2.98.  He  had 
been  brought  into  renegotiation  and  the  facts  of  the  cost  of  his  product 
were  made  known. 


About  that  time  an  additional  contract  for  the  same  shells  at  the 
same  price,  which  was  not  excessive  in  relation  to  costs  in  other  parts 
of  the  country,  was  brought  before  the  contract-award  board  on 
which  a  meniber  of  the  Price  Adjustment  Board  in  the  Chicago  ord- 
nance district  served.  He  asked  that  the  award  of  the  contract  be 
delayed  for  a  few  hours.  It  was  determined  that  the  price  was  much 
too  high  m  relation  to  costs.  The  award  was  further  delayed  until  the 
contractor  could  be  consulted.  He  denied  that  the  information  pos- 
sessed by  the  Board  was  accurate  as  to  his  costs.  His  accountinor  firm 
was  consulted  and  they  confirmed  the  accuracy  of  the  Board's  infor- 
mation. 

The  president  of  the  contracting  company  was  then  convinced  and 
reduced  his  price  on  the  new  contract  from  $2.93  to  $2,  and  he  said 
that  It  the  Board  had  the  right  to  renegotiate  him  to  a  break-even 
P^i  n  ^^^^^  ^^^*  money,  he  would  have  made  the  price  $1.75 
ihe  Chairxman.  I  believe,  with  all  deference,  you  could  have  an- 
swered my  question  in  fewer  words,  and  perhaps  I  should  have  under- 
stood It  better  My  question  was  very  simple,  whether  or  not  you 
would  favor,  if  the  law  does  not  now  so  provide,  an  amendment  so 
that  the  contractor,  insofar  as  renegotiation  is  concerned,  would  be 
placed  on  a  level  with  the  Government.  "Yes"  or  "No"  can  answer 
that  question,  it  seems  to  me. 

Mr.  Karker.  I  do  not  know  how  to  answer  it  by  "Yes"  or  "No  " 

The  Chairman.  Answer  it  in  your  own  way.  I  would  not  want  to 
prescribe  your  answer.    The  chairman  would  not  want  to  do  that 

Mr.  Karker.  I  believe  an  amendment  with  certain  restrictions  as  to 
the  considerations  that  the  renegotiating  authorities  must  take  into 
account  to  permit  renegotiation  upward  so  as  to  make  provision  in 
proper  cases  for  the  elimination  of  losses  on  production  for  war  would 
be  desirable,  m  that  it  would  do  justice  to  the  contracting  companies 
and  would  resu  t  in  lower  prices  on  Government  purchases,  if  such  a 
provision  were  in  the  law.  ' 

The'CHATRMAN.  That  is  not  in  the  law  now. 

Mr.  Karker.  No,  sir. 

r^^H  .^Hf i™AN.  You  suggest  that  it  would  help  a  lot  if  it  were 
placed  m  the  law ;  is  that  right  ?  p         t  n  it  were 

mJ^if;  ^^^f^'  ^  ^Z  ''''*  ^"^^^^^  '*  ^^^^"^^  I  thii^k  it  is  involved  and 
S  -TlK'''  ^«".troversy  and  criticism.  But  I  think  it  would  be 
beneficial  if  it  were  m  the  law. 

The  Chairman.  I  think  that  is  a  very  frank  answer.  The  amount 
of  money,  which  through  any  negotiation  is  recaptured  by  the  Gov- 
ernment,  is  not  considered  as  income  for  taxable  purposes,  is  it « 

renjotfat"        '  '"'"''  '"'  '"^"'^^''^  ^^  '^'  "^^  remaining  after 
The  Chairman.  Just  the  net? 
Mr.  Karker.  Just  the  net ;  yes,  sir. 
The  Chairman.  I  thought  that  was  the  case. 
Mr.  Carlson.  Mr.  Karker,  you  have  made  a  very  fine  statement  on 

not  ^^^^  "l^Z&'^Z  fatsTm^eVS 

several  groups  of  contractors  who  had  been  renSiaZ^^^ 
iiumber  who  expect  to  be  renegotiated.  renegotiated,  and  a 
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I  think  there  is  a  definite  fear  of  reprisal  on  the  part  of  some  of 
these  contractors  as  to  what  might  happen  if  they  take  the  matter  up 
with  Members  of  Congress,  or  appear  before  the  committee  m  these 
hearings.  Do  you  definitely  state,  to  your  knowledge,  that  there  are 
no  threats  of  reprisals  or  that  there  will  be  none  ? 

Mr.  Karker.  Certainly  I,  speaking  for  myself,  can  say  that  there 
has  been  none,  there  is  none,  and  there  will  be  none.  I  thmk  I  can 
speak  with  equal  certainty  for  the  men  engaged  m  renegotiation  m 
the  War  Department,  and  by  inference,  because  I  know  the  character 
of  the  men  who  are  engaged  in  this  job  in  other  departments,  I  think 
I  can  speak  for  them.  But  there  are  bound  to  be  exceptions.  I  do  not 
know  what  they  are  or  where  they  will  arise,  but  I  thmk  the  fear  is 
in  much  greater  volume  than  the  justification. 

Mr.  Carlson.  I  am  glad  to  have  that  statement  from  you  in  the 
record,  Mr.  Karker.  I  think  it  will  make  some  contractors  feel  freer 
in  their  testimonv  before  this  committee. 

I  visited  with  "one  contractor  in  particular  who  was  renegotiated, 
one  of  the  large  contractors  in  this  war  work.  He  refunded  a  sub- 
stantial amount  on  contracts  previous  to  the  enactment  of  the  rene- 
gotiation laws  because  his  costs  were  must  less  than  be  expected  them 

I  sugt^ested  that  he  appear  before  this  committee  because  he  should 
really  know  the  subject.  I  got  a  letter  from  him,  and  I  will  read  two 
paragraphs  from  it  because  they  express  his  viewpoint  which,  I  find,  is 
quite^'general,  as  I  have  talked  with  contractors. 

Keading  from  this  letter,  he  says : 

I  personally  would  prefer  not  to  appear  before  the  committee  if  possible,  be- 
cansj  cf  the  compromising  position  iu  which  an  industry  witness  tinds  himself. 
If  he  frankly  expresses  his  opinion  as  to  the  virtues  of  the  renegotiation  statute, 
he  automatically  puts  himself  in  the  dog  house  with  the  Government  procure- 
ment agency  with  which  he  is  doing  business.  On  the  other  hand,  if  he  hedges 
his  answers  because  of  the  peculiar  relationship  between  himself  and  the  pro- 
curement agency,  it  gives  the  procurement  agency  an  opportuunity  to  state  that 
everything  is  jiist  dandy  with  renegotiation. 

In  view  of  vour  statement  this  morning,  I  sincerely  hope  that  all 
these  manufacturers  will  come  here  and  lay  their  cards  on  the  table, 
so  to  speak,  and  I  at  least  hope  and  trust  there  will  be  no  reprisals 
from  any  of  the  procurement  agencies. 

Mr.  Karker.  If  you  have  any  information  or  evidence  that  there 
have  been  any  reprisals  in  the  past  in  connection  with  any  operations 
of  this  particular  activity  in  the  War  Department,  I  shall  be  glad  if 
you  would  tell  me  about  them  so  that  I  may  give  the  departments  a 
chance  to  present  their  side.     I  believe  there  have  been  none. 

Mr.  Cablson.  That  is  a  very  fair  statement. 

Another  point  which  came  to  my  attention  was  this,  that  these 
renegotiations  seemed  to  reward  extravagance   and  inefficiency   in 

industry.  ,     ,    ,  -,        .  i 

For  instance,  I  found  a  manufacturer  who  had  saved,  so  to  speaK, 
a  large  sum  of  money  by  taking  cae^h  discoimts  on  in\'oices.  He  did 
tliis,  realizing  that  he  would  have  no  opportunity  to  inspect  the  goods, 
and' there  might  be  a  delay  in  delivery,  but  he  thought  he  was  savin?' 
the  company  a  substantial' sum  of  money.  But  tlien  the  renegotiator^ 
came  along  and  listed  that  saving  in  the  first  instance  as  "other  income. 


This  renegotiation  was  sent  to  Washington  and  they  reversed  the 
decision  and  finally  ruled  it  to  be  a  reduction  of  the  cost  of  performing 
the  contract. 

In  other  words,  this  company  was  penalized  for  using  good  business 
practice. 

Mr.  Kabker.  Of  course,  on  the  statement  of  the  facts  as  you  give 
them,  that  would  appear  to  be  true.  What  the  facts  over  all  are  I 
do  not  know,  but  if  you  will  privately  give  me  the  name  of  the  com- 
pany I  will  present  all  the  facts  to  you  so  you  may  satisfy  yourself 
as  to  whether  or  not  the  final  decision  was  reasonable. 

If  in  any  single  instance,  not  over  all,  there  has  been  a  reward 
of  inefficiency  and  extravagance,  that  is  the  exact  antithesis  of  the 
intent  of  the  Board  and  of  the  statement  of  its  policy  and  of  the 
instructions  which  they  have  issued  to  its  personnel. 

Mr.  Carlson.  There  is  one  complaint  that  I  find  in  the  field  where 
they  are  manufacturing  war  products,  which  is  this :  I  have  talked 
with  a  large  number  of  manufacturers,  both  large  and  small  and 
invariably  they  will  say,  "what  is  the  use  of  trying  to  become  an  effi- 
cient organization;  the  larger  overhead  that  we  have  or  the  more 
"^^iJf -^  Z^  ^P^^^  ^^^^  greater  will  be  our  return  following  renegotiation  " 

Mr  Karker.  I  am  afraid  that  is  one  of  the  generalities  which  has 
no  substance  m  fact.   It  is  better  not  to  generalize. 

Mr.  Carlson.  In  my  opinion,  it  merits  review  and  study  bv  the 
committee.  '^     "^ 

Mr.  Lynch  Mr.  Karker,  I  understood  you  to  say  that  in  England 
they  allow  71/2  percent  before  taxes  ? 

Mr.  Karker.  On  invested  capital ;  that  is  my  information. 

Mr  Lynch.  In  the  renegotiation  of  contracts,  do  you  consider  the 
investment  of  capital,  and  where  there  is  an  investment  of  private 
capital  as  contrasted  with  advances  made  by  the  Government  m  con- 
nection with  the  plant,  do  you  give  a  further  allowance  in  connection 
with  the  investment  of  private  capital  ? 

Mr.  Karker.  Yes,  sir. 

Mr.  Lynch.  Why  do  you  recommend  exemptions  up  to  $500,000  per 
annum,  rather  than  the  present  $100,000?  t-      ^^      ,       ij 

Mr.  Karker  Partly  because  it  will  reduce  the  administrative  load 
by  somewhere  between  16  and  30  percent;  it  will  reduce  the  number  of 
^T^T^i  with  which  we  make  renegotiations,  and  thus  reduce  the 
work  load;  partly  because  the  companies  having  billings  of  $10  000 
a  week  are  such  that  they  do  not  have  accounting  and  legal  staff  organ- 
zations  available ;  they  do  not  have  accounting  systems  set  up  wlweby 
en  inf  Wi^^^  f  ^^?  ^l^  segregated  and  the  cost  of  those  sales 
^nli^fw  ^'^•-  ^\'''  ^^"^  ^''^^'^  ^^  renegotiation  of  those  com- 
m^^i.  'u  5^  requires  the  taking  of  more  of  the  productive  time  which 
Zti  ^^1^^^^^^/,^  the  production  of  material  required  in  the  prose- 

u  ^^^  ^^  *h®  IsLTger  companies. 

tvvV'  ^^'^^^:  ?^  y?"  fii^^  ai^y  great  resistance  on  the  part  of  indus- 
Tvr    ^"^g^tiation  m  connection  with  future  deliveries « 
^Ir.  Karker.  Less  than  there  is  to  paying  back. 

iofui.l!!''^^'  '^''-  ^""^  ^''^''*'  H  r^"  '^^^  ^^t  renegotiate  with  respect 
0  tuture  deliveries  you  would  have  the  right  under  your  contract 

ifoTdM^^^^  ""'"'"''"'  "^^  ''''''  ^^'"  "  ^^^^  contrac^i^wouTd  you 
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Mr.  Karker.  That  is  right.  i  v      • 

Mr.  Lynch.  So,  as  a  matter  of  fact,  insofar  as  future  deliveries  are 
concerned,  industry  knows,  does  it  not,  that  there  is  the  possibility 
of  the  termination  of  the  contract. 

Mr.  Karker.  That  is  true.  t    •  w« 

Mr  Lynch.  So  they  can  save  themselves  a  little;  am  1  right? 
Mr*  Karker.  That  is  right.     But  of  course  there  are  so  many  con- 
tracts—I suppose  no  one  knows  exactly  how  many  contracts  are  out- 
standinir  in  the  War  Department,  but  we  know  that  from  July  1 
to  October  31  last  year  there  were  1,400,000  contracts  made,  the  great 

volume  of  which  were  small.  .  .^i  i,  n 

Probably  over  3,000,000  contracts  were  m  force,  either  wholly  or 
partially  completed,  during  1012,  and  perhaps  as  many  are  m  force 

today  as  before.  ,    ^  t  •  -n      ,.,,,. 

Mr.  Lunch.  Wliere  you  have  contracts  that  are  divisible— sup- 
pose the  Government  had  entered  into  a  contract  for  10,000  pumps 
with  the  option  of  ordering  20,000  more,  and  where,  say,  70  or  80 
percent  had  been  completed  by  the  exercise  of  the  option  m  the 
previous  year,  do  you  not  think  that  those  deliveries  that  have  been 
made  and  paid  for  with  a  guarantee  that  might  have  expired  on 
them— do  you  not  think  they  shoiUd  be  outside  of  the  renegotiation 
of  the  entire  contracts  ? 

Mr  Karker.  No,  sir;  I  do  not,  under  the  conditions  that  actuallv 
have  existed ;  I  do  think,  as  I  testified  earlier,  that  the  amount  ot 
recovery  from  contracts  in  that  status  will  continue  to  decrease  and 
be  less  imporant  in  each  succeeding  year.  As  the  technique  of  pro- 
curement, the  knowledge  and  ability  of  procurement  othcers  improve, 
the  consciousness  of  a  proper  relationship  of  price  to  cost  increases  on 

the  part  of  industry.  jt    j    -   - 

I  believe  this  statute  by  itself,  without  any  influence  of  adminis- 
tration, is  having  a  constructive  influence  on  the  thought  and  action 
of  industry  as  well  as  procurement  officers,  and  that  there  should  be 
such  improvement  in  our  purchasing  and  our  pricing  m  relation  to 
the  cost  as  will  make  both  the  recoveries  and  influence  of  renegotia- 
tion of  less  and  less  importance  with  the  passage  of  time. 

Mr.  Lynch.  The  verv  fact  of  the  existence  of  your  organization,  ot 
your  board,  has  already  brought  down  prices  considerably. 

Mr.  Karker.  I  think  very  materially.  ,     ^         ^ 

Mr  Lynch.  Not  onlv  has  it  operated  in  that  way  by  fear  of  rene- 
gotiation, but  also  by  reason  of  the  fact  that  your  board,  your  account- 
ants, and  your  analysts  have  gotten  additional  information  which 
they  have  been  able  to  give  the  procurement  officers;  is  not  that  so  i 

Mr.  IvARKER.  I  think  that  is  true.  .      . 

Mr.  Lynch.  When  you  si^eak  about  your  objection  to  any  rene- 
gotiated contracts  having  to  do  with  standard  commercial  articles, 
with  all  of  the  information  that  you  have  procured  and  have  given  to 
the  procurement  bureaus,  would  not  that  in  large  part  naturally 
eliminate  renegotiation?  ^  t     -n    .-, 

Mr.  Karker.  I  do  not  think  so,  for  these  two  reasons,  and  I  will  use 
two  industries  by  way  of  illustration.  ,,.,    ^      •     •  i^c 

The  textile  industry  is  one  of  long  standing,  established  principles 
and  procedures,  whose  costs  under  normal  conditions  are  known,  and 
that  is  an  industry  whose  prices  are  controlled  by  a  ceiling,  and  yet  its 


prices  to  the  Government  on  a  yardage  basis  are  generally  under  the 
ceiling  set  for  such  material  for  civilian  use.     In  spite  of  that  because ; 
first,  of  the  increase  m  the  yardage  produced,  which  runs  in  the  cotton 
textiles  from  2^/2  to  3  times  over  that  in  other  years;  and  second 
because  of  the  simplicity  of  the  material  they  were  producing  and 
which  was  being  purchased,  with  no  changes  in  looms  being  required 
for  weight  or  pattern  or  color  of  the  product  they  produced,  they  were 
able  to  reduce  their  cost  below  any  they  had  previously  experienced 
or  handled,  the  result  is  that  they  have  made  excessive  profits     I 
have  plenty  of  illustrations  of  individual  companies.     To  say  that 
the  costs  today  can  be  used  directly  to  determine  the  cost,  of  the  pro- 
duction of  yardage  of  1944  is  to  jump  over  the  changes  which  might  be 
made  either  in  the  increase  in  the  quantities  on  contract  with  the  par- 
ticular contracting  company,  or,  from  his  standpoint  to  the  reduction 
m  quantity. 

Eenegotiations  will  work  in  the  event  of  that  happening  to  the 
advantage  of  the  contractor  who  now  sees  it  working  to  his  disad- 
vantage  because  of  the  increase  in  quantity. 

Mr.  Lynch  But  my  point  is  this,  that  with  your  renegotiation 
board  and  with  the  information  you  have  received  and  which  you  <rive 
the  procurement  officers,  the  chances  of  renegotiation  on  standard  com- 
mercial articles  are  lessened  by  the  fact  that  you  now  know  approxi- 
mately  what  the  costs  of  those  standard  commercial  articles  are  and 
any  profits  you  are  able  to  figure  out  so  far  as  they  are  concerned 
because  of  increase  in  production  might  be  figured  automatically,  and 
so  tar  as  standard  commercial  articles  are  concerned  you  can  also 
eliminate  renegotiation,  can  you  not  ? 

Mr  Karker.  Yes ;  I  think  that  would  be  true  if  it  were  not  for  the 
tact  that  m  many  industries  producing  for  the  regular  channels  of 
commerce  they  have  established  price  lists  from  which  they  recede 
with  the  greatest  reluctance.  And  that  is  an  understatement :  thev 
do  not  recede.    That  is  a  fact.  '      ^ 

By  the  maintenance  of  those  price  lists,  based  upon  a  volume  one- 
seventh  ot  today,  excessive  profits  are  now  bound  to  result. 

If  there  might  be  developed  additional  discounts  which  they  were 
willing  to  give  the  Government,  in  proportion  as  the  increased  volume 
Had  reduced  their  costs,  your  conclusions  might  logically  hold. 

Ihe  whole  field  of  American  production  is  so  involved  and  so  intri- 
cate and  includes  so  many  items  that  I  think  it  is  either  overgeneralized 
or  almost  unknown.  ^ 

vn!^^  ^™CH.  Going  back  to  your  statement  that  under  renegotiation 
2\ntll  '^'\^  '^""^  $2,723,500,000,  do  you  know  of  any  company 
Sends^"       ^^^^^^*^^*^^^  «f  contracts,  has  not  been  able  to  pay 

Mr.  Karker.  Were  they  able  to  pay  them  before  ? 
forp"";!^^^^^'  ^^^^j^  ^^'    Assuming  they  were  able  to  pay  them  be- 
of  nnnl    ^T""  •     ""T  ""l  ^"^'  company  which  by  reason  of  renegotiation 

\r   ^^^    •  IS  not  able  to  pay  dividends  now  ? 

recor;i  W  K^""'  ]  ^"^  '^""^  u'''''^  ""^  ""'^^  '"'^^^^  company  whose  base  year 
M    T        ^^"  lessened  by  renegotiation.  ^ 

pay  divtZ'Jc  1?^  ^«^rse  you  do  know  many  companies  that  did  not 

wuh  rpnf  ^^  f^'^'"''?  ^^^L^^  "^^^'"^  considerable  money  now,  even 
'^m  renegotiation ;  is  not  that  correct  ?  j         ,       1* 
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Mr.  Kaeker.  Yes,  they  are  making  a  great  deal.  .  ^^„i^  :„ 

Mr  Lynch.  I  understand  you  to  say  you  have  no  fixed  formula  in 

connection  with  renegotiation.    Will  you  explain  why  you  have  not 

adopted  a  fixed  formula?  -^^  „  rr.nt>.o 

Mr.  IOrker.  a  formula  presumes  the  ability  to  assign  a  mathe- 
matical  value  to  every  element  taken  into  consideration.  But  that 
k  impossible  in  connection  with  renegotiation.  It  is  as  impossible  in 
connection  with  renegotiation  as  it  would  be  in  the  determination  of 
the  value  of  a  business  if  you  were  buying  one.  -,  .     •     ;i  +1.. 

We  have  defined  principles  and  adopted  policies  and  trained  the 
organization  in  the  following  of  those  policies,  so  there  is  a  method, 
th?re  is  a  procedure,  and  there  is  a  listing  of  items  to  be  taken  mto 
consideration,  each  to  be  weighed  in  relation  to  the  experience  and 
character,  background  and  ability  of  the  men  who  are  to  make  the 
determination,  as  the  course  and  procedures  which  are  discussed  with 
representatives  of  contracting  companies  before  their  opinions  are 

^^ We\*ave  asked  every  contracting  company  which  comes  ^etee  the 
War  Depai-tment  and  appears  for  renegotiation,  as  one  of  the  tirst 
steps  in  the  procedure  to  present  a  memorandum,  preferably  briet, 
setting  forth  every  consideration  that  they  can  think  of  that  in  their 
minds  iustify  the  profits  which  they  have  realized. 

Mr  Lynch.  And,  as  I  understand,  you  feel  if  you  had  a  fixed 
formula  it  might  work  out  to  the  disadvantage  of  many  concerns 
with  which  the  Government  is  doing  business?     Is  that  correct i« 

Mr.  Karker.  I  feel  much  more  definitely  than  that.    It  not  only 

**might,"  but  it  inevitably  would.  .      .i_  ^ 

Mr  Lynch.  You  mentioned,  rather  to  my  surprise,  that  you  are  m 
favor  of  renegotiating  to  an  extent  those  contracts  where  losses  have 
been  sustained  by  the  manufacturer.  Do  you  draw  any  distinction 
between  losses  sustained  on  a  contract  where  there  has  been  com- 
petitive bidding,  and  a  contract  which  just  has  been  negotiated  by 

the  Government?  ,.    .     ..  •,  .^    .  -  ^  ^u. 

Mr  Karker.  Oh,  yes ;  I  draw  a  distinction,  and  that  is  one  ot  the 
intricacies  of  delegating  the  power  to  renegotiate  a  profit ;  because  it 
must  be  surrounded  and  safeguarded  with  the  requirement  that  there 
be  due  consideration  and  weight  given  to  competence,  to  care,  to  pru- 
dence of  the  management,  to  the  etfort  at  production.  And  you  will 
remember,  sir,  that  on  renejrotiating  we  renegotiate  over  all.  Ihe 
contracting  officers  of  the  War  Department  deal  ccmtract  by  con- 
tract. The  renegotiating  board  deals  with  all  of  the  contracts  ot 
the  contracting  company  for  the  fiscal  period— a  calendar  year,  or 
other  fiscal  period.  Therefore  we  would  exercise  the  power,  about 
which  the  chairman  asked  me,  only  if  on  all  of  his  contracts  for  the 
Government  he  had  sufl'ered  an  aggregate  loss ;  not  just  on  those  on 
which  he  had  made  a  loss,  if  he  had  made  a  high  profit  on  others. 

Mr.  Lynch.  Now,  to  come  back  to  my  question,  and  that  is  witn 
respect  to  where  a  competitive  bid  has  been  put  in  and  assuming  there 
is  just  a  single  contract  and  there  has  been  a  loss  on  the  part  of  the 
contractor:  You  do  not  go  as  far  as  to  say  that,  under  those  cir- 
cumstances, the  Government  should  renegotiate  so  that  the  con- 
tractor should  not  suffer  a  loss,  do  you? 

Mr.  Karker.  Oh,  no.  I  did  not  say  in  mj  answer  to  the  chairman 
that  the  board  should  renegotiate  a  profit  m  every  situation ;  I  saia 


it  would  be  advantageous  if  they  had  the  power  to  do  so,  had  the 
right  to  do  so.  The  contracting  officers  in  the  War  Department,  and 
in  the  other  departments  likewise,  today  have  the  power  to  renegotiate 
V.  higher  price  under  conditions  as  you  name  them,  but  they  exercise 
that  right  with  great  i-eluctance  and  discretion  and  only  after  demon- 
stration on  the  part  of  the  contractor  that  this  price  was  named  either 
through  error  or  misconception,  or  for  some  other  reason  that  has 
arisen  since  his  bid  was  submitted— that  there  is  difficulty  in  making 
deliveries.  ^ 

Mr.  Lynch.  You  do  not  mean  to  say,  do  you,  that  where  you  had 
competitive  bidding  and  the  contractor  has  suffered  a  loss,  you  believe 
T"ij   ^i!^  ^^^  confined  to  competitive  bidding,  that  the  Government 
should  then  renegotiate  to  reimburse  a  losing  contractor  for  his  loss 
of  profit? 

Mr.  Karker.  Of  course,  the  proportion  of  competitive  bidding 
today  is  practically  nil.  ^ 

Mr  Lynch.  But  to  go  back  to  the  point,  my  question  is  as  to 
whether  or  not  you  believe  that  where  there  has  been  competitive 
bidding  and  the  contractor  suffers  a  loss,  the  Government  should 
then  reimburse  the  contractor  for  the  loss« 

•^  ^J""'  ■^^^*  "^''*    ^  ^^7  ^^^y  ^^^^  I  t^ini^  it  would  be  advantageous 

^hey  had  the  power  to  do  so  on  over-all  renegotiation. 

Mr.  Lynch.  Well,  do  you  mean  that  for  competitive  bidding,  as 
well  as  negotiated  contracts?  ^' 

Mr  Karker  No.  In  times  of  free  and  open  and  effective  competi- 
tion there  should  be  no  renegotiation. 

Mr.  Lynch.  Fine  But  I  am  still  talking  about  competitive  bid- 
ding. Do  you  think  where  there  has  been  competitive  bidding  and 
a  loss  on  the  part  of  the  contractor  that  the  Government  should  re- 
imburse  the  contractor? 

Mr  Karker.  I  do  not  think,  under  such  circumstances  as  you  de- 

tion  ?  ^""^  ^"^^  allowance.    Does  that  answer  the  ques- 

itim'^;.^Snm^T*'l'''?^  *?  ^^^  amendment  you  suggest  of  raising 
It  up  to  $500,000 :  If  the  law  is  changed,  what  opportunities  will  therl 
De  to  give  more  favorable  contracts  to  those  who  are  under  $500,000 « 
question  "dr^'  ^^^  *^^^^  ^  understand  the  significance  of  your 

Mr.  Lynch.  Well,  if  you  raise  it  from  $100,000  to  $500,000  and  there 
IS  no  renegotiation,  would  it  be  likely  that  the  Government  then  Vould 

ii^^^xl-^^^  contracts  to  those  smaller  contracting  parties 

Mr.  Karker.  Oh,  no. 

Mr.  Lynch  (continuing).  By  reason  of  the  fact  that  there  would 
not  be  renegotiation  ? 

an™;?t-''^'  ^^'  '''''  ''''^  ^*  ''"•  ^^""^^  ''^^^  mostly  subcontractors 
oii^vVciy,  Sir, 

Mr.  Lynch.  That  is  all. 

(After  informal  discussion,  the  committee  took  a  recess  until  2  p.  m.) 

after  RECESS 

RowV?T'"'^r''Tr"^''  pursuant  to  the  taking  of  the  recess,  Hon. 
aoDert  L.  Doughton  (chairman)  presiding. 
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STATEMENT  OF  HON.  MAURICE  KARKER— Resumed 

Mr.  Knutson.  Mr.  Karker,  when  I  interrogated  you  this  morning, 
I  forgot  to  ask  you  two  questions  wliich  I  would  like  to  have  answered. 

Mr.  KARKER.  Yes,  sir.  -         i,  * 

Mr.  Knutson.  How  were  the  names  of  the  contractors  chosen  to 

piT'ciilanze  ^ 

Mr.  Karker.  Oh,  with  a  letter  early  in  August  that  was  introduced 

in  the  record  this  morning? 

Mr.  Knutson.  How  were  the  names  chosen?  i      /-.     4.  • 

Mr.  Karker.  I  do  not  know,  sir.  They  were  chosen  by  Captain 
Sharp  from  a  list  of  those  who  had  been  renegotiated.  I  understand 
Captain  Sharp  is  here.  . 

Captain  Sharp.  Sir,  those  were  important  companies,  the  larger 
companies.  They  were  taken  as  those  that  had  substantial  resources. 
The  smaller  companies  were  not  included.    That  is  all  there  is  to  it. 

Mr.  Knutson.  Did  the  list  include  the  names  of  any  with  whom  you 
had  had  any  difficulties? 

Captain  Sharp.  I  am  sure  it  did ;  yes. 

Mr.  Knutson.  Will  you  insert  the  list  m  the  record? 

Captain  Sharp.  Yes,  I  can  get  it ;  I  do  not  have  it  here. 

Mr.  Knutson.  We  would  like  to  have  it  tomorrow  mornmg,  if  we 
can,  so  that  it  can  go  in  at  this  point. 

Captain  Sharp.  Surely. 

(The  matter  above-referred  to  is  as  follows:) 

War  Department, 
Office  of  the  Under  Secretary, 
Washington,  D.  C,  September  10, 19^. 

Mr.  Barron  K.  i5pieb, 

Clerk,  Committee  on  Ways  and  Means, 

House  of  Representatives,  Washington,  D.  C. 
Dear  Mr  Grier:  In  accordance  with  the  request  of  the  Honorable  Harold 
Knutson,  I  am  enclosing  a  list  of  the  firms  to  which  were  sent  the  form  letter 
signed  by  Mr.  Knrker,  introduced  yesterday  into  the  record  of  the  hearings  before 
the  House  Ways  and  Means  Conmiittee.  The  companies  were  selected  solely 
because  of  their  size  and  character,  and  without  any  knowledge  of  or  regard  to 
their  attitude  toward  renegotiation. 

^^^^^^"'y'  ELIOT  H.   SHARP, 

Captain,  Army  of  the  United  States,  Chief,  Technical  Information  Branch. 
Aluminum  Co.  of  America  Boeing    Airplane    Co.    &    Boeing    Air- 

The   American    Brake    Shoe   &   Foun-       craft  Co. 

^ry  Qq  Bridgeport  Brass  Co. 

American  Home  Products  Corporation      Brockway  Motor  Co. 
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American  Locomotive  Co. 
American  Seating  Co. 
American  Steel  Foundries 
American  Type  Founders,  Inc. 
American  Woolen  Co. 
Arlington  Mills 
Armstrong  Cork  Co. 
Atlas  Powder  Co. 
The  Autocar  Co. 

The  Baldwin  Locomotive  Works 
Bastian-Blessing  Co. 
Belding  Hem  in  way  Co. 
Belmont  Radio  Coi-po ration 
Bendix  Aviation  Corporation 
Bendix  Home  Appliances,  Inc 


Brown  &  Sharpe  Manufacturing  Co. 

Cessna  Aircraft  Co. 

Checker  Cab  Manufacturing  Corpora- 
tion 

Chicago  Flexible  Shaft  Co. 

Colorado  Fuel  &  Iron  Corporation 

Colts'  Patent  Firearms  Manufacturing 
Co. 

Continental  Motors  Corporation 

Continental  Roll  &  Steel  Foundry  Co. 

Copperweld  Steel  Co. 

Cornell-Dubilier  Electric  Corporation 

Deere  &  Co. 

Diamond  T  Motor  Car  Co. 

E.  I.  du  Pont  de  Nemours  &  Co. 


Eastman  Kodak  Co. 

The  Electric  Auto-Lite  Co. 

Elgin  National  Watch  Co. 

Eureka  Vacuum  Cleaner  Co. 

Evans  Products  Co. 

Farnsworth   Television   &  Radio   Cor 
poration 

Fashion  Park,  Inc. 

F'ederal  Motor  Truck  Co. 

Ferro  Enamel  Corporation 

Firestone  Tire  &  Rubber  Co. 

General  Bronze  Corporation 

General  American  Transi}ortation  Cor- 
poration 

General  Cable  Corporation 

General  Motors  Corporation 

General  Steel  Castings  Corporations 

Hammond  Int^truinent  Co. 

Harisburg  Steel  Corporation 

Hewitt  Rubber  Corporation 

Industrial  Brownhoist  Corporation 

International  Harvester  Co. 

International  Sliver  Co. 

Irving  Air  Chute  Co.,  Inc. 
Jones  &  Lamson  Machine  Co. 

King-Seeley  Corporation 

R.  G.  LeTourneau,  Inc. 
Link-Belt  Co. 

Lockheed  Aircraft  Corporation 
Massey-Harris  Co.,  Ltd. 
The  Maytag  Co. 
Merck  &  Company,  Inc. 
Mimsingwear,  Inc. 
National  Pressure  Cooker  Co. 
North  American  Aviation,  Inc. 
Otis  Elevator  Co. 
Parke,  Davis  &  Co. 
Philco  Corporation 
Remington  Arms  Co.,  Inc. 
Reo  Motors,  Inc. 
Revere  Copper  &  Brass,  Inc. 
Saco-Lowell  Shops 
Scovill  Manufacturing  Co. 
Scull  in  Steel  Co. 
Seiherling  Rubber  Co. 
A.  G.  Spalding  &  Bros.,  Inc. 
Stanley  Works 

Steel  Products  Engineering  Co. 
Stroock  (S.)  &  Co.,  Inc. 
The  Studebaker  Corporation 
The  Timken  Roller  Bearing  Co. 
rokheim  Oil  Tank  &  Pump  Co. 
Union  Twist  Drill  Go. 
United  Drug,  Inc. 
United  States  Rubber 
Veeder-Root,  Inc. 
Warren  Bros.  Co. 
Wayne  Pump  Co. 

ialG  &  Towne  Manufacturing  Co. 
-  A.  Young  Spring  &  wire  Corporation 
Uiampion  Spark  Plug  Co. 

t-merson  Radio  &  Phonograph  Corpora- 
tion 

Walter  Kidde  &  Co.,  Inc. 

^Honitor  Piezo  Products  Co. 

-National  Stamping  Co. 


New  Monarch  Machine  &  Stamping  Co. 
Ohio  Tool  Co. 
Sanderson  &  Porter 

Standard  Steel  Works 

Switlik  Parachute  Co. 

Taylorcraft  Aviation  Corporation 

Utica  Drop  Forge  &  Tool  Corporation 

Hiram  Walker  &  Sons,  Inc. 

Western  Electric  Co. 

Winchester  Mills 

A.  B.  Dick  Co. 

King-Seeley  Corporation 
-    Harder  Refrigerator  Corporation 

Cannon  Shoe  Co. 

International  Shoe  Co. 

Nestle's  Milk  Products,  Inc. 

Pacific  Mills 

Peerless  Woolen  Mills 

Plymouth  Cordage  Co. 

Rubberset  Co. 

Sun  way  Fruit  Products 

Uxbridge  Worsted  Co. 

Waterbury  Buckle  Co. 

Kennecott  Wire  &  Cable  Co. 

Piper  Aircraft  Corporation 

Link  Radio  Corporation 

Sonotone  Corporation 

American  Construction  Co. 

Henry  W.  Horst  Co. 

Austin  Bridge  Co. 

I'ennsylvania  Supply  Co. 

Detroit  Steel  Products  Co. 

American  Coach  &  Body  Co. 

LaCrosse  Trailer  &  Equipment  Co. 

Hussman-Ligonier  Co. 

R.  G.  LeTourneau,  Inc. 

National  Concrete  Fireproof  ing  Co. 

Sterling  Motor  Truck  Co.,  Inc. 

Reynolds  Spring  Co. 

Chicago  Railway  Equipment  Co. 

Warren  Bros.  Co. 

Broadway  Maintenance  Corporation 

Gray  Instrument  Co. 

Wall  Rope  Works,  Inc. 

American  Can  Co. 

Mack  Truck,  Inc. 

Koppers  Co. 

Wheeling  Steel  Corporation 

National  Gypsum  Co. 

Walthain  Watch  Co. 

J.  I.  Case  Co. 

The  Cuneo  Press,  Inc. 

Kimberly-Clark  Corporation 

Line  Material  Co. 

Pullman  Standard  Car  Manufacturing 
Co. 

Congoleum-Nairn 
Black  &  Decker 
American  Viscose 
Westinghouse  Air  Brake 
General  Railway  Signal  Ca 
Symington-Gould  Corporation 
Borg-Warner  Corporation 
Harley-Davidson  Motor  Co. 
Inland  Steel  Co. 
The  Parker  Pen  Co. 
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Pnmp  Engineering  Service  Corporation    Corning  Glass  Works 

(^hrvsler  Corporation  L.  C.  Smith  &  Corona  Typewriters,  Inc. 

Holiaiid  Furnace  Co.  Merchant  Calculating  Machine  Co. 

American  Forging  &  Socket  Co.  Dictaphone  Corporation 

Hupp  Motor  Car  Corporation  Waterbury  Clock  Co. 

Kelsev-Hayes  Wheel  Co.  Torriugton  Co. 

Campbell  Wvant  &  Campbell  Co.  Electrolux  Corporation 

Merganthaler  Linotype  Co.  American  Stove  Co. 

R.  Hoe  &  Co.,  Inc. 

Mr.  Mills.  Mr.  Karker,  I  want  to  ask  you  just  a  few  questions.  I 
do  not  think  it  will  require  a  very  lengthy  answer  to  any  one  of  them. 

Does  your  experience  to  date  indicate  that  there  is  less  need  for 
the  right  to  renegotiate  to  recapture  profits  already  accrued  than 
was  the  case,  say,  a  year  or  so  ago  ?  .      .     , 

Mr.  Karkek.  Of  course,  the  record  for  1942,  which  is  the  year  now 
being  renegotiated,  is  completed.  Presumably  the  remaining  con- 
tracts t6  be  renegotiated  for  that  year  will  be  found  in  about  the 
same  proportion  to  have  accumulated  excessive  profits  during  that 
year.  I  believe  that  for  1943  the  need  is  measurably  less;  that  the 
accumulation  of  excessive  profits  will  be  smaller;  that  the  procure- 
ment procedures  have  been  materially  improved. 

Mr.  Mills.  That  is  due  to  the  fact  that  the  Army  now  has  ex- 
perience developed  over  the  past  year  or  18  months  that  indicates  to 
those  procuring  materials  a  better  idea  of  what  a  fair  price  is;  is 

that  it?  .  ^    ,       X  .  . 

Mr.  Karker.  That  is  partly  it;  partly  the  existence  of  the  statute 
has  made  industry  itself  cost  and  price  conscious  and  they  are  making 
closer  prices  than  they  did  previously. 

Mr.  Mills.  Mr.  Karker,  has  the  situation  developed  to  the  point 
that  you  could  perform  the  functions  of  renegotiation  by  limiting 
your  operations  to  the  effect  upon  parts  of  contracts  that  have  not 
been  completed,  or  to  future  contracts,  and  strike  off,  say,  today  or 
tomorrow,  the  authority  to  go  back  and  renegotiate  for  the  purpose 
of  recapturing  profits  already  accrued  ? 

Mr.  Karker.  Not  in  my  judgment;  no,  sir. 

Mr.  Mills.  Would  there  be  excessive  profits  accruing  to  industries 
that  would  not  be  reached  by  the  excess-profits  tax? 

Mr.  Karker.  I  believe  so.  . 

Mr.  Mills.  Are  there  cases,  Mr.  Karker,  that  are  not  reached  in 
your  opinion  by  the  operation  of  the  law  on  excess  profits,  that  are 
reached  by  renegotiation? 

Mr.  Karker.  Yes,  sir. 

Mr.  Mills.  I  wish  you  would  give  me  an  example  of  a  case  like 
that,  that  you  can  reach  and  obtain  excess  profits  where  the  law 
will  not  operate  to  relieve  the  individual  of  those  excess  profits. 

Mr.  Karker.  A  case  was  mentioned  this  morning  by  a  member  of  the 
committee  where  22  percent  net  on  sales  had  been  allowed  on  renegotia- 
tion. That  was  the  case  of  a  manufacturer  of  machine  guns,  .30-  and 
.60-caliber  machine  guns.  The  sales  of  that  corporation  were 
$51,000,000  for  the  year  1942.  On  examination,  in  renegotiation,  it 
was  determined  that  $24,000,000  of  those  sales  were  excessive  profits 
and  were  recovered,  after  leaving  with  that  corporation  average  profits 
on  the  reduced  volume  of  some  22  percent.  I  think  it  is  obvious  that 
recovery  in  anything  like  that  proportion  would  have  been  impossible 
under  the  excess-profits  tax  and  that  the  amount  of  profit  left  after  the 


application  of  the  tax  statue  would  have  been  completely  unjustified  in 
i)iiai;  situation. 

Mr.  Mills.  Could  not  the  excess-profits  tax  law  be  amended  in  such 
a  way,  m  your  opinion,  so  as  to  equal  the  amount  that  you  could  get 
under  renegotiation  ?  ^  t>  " 

Mr.  Karkek.  In  my  opinion,  in  my  judgment,  it  could  not  be.  But 
I  am  not  a  tax  expert,  sir. 

Mr.  Mills.  The  reason  I  asked  you  that  question  is  because  I  was 
under  the  impression  there  was  a  certain  type  of  cases  that  the  excess- 
profits  tax  law  would  not  be  applicable  to  in  the  proportion  that 
renegotiation  would.  i     i'      '  " 

Mr.  Karker.  Eight,  sir. 

Mr.  Mills.  Are  there  such  cases? 

quSon,^  Jkiur  "°*  '"''^  *''''*  ^  understand  the  significance  of  the 
Mr.  Mills.  Cases  that  may  arise  where,  by  the  operation  of  the 
excess-profits  tax  law  bases  and  the  procedure  set  forth  in  that  law, 
the  excess  profits  will  not  be  drained  off;  whereas,  by  renegotiation 
you  can  dram  those  off?  >    j         b  <■  """ii, 

Mr.  Karker.  Well,  I  think  that  was  trne  in  the  illustration  I  gave. 
It  would  be  equally  true  in  any  other  illustration  where  the  amount  of 
cixpital  employed  was  very  small  and  the  particular  operation  had  no 
background,  no  tax  base  or  experience  in  the  base  years.  In  one  case 
tlie  production  for  war  was  due  to  the  energy,  to  the  initiative  and  the 

*2  000  mo  :  T."  T*^  ^.^  •'  '""  •"  r^'''^  t'^^y  P™d'"=«'J  something  over 
$2,000,000  worth  of  radio  crystals-a  vital  item  in  the  war  and  used 

111  much  larger  quantity  in  war  than  in  peacetime  because  of  the  neces- 
sity of  two-way  communication  in  tank  and  aircraft  operation  \nd 
in  that  situation,  after  allowing  reasonable  salaries  for  the  individuals 
he  recovery  was  over  a  million  dollars.  Over  half  of  the  volume  of 
sales  were  recovered  as  excessive  profits,  to  which  he  agreed  And 
"0  tax  statute  that  I  know  of,  no"^  form'ula  that  has  wfn  proposed 

donef  w'lr/^f-"'  ^-'""^  ^T  ^'"^  ^^^'  t«  develop-and^^eCe 
mZ  \l'>t  of  studying  in  an  effort  to  develop  a  mathematical  for- 

il  '^  approached  that  result 

tJt'  ^  u''^ J°Ji  ^"^  acquainted,  Mr.  Karker,  with  the  procedure 
followed  by  the  Bureau  of  Internal  Revenue  with  reference  to  W 
vof.r't"'  Washington  of  the  activities  of  those  in  the  field.  Xve 
you  thought  any  about  the  possibility  of  working  out  a  sv^tom  W 

CCSTnttnfl  n  '"^  ^'  P°^'r^"^  r "-  *'  "^*-  "-d  S  he 
vidual  fnr  fl^i  .  ''''T^  '"  order,  rather  than  to  go  at  the  fndi- 

Mdual  for  the  recapture  of  something  he  made,  to  prevent  some  such 
mistake  being  made  in  the  future  by  tfiose  procuring  mat^rialTr 
ndf^iiZ^fu^^-  \ "^^V??®  y""  ?'■"  referring  now  to  the  possibility  of 

Afr  ^r,  r     a'*??'''^  procedure  on  individual  contracts  ?  ^ 

Jvir.  MILLS.  Ihat  is  right. 

Di^L^*"]'!?-  V^'"'c^*'".^''''' ^™^"i"S'  tl«  head  of  the  Purchases 
thJf  1  "  of  the  Army  Service  Forces  is  more  competent  to  testify  on 
that  point  than  I  And,  if  General  Browning  be  here,  would  you  ilfer 
your  question  to  General  Browning,  Mr  Mills «  ^ 

orno;  v„'J;^;If-^^f"^''^-'  ^^^ninS'  my  question  is  this-whether 
ml  It      ^t^P^^  deiiling  in  renegotiation  have  considered  the  poss^ 

V  £l  L  °*"'^i  °"  ^  '"^'^T  °*  P"^t  »»dit  of  contracts  on  an^nd  - 
vidual  basis  similar  to  procedure  followed  by  the  Bureau  of  Internal 
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Ke venue  in  auditing  reports  and  decisions  made  by  those  m  the  field? 
General  Browning.  Well,  that  system  is  used  in  England  to  some 
extent.  I  went  into  that  just  recently  while  I  was  over  there,  ihey 
have  a  rather  simple  centralized  procurement  operation.  We  are  com- 
pletely decentralized.  By  the  time  you  got  those  figures  m  here  and 
had  an  opportunity  to  go  over  them  and  then  got  them  back  to  the 
field  the  damage  would  be  done;  the  excessive  profits  would  have 
accrued.  However,  we  do  have  a  system  of  current,  more  or  less 
post  audit  in  certain  types  of  contracts,  where  costs  are  not  known, 
where  we  periodically  go  back  and  analyze  the  current  costs  of  the 
contractor  and  adjust  the  price  being  paid  currently,  based  on  his  cur- 
rent cost,  and  those  prices  can  be  changed  either  upward  or  down  as 
they  go  along.    We  do  have  that;  but  it  is  done  out  m  the  held  and 

not  in  Washington.  ,  .    ^     ,      -,       •    -j.  x- 

Mr.  Mills.  Is  the  system  now  being  used  in  England  as  irritating  as 
some  of  those  in  industry  have  described  our  system  to  be  ? 

General  Browning.  From  what  men  running  the  system  have  been 
telling  me,  they  have  had  about  the  same  problems  and  the  same  com- 
plaints in  England  that  we  have  had  over  here.  I  could  not  name  one 
that  they  have  not  had. 

Mr.  Mills.  Thank  you,  sir.  ,  ^^         ^ 

Now  Mr.  Karker,  I  have  one  further  question  to  address  to  you. 
You  have  indicated  to  the  committee,  and  to  some  of  us  when  we 
have  talked  to  you  personally  about  the  matter,  that  it  is  impossible 
to  write  into  the  law,  in  your  opinion,  a  set  formula  to  be  used  in 
determining  what  excess  profits  are,  and  so  on,  et  cetei-a.  I  notice 
on  page  991:  of  the  hearings  before  the  Naval  Affairs  Committe^  m 
June  of  this  year  that  you  set  forth  factors  which  you  considered  m 
renegotiation,  and  I  have  checked  them  and  there  seem  to  be  8  or  10 
factors  that  are  weighed  in  determining  whether  or  not  the  price  is 
fair  or  unfair.    You  say : 

The  question  is  frequently  asked:  "What  factors  are  weighed  in  determining 
excessive  profits?"  At  the  risk  of  burdening  you  with  the  enumerations,  I  will 
menticn  some  of  the  many  which  are  considered.  It  is,  of  course,  clear  that  not 
all  of  the  various  elements  will  be  present  in  any  one  case,  but  some  of  them  are 

involved  in  every  case. 

As  bearing  upon  efficiencv,  consideration  is  given  to  the  comparative  average 
prices  and  comparative  unadjusted  profit  margin  of  the  contractor  as  compared 
with  other  contractors  producing  similar  items  in  comparable  quantity.  Inquiry 
is  made  as  to  whether  the  contractor  is  a  high  or  a  low  cost  producer,  and  the 
reasons  for  his  cost  position  are  inquired  into.  The  contractor  s  acconiplishments 
in  reducing  cost  of  production  are  considered.  Consideration  is  given  to  the 
contractor's  comparative  labor  costs,  performance  on  delivery  schedules,  ana 
quality  and  quantity  of  production  in  relation  to  the  contractor  s  facilities;  to  the 
trend  of  general  and  administrative  expenses,  including  the  gross  amount  ot 
salaries  to  executives  and  the  salaries  to  each,  and  the  changes  in  salaries  paiu 
during  the  war  and  pre-war  periods ;  the  nature  and  amount  of  factory  burden, 
the  success  of  labor  procurement  and  handling  of  labor  relations,  the  skill  m  pro- 
curement of  parts  and  materials,  and  the  ingenuity  displayed  in  overcoming 

bottlenecks  in  production.  ,  •/•„..„««„  nf 

Special  contribution  to  the  war  effort  is  examined,  including  consideration  oi 
the  contractor's  cooperation  wi'h  the  Government:  developmtnai  and  ^xptii- 
mental  work;  the  granting  of  free  patent  licenses  to  the  Governn^ent  and  to 
competitors:  assistance  furnished  other  manufacturers  m  sharing  imnortant  pro- 
duction techniques,  developments  nnd  designs  and  in  sharing  materials  and  ideas 
and  the  saving  of  critical  materials  by  substitutions  or  otherwise. 

Opinions  of  qualified  Government  officials  on  various  phases  of  the  company » 
performance  are  obtained  when  advisable.    The  officials  consulted  are  not  solely 


the  contracting  officers  but  proper  representatives  of  the  War  Production  Board 
and  of  such  other  agencies  as  may  have  helpful  information  as  to  the  company's 
operation  and  contribution.  cumpauy  a 

The  risks  of  the  contractor  are  fully  explored.  Consideration  is  given  to 
whether  pricing  has  been  close  or  whether  risks  have  been  materially  reduced  bv 
operation  on  a  wide  margin  of  profit.  Special  inventory  risks,  risks  of  reiections 
warranty  risks,  possible  cancelation  or  reduction  of  contracts  with  attendant 
difficulties,  possible  delays  in  receipt  of  materials,  changes  in  design  risk  of  wace 
ncreases  or  special  labor  difficulties  such  as  large  labor  tur^ovl?' necessitS 
the  training  of  new  workers  or  the  need  of  carrying  workers  over  dull  neiiods 
the  extent  and  nature  of  private  financed  plant  expansion  and  the  prosS  of 
nonutihzation  for  Post-war  uses,  the  amount  of  investment  covered  by  certifi- 
cates of  necessity,  and  the  risk  that  production  for  war  purposes  will  exhaust 
post-war  markets,  are  all  considered.  t^xuaubi 

The  complexity  of  the  contractor's  operation  is  studied.     The  ratio  of  costs  of 
materials,  labor  and  factory  burden  to  costs  of  sales  is  an  important  item     The 
rate  of  capita   turn-over  is  informative.    The  type  of  products  man uf Sired  is 
gone  into  to  determine  whether  they  are  intricate  or  simple,  and  whSr^t^^^^ 
require  close  or  allow  wide  tolerances.    The  nature  of  the  particuhrbusfness?s 
examined  wi  h  f u  1  recognition  given  to  such  difl:erences  as,  for    nstance   elisl 
betvveen  an  individual  order  business  and  one  which  allows  straight  ifne  and 
Tl^  i^tLr^f "^"'r °-  .^^^-  ^i^-^rsification  of  products  nmnufacturedfs  of  weight 
The  extent  of  integration  is  a  particularly  important  factor  and  additional  Return 
is  always  recorded,  other  factors  being  the  same,  to  the  integrated  con tracto? 
over  the  nonmtegrated  producer,  on  the  obvious  princyeTif  me  comnn^^^^^ 
which  manufactures  a  final  item  from  and  sometimes  including  raw  materTals^s 
entitled,  m  his  profit,  to  a  greater  return  than  the  company  wldchTiystsm^te 
a-nlXS  fo^inThl^fi^Klir  ^^^^^^  ''^''  -st^-essarS^y  ^L^^l 

essened  degree  of  contribution,  as  frequently  the  giving  of  subcontracts  n^^^^^ 
satisfies  an  expressed  governmental  policy  of  spreadini  war  work   and  ^articu 

contractor  ^  subcontractor's  cost  risks  are  assumed  by  the 

buItlTas7Afo 'matVefnttr';^ 'Z'  rfi?""^"'?"*"^  ""^'""^^  '^  considered, 

ducHnn     X.^  ^''%  '^'V^.T^^^'  ^^  ^"y'  "^w  capital  has  been  added  for  war  nm 

provision  givinc  certain  plpmpnf«  ?.f  J^^LflV-  •  I,  ^  l»«"s  guaranteed,  with 
"slations.  elements  of  protection  m  Hie  event  of  contract  can- 

VoJ'lTf.Tl''  you  give  me  some  idea  of  the  comparative  weight  which 
teilt  '^l'i^*°  ^^^  reduction  made  in  cost  of  producing  theslma- 
tenals,  so  that  one  engaged  in  industry  might  faiow  how  much  con- 
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sidcration  is  attached  to  the  reduction  which  he  makes  in  the  cost 
of  the  article  he  sells  to  the  War  Department? 

Mi-  Karker.  I  could  not  give  you  a  nmthematical  weighting  which 
would  be  applicable  in  any  series  of  cases.  I  could  say,  generally, 
r  connection  with  that  particular  factor,  it  is  given  prme  con- 
"deraron;  butTt  is  not  only  the  reduction  in  the  cost  of  production 
which  the  particular  individual  has  been  able  to  achieve;  it  is  his 
current  costs  in  relation  to  the  costs  of  production  by  others  which 
are  weighted  together.  And  one  of  the  earhestpohcies  adopted  by 
the  Renegotiatio"n  Board  was  that  there  should  be  incentive  and  re- 
ward  both  for  the  production  of  increased  quantities  m  relation 
To  available  facilities,  manpower  and  materials,  and  for  the  reduc- 
k.n  of  costs  of  that  production  and,  therefore,  lower  prices.  It  s 
one  of  the  prime  considerations.  The  lower-cost  producer  is  al- 
lowed a  higher  profit  per  unit  in  percentage  and  in  dollars  than 
in  the  higher-cost  producer;  but  to  weight  it  exactly  mathematically, 
havin*'  application  to  every  particular  case,  I  could  not  do. 

Mr."M^L.  Well,  have  you  given  those  with  whom  Jou  have  r  " 
negotiated  the  idea  that  a  reduction  in  price  oV''^'^  1.^/ 
Sibute  to  the  amount  that  they  are  permitted  to  retain  as  profit? 

Mr.  Karkik.  We  have  endeavored  to  do  so  m  every  single  re- 
negotiation ;  but,  from  the  comments  of  the  members  of  the  commit- 
tee. I  doubt  our  success  in  doing  it. 

Mr  Miixs.  Well,  if  industry  is  not  aware  of  the  fact  a  reduc- 
tion ^nth^-^ost  price  means  an'  increase  in  the  P.-ft  that  they  coii 
keep  as  an  inducement;  is  not  there  some  possibihty  that  the  law 
of  renegotiation  as  it  now  stands  may  operate  in  such  a  way  that 
thecost  of  materials  may  be  higher?  ,.  ,  ,    ,  -.-vi      * 

Mr.  Kabkkr.  I  do  not  think  there  is  the  slightest  Possibility  o 
the  present  statute  acting  to  increase  the  cost,  and  I  do  think  that 
industry  should  know  and  does  know  of  our  statements,  because  they 
have  been  made  orally  and  they  are  included  in  the  published  prin- 
ciples, policies,  interpretations,  and  procedures,  c«Pie«  o*  ^^Jf^^]'^;^ 
be^n  distributed  to  industry  and  made  freely  available  to  all  of  the 

'"'irthi*nk"the  difficulty  arises  in  the  fact  that  they  profess  not  to 
believe  it.    They  know  of  the  commitment,  but  I  am  not  sure  that 

they  believe  it.  .  i-  i-       i    „:„„  n,o 

Mr  Mills.  You  endeavor,  then,  m  your  renegotiation,  to  give  the 
ben"fi't  to  the  low-cost  producer  rather  than  to  the  high-cost  producer. 
Mr.  K.ABKKR.  Yes,  sir— even  though  we  desperately  need  the  pro- 
duction of  the  high-cost  producer  in  certain  lines  in  order  to  provuie 
the  amount  of  material  of  a  particular  item  which  is  required  for 

Mr.  MiLM.  It  is  not  necessary,  thouorh,  to  frjve  him  a  larp:e  inar<rin 
of  profit  on  a  percentage  basis  in  order  to  obtain  the  production,  is  it. 

Mr.  Karker.  No,  sir.    And  we  do  not,  knowingly,  allow  as  large 
a  maririn,  either  percentagewise  or  in  dollars. 

Mr.  mJlls.  Now,  Mr.  Karker,  let  me  ask  you  one  other  question 
that  has  reference  to  a  specific  case  T  have  in  mind.    Do  you  in  th 
War  Department  renegotiate  on  an  average  for  a  2-  or  3-year  perio 
undpr  any  circumstances,  or  strictly  on  a  1-year  period,  or  by  contract. 

Mr  Karker.  One  year  of  the  fiscal  period  of  the  particular  con- 
tractor  if  it  varies  from  the  calendar  year,  although  we  may  do  - 


years  at  the  same  time.  If,  for  instance,  a  contractor's  fiscal  period 
ends  April  30,  we  may  work  with  him  on  the  fiscal  period  ending 
April  30,  1942,  m  which  very  little  will  be  involved,  probably,  to 
renegotiate,  and  the  fiscal  period  ending  April  30,  1943. 

Mr.  Mills.  You  have  already  stated  to  the  committee  that  it  is  not 
the  policy  ot  your  office  to  renegotiate. 

Mr.  Karker.  To  renegotiate  '^ 

Mr  Mills.  To  open  the  matter  up  to  determine  whether  or  not  a 
fair  decision  was  reached  in  the  first  instance. 

Mr.  Karker.  The  renegotiation  agreements  are  subject  to  a  reopen- 
ing only  when  the  original  agreement  is  based  on  estimates  for  a  part 
of  the  year  and  then,  specifically,  if  there  is  a  material  variation 
between  the  performance  and  the  estimates. 

Mr.  Mills.  You  gave  us  the  idea  a  few  moments  ago  that  the  only 
solution  for  an  individual,  probably,  who  has  been  renegotiated  on  1 
year  s  business  and  loses  on  the  second  year's  business  is  to  go  to  Pro- 
curement and  try  to  obtain  an  increase  in  the  original  amount  of  his 
contract  m  the  year  m  which  he  had  a  loss. 

^l^'  F/^^^^  ^  y^^^^  "^^  conscious  that  had  been  mentioned. 
Mr.  Mills.  I  misunderstood  you,  then. 

Mr.  Karker   But  that  might  conceivably  be  a  situation. 

Mr.  Mills.  The  case  I  had  in  mind  was  this,  Mr.  Karker :    A  con- 

ZtZrf^uZoT^'^''''^^^  Y?^  Department  facilities  was  rene- 
&c^  ?  ^^^  business,  and  it  was  determined  he  had  received 

$300,000  oo  much  That  was  given  back.  Then,  in  the  year  1943, 
ZJTli^'l  further  construction  for  the  War  Department,  it  ma- 
ST  l""^  ^^  ^"'i  ^^^  $1^^,000  «^  another  contract  separate  and 
th^t'  /  ^^T,^^?^  '^  '^  ^.«Hl^  "Ot  be  advisable  for  som^  provision 
Lq  f  '"^  ^^u  P^™\ttmg  you  to  renegotiate  on  the  basis  of 
he  2-year  average  where  such  cases  might  arise,  rather  than  to  force 
this  mdividual  who  IS  working  for  the  Government,  actually,  to  fa^ 
iLTSce^'  bankruptcy.    And  in  this  particula^  instanc^J,  that  i^ 

.oc^""'  ^^^^^-  ^f  course,  I  do  not  know  the  facts  of  the  individual 

fKof ^    u  ®  $165,000  loss.    I  assume  his  1943  year  is  completed  • 

^^?t  he  has  no  other  contract  with  the  Government «  ^^^^^P^etea, 

Mr.  Mills.  He  has  no  other  contract  with  the  Government. 

Qml\^n^^;i    'V''^  ""u^H  ^*  carry-back  of  the  loss  will  not  ade- 
\f   -^  Protect  him  from  bankruptcy  ? 

ness  fn^f^"^'  ^^  ^^f  been  completely  renegotiated  on  the  1942  busi- 

th^"'  ^I'^'^^x":-,  ^''*'  "''°."*  ^^^  loss  on  the  contract  which  he  sot  as 
Sml.      «''T'''.'''"t^'''f''°'^  i"  the  first  instance,  wh  ch  clused 

M  ■  ^Z""^™-  May  I  have  that  question  again  8 
exkt  V^        •  ^°"l.d.it  be  advisable,  in  your  opinion,  if  such  cases  do 

Mr.  Karker.  I  would  see  no  objection  to  it— none 

. ^ith^espt^tT^^^^^^^         ron'"'  ^  i'  ""t  h'"'  ^^y  ^^^^  convictions 
respect  to  wliat  the  Congress  sh--ld  do  with  reference  to  this 
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legislation,  so  I  am  just  pursuing  a  little  information  which  I  know 
that  you  can  supply. 

I  notice  that  you  testified  this  morning  that  the  savings  under  this 
act — recaptured  profits,  recoveries  or  whatever  you  want  them— . 
amounted  to  $2,743,000,000.  Now,  does  that  figure  indicate  the  total 
amount  that  has  been  recovered  by  the  War  Department  alone? 

Mr.  Karker.  No,  sir.  That  is  by  the  War  Department  alone,  but 
that  is  the  total  sum  of  recoveries  which  amount  to  $1,247,400,000,  and 
the  price  reductions  made  on  the  negotiation  between  the  contracting 
officers  and  the  renegotiating  authorities  and  the  contracting  com- 
pany on  future  deliveries  on  existing  contracts  amounted  to  $1,496,- 
100,000.    It  is  a  combination  of  the  two  figures. 

Mr.  Gearhart.  I  understand  that.  I  have  them  here.  I  put  them 
down  at  the  time  you  gave  them.  The  figure  of  $2,743,000,000  rep- 
resents the  recoveries  that  have  been  made  by  the  board  that  represents 
the  War  Department  ? 

Mr.  Karker.  Yes.  I  do  not  want  to  seem  to  stress  the  point,  but  it  is 
not  all  recoveries.  Some  of  it  is  money  that  will  never  be  spent.  The 
price  has  been  reduced.    It  will  never  be  paid  out. 

Mr.  Gearhart.  Yes,  I  see  the  point  and  it  is  a  very  important  one 
in  your  calculations.  If  it  is  recovered  after  being  paid  out,  it  goes 
into  the  general  fund,  and  if  it  is  money  not  paid  out  it  goes,  or 
remains,  m  the  appropriations  available  for  future  expenditure  by 
the  War  Department. 

Mr.  Karker.  That  is  right.  Not  if  there  is  any  shortage.  There  is 
no  shortage  in  the  War  Department  appropriation  so  far  as  I  have 
heard. 

Mr.  Gearhart.  I  know  that  departments  strive  to  keep  as  much 
money  on  hand  as  possible  after  it  has  been  appropriated.  Could 
you  give  me  the  figure  of  the  total  recaptured  funds  and  the  total 
saved  funds  of  all  of  these  six  agencies  ? 

Mr.  Karker.  I  am  not  sure  that  I  have  it,  sir.    If  I  have,  I  can. 

As  of  the  end  of  July,  I  might  be  able  to  give  it.  No ;  I  do  not  have 
it,  sir.  It  is  approximately  ^,000,000,000  up  to  the  end  of  July,  but 
I  will  be  glad  to  insert  it  in  the  record. 

Mr.  Gearhart.  I  would  appreciate  if  you  would.  It  would  be 
more  or  less  disconnected  if  we  have  to  wait  until  a  representative 
of  each  one  of  those  agencies  appears  and  the  figures  are  made  to 
appear  piece  meal. 

The  Chairman.  The  information  will  be  inserted  in  the  record. 

(The  information  above  referred  to  is  as  follows :) 

August  17, 1943. 

Commitments  for  elimination  of  excessive  profits  in  the  amount  of  $3,955,845,000 
were  made  up  to  July  31,  1943,  by  American  industry  through  renegotiation  of 
contracts  with  the  price-adjustment  agencies  of  the  War,  Navy,  and  Treasury 
Departments  and  the  Maritime  Commission,  it  was  revealed  today  at  a  joint 
press  conference  held  by  the  chairmen  or  representatives  of  these  four  Boards 
and  the  Chairman  of  the  newly  created  Price  Adjustment  Board  of  the  War 
Shipping  Administration  and  the  Chairman  of  the  Review  Committee  of  the 
Reconstruction  Finance  Corporation. 

It  was  emphasized  that  this  figure  does  not  include  those  savings  resulting 
from  lower  prices  in  successive  contracts,  not  susceptible  of  accurate  measure- 
ments or  even  an  approximate  estimation,  but  savings  undoubtedly  many  times 
greater  than  the  measurable  recoveries  and  price  reductions  in  existing  contracts 
making  up  the  figures  here  presented. 

Of  the  total  for  the  15  months  since  the  authorization  of  the  Price  Adjustment 
Boards  and  their  associated  agencies,  $1,787,923,000  represent  commitments  tor 
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cash  refunds  and  $2,167,922,000  represent  commitments  for  price  reductions  for 
future  deliveries  on  existing  contracts. 
The  break-down  by  the  four  agencies  for  the  period  covered  is  as  follows : 


Army 

Navy 

Treasury 

Maritime  Commission 


Recoveries 


$1,247,400,000 

475, 475, 000 

2,460,000 

62,588,000 


Price  reductions 


$1,496,100,000 
627,668,000 


44,154,000 


Total 


$2,743,600,000 

1,103,143,000 

2,460.000 

106,742,000 


As  of  the  end  of  July,  written  or  oral  agreements  covering  1942  fiscal  year 
profits  and  prices  had  been  reached  with  4,866  war  contractors. 
By  agencies  the  break-down  was  as  follows : 


Army 

Navy 

Treasury 

Maritime  Commission 

Total , 


Cases 
settled 


4,866 


Cases  in 
progress 


3,913 

6,352 

816 

2,101 

18 

77 

119 

421 

7,951 


Total  cases 
assigned 


11,613 

3,244 

95 

682 


15,634 


Mr.  Gearhart.  Now,  with  reference  to  the  renegotiations  of  the 
War  Pepartment  Board,  what  number  of  contracts  have  been  ac- 
tually put  in  the  process  of  renegotiation,  the  renegotiations  that  have 
resulted  in  this  particular  saving,  or  the  recapture  of  $2,700,000,000  ? 

Mr.  Karker.  I  cannot  give  you  any  idea  of  the  number  of  contracts 
because  it  is  so  large  and  we  renegotiate  on  statutory  negotiations 
on  an  over-all  basis  for  all  of  these  contracts  in  effect  with  that  par- 
ticular supplier  for  the  fiscal  period  under  renegotiation.  The  con- 
tracting officers  deal  with  the  contracting  company  on  the  basis  of 
individual  contracts.  I  can  give  you  an  approximation  of  the  values 
of  the  contracts,  the  amount  of  the  purchases  under  the  contracts. 

Mr.  Gearhart.  I  will  appreciate  that.  That  was  to  be  my  next 
question. 

Mr.  Karker.  Approximately  40  percent  of  the  contracting  com- 
panies have  been  found  not  to  have  made  excessive  profits.  The 
amount  of  excessive  profits  on  the  60  percent  remaining  have  run 
about  16  to  16%  percent  of  the  selling  prices,  which  means  that  over 
all  on  the  total  of  the  contracts  covered  the  recoveries  and  the  price 
reductions  combined  amount  to  about  10  percent,  just  a  fraction  over 
10  percent  of  the  selling  prices.  Therefore,  the  value  of  the  contracts 
which  have  been  renegotiated,  either  over  all  or  individually — and  I 
do  not  mean  one  is  included  twice — ^there  is  approximately  $12,700,000,- 
000  in  the  War  Department. 

Mr.  Gearhart.  Can  you  tell  me  whether  or  not  any  contracts  were 
put  into  the  process  of  renegotiation  but  no  reductions  were  made? 

Mr.  Karker.  Oh,  there  were  many;  40  percent  of  the  agreements 
concluded,  of  the  examinations  made,  involved  no  excessive  profits'. 

Mr.  Gearhart.  Do  you  mean  ex  parte  examinations  or  where  both 
parties  were  present  and  the  matter  was  in  the  process  of  renego- 
tiation? ^ 
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II 


Mr.  Karker.  It  might  have  been  from  an  examination  of  the  facts 
submitted  by  the  contracting  companies  where  it  was  obvious  after 
they  had  segregated  the  sales  and  allocated  the  costs  that  no  excessive 
profits  were  involved.  We  simply  issue  a  clearance  under  those  cir- 
cumstances without  requiring  any  presentation  of  information,  al- 
though normally  we  do  meet  with  the  contracting  company's  repre- 
sentatives  at  least  in  order  to  examine  into  the  question  of  executive 
salaries,  the  increases  that  have  taken  place,  the  number  that  are 
included,  and  certain  other  of  the  factors  because  the  statute  makes 
it  mandatory  for  us  not  to  allow  excessive  salaries,  bonuses,  or  ele- 
ments of  reserves  and  costs,  so  there  must  be  a  reasonable  examina- 
tion to  determine  the  amounts  included  in  the  allocated  costs  have  not 
of  themselves  been  excessive. 

Mr.  Gearhart.  In  respect  to  the  contracts  that  were  put  into  tlie 
process  of  renegotiations,  did  any  of  those  investigations  reveal  that 
the  companv  was  not  making  enough,  resulting  in  a  lifting  of  the 
iiffures  in  favor  of  the  manufacturers?  . ,     ,      ^ 

Mr  Kakker.  We  have  no  authority  to  lift  the  figures  to  increase 
payments  made  under  the  statute,  but  in  our  experience  we  have  found 
that  somewhere  between  6  and  7  percent  of  the  number  of  contracting 
companies  lose  money  on  their  production  for  war. 

Mr  Gk\rh\rt.  I  wonder  if  I  have  not  put  my  finger  on  a  weakness 
in  the  statute.  Do  you  not  think  there  ought  to  be  power  panted 
under  this  law  to  relieve  a  company  that  has  made  a  bad  contract  as 
well  as  authority  to  dock  a  company  that  has  probably  done  a  little 

^\Ir  Karker.  That  is  a  discussion  that  I  had  briefly  with  the  chair- 
man durinff  this  morning's  session,  and  I  do  think  that  such  a  provision 
in  over-all  negotiations  would  be  beneficial,  result  in  lower  cost  prices 
on  Government  purchases.  I  think  that  it  would  have  to  be  exercised 
with  the  utmost  discretion.  It  is  a  grave  responsibility  to  put  upon 
the  negotiating  authorities  and,  if  it  be  done,  it  should  be  done  in  the 
liorht  of  the  fact  that  relief  on  individual  contracts  is  now  available  to 
the  contracting  company  by  contact  and  negotiation  with  the  con- 
tracting officer  of  the  department.  ,       ,      ,  ,  ..      t      i 

Perhaps  General  Browning  could  make  that  relationship  clearer  on 

purchase  than  I  have  made  it.  t,     ^      jj        n/,«rr 

Mr.  Gearhart.  General  Browning,  would  you  like  to  add  anytlung 

to  this  discussion  ?  ,     ^.     ,  ^^r      t»  k   ^         u  ,r«  fW 

General  Browning.  Under  the  First  War  Powers  Act,  we  have  the 
authority  to  amend  contracts  and  adjust  the  prices  upward  if,  in  our 
opinion,  it  will  facilitate  the  prosecution  of  the  war.  Now,  the  ques- 
tion that  was  raised  this  morning  about— will  we  raise  the  prices  wlier 
there  are  competitive  bids?— in  general,  we  will  not.  If  we  did  that 
and  we  guaranteed  the  contractor  a  profit  after  he  completed  the  con- 
tract or  after  he  had  taken  the  contract,  then  there  would  be  a  tend- 
ency on  the  part  of  contractors  o  bid  very  low  prices  in  order  to  get 
the  contract,  then  come  back  to  us  later  and  ask  for  relief  after  they 
had  taken  unfair  advantage  of  their  competitors  and  got  the  business. 
In  those  cases  we  do  not  give  relief,  but  where  the  contractor  has  macie 
an  honest,  sincere  bid,  and  where  we  need  him  in  war  production,  ana 
where  the  loss  would  endanger  his  position  or  endanger  our  procure- 
ment program,  well,  he  will  be  given  increase  in  prices  regardless  oi 
what  the  original  contract  price  stated. 


Mr.  Gearhart.  But  that  is  not  done  under  renegotiation  laws  but 
under  the  procurement  laws. 

General  Browning.  That  is  right. 

Mr.  Gearhart.  And  the  War  Powers  Act 

General  Browning.  Yes. 

Mr.  Gearhart.  Now,  I  notice  that  you  have  1,660  employees  who  are 
employed  with  salaries  which  average  up  between  $3,000  and  $4,000 
per  annum. 

Mr.  Karker.  That  is  the  total  cost  of  maintaining  them;  yes. 

Mr.  Gearhart.  The  cost  of  maintaining  them,  that  is  not  a  salary 
basis? 

Mr.  Karker.  No,  sir. 

Mr.  Gearhart.  So  the  total  cost  of  maintaining  your  employees,  all 
classifications,  is  a  little  over  $5,000,000  ? 

Mr.  Karker.  It  would  be  if  we  maintained  that  number.  That  is 
a  static  number  throughout  a  fiscal  period.  We  have  been  slowly 
building  up  to  that  number,  the  peak  of  employees  needed  will  be 
readied  at  the  end  of  this  year  and  thereafter  'the  number  will  be 
reduced  because  the  renegotiations  for  1942,  botli  the  negotiations 
p:roup  and  the  suppliers'  group  will  have  had  the  experience.  It 
should  not  take  one-third  the  time  to  do  a  renegotiation  for  a  fiscal 
year  subsequent  to  1942  that  it  has  taken  for  1942. 

Mr.  Gearhart.  Does  that  include  stenographic  expense? 

Mr.  Karker.  Every  classification  of  help,  from  messengers  to  mem- 
bers of  the  Board. 

Mr.  Gearhart.  They  are  scattered  throughout  the  country  in- 


Mr.  Karker  (interposing).  Forty-eight  agencies  of  the  War  De- 
partment. 

Mr.  Ge.\rhart.  Now,  that  staff  is  assigned  directly  to  the  War  De- 
partment Price  Adjustment  Board? 

Mr.  Karker.  No,  sir.  I  am  not  sure  that  I  can  make  clear  the 
rather  hybrid  position  of  the  War  Department  Price  Adustment 
Board  because  of  the  separation  of  the  organization  of  the  Army.  The 
statute  gives  the  power  and  authority  to  the  Secretary  of  War,  who  in 
turn  delegated  it  to  the  Under  Secretary  of  War,  whose  job  primarily 
IS  procurement  and  materials.  The  Air  Force  is  responsible  directly 
to  the  Under  Secretary  of  War  for  materials.  The  other  parts  of  the 
Army— the  technical  services.  Ordnance,  Quartermaster,  Signal  Corps 
^nrgeon  General,  and  so  forth— are  responsible  to  a  part  of  the  Army 
organization  called  the  Army  Supply  Forces  under  General  Somervell, 
ihe  Under  Secretary  of  War  has  redele2:ated  his  resDonsibilities  for 
Army  Supply  Forces  to  General  Somervell.  General  Somervell  has  in 
nirn  delegated  those  responsibilities  to  the  chairman  of  the  War  De- 
partment Price  Adjustment  Board. 

vZ''''  ^•uMv-''*  ^''''''^'  *^.^.  ^i?"^"^''  Secretary  of  War  has  delegated  his 
responsibilities  for  the  Air  Force  directly  to  the  chairman  of  the  War 
Uepnrtment  Price  Adjustment  Board, 
inff  th  ^if  ^^if  ^^^'  ^^^^  sounds  to  me  like  the  old  xVrmy  game  of  pass- 

I  ai!^*-  ^^KKER.  It  has  been  passed  as  far  as  it  is  going  to  go,  but  the 

in  if  't^  ^"F  renegotiation  are  set  up  in  the  Air  Force  having  an  office 

inHt'i'^^'^^S?''*^''^'''.  ,^ashington  and  I  do  not  have  the  number  of 

laividual  offices  outside,  but  at  the  materiel  headquarters  in  Dayton 
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and  some  other  locations  such  as  Santa  Monica,  Wichita,  New  York, 
Chicago,  and  Detroit,  the  technical  services  each  has  its  own  office  for 
renegotiation,  each  one  except  Chemical  Warfare  having  a  renegotia- 
tion group  with  headquarters  in  Washington.  Ordnance,  for  instance, 
has  13  subordinate  renegotiation  centers  in  the  headquarters  of  each 
of  the  Ordnance  districts.  The  Quartermaster  General,  I  think,  has 
6  outside  of  Washington.    The  Engineers  have  11. 

Mr.  Geabhakt.  I  think  we  have  gone  far  enough.  Now,  to  brmg  us 
back  to  our  original  question,  the  1,660  employees,  many  of  them  are 
on  the  pay  rolls  of  these  different  agencies  that  you  have  outlined? 

Mr.  Kakker.  That  is  true. 

Mr.  Geakhart.  And  are  assigned  to  duty  with  your  committee? 

Mr.  Karker.  They  are  assigned  to  duty  in  connection  with  renego- 
tiation in  service,  but  their  numbers  and  their  costs  are  included  in 
that  estimate  for  the  War  Department  as  a  whole. 

Mr.  Geakhart.  I  see.  You  have  picked  them  off  the  general  War 
Department  pay  roll  and  such  of  them  as  are  working  in  renegotiation 
you  have  included  in  this  1,660  ? 

Mr.  KIarker.  That  is  correct,  sir. 

Mr.  Gearhart.  Now,  as  a  matter  of  fact,  you  are  calling  upon  all 
of  the  Government  agencies  and  bureaus  that  might  be  able  to  furnish 
you  with  information  which  would  be  useful  to  vou  in  determining 
whether  or  not  prices  were  too  high,  or  money  paid  has  been  too  liberal; 

is  that  not  true  ? 

Mr.  Karker.  That  is  true,  especially  for  the  names  of  the  contrac- 
tors, prime  and  subcontractors,  and  it  is  much  more  difficult  to  reach 
the  various  tiers  of  such  contractors  than  it  is  the  list  of  prime  con- 
tractors, but  the  amount  of  work  involved  in  those  requests  is,  to 
the  best  of  my  knowledge  and  belief,  small  other  than  that  requested 
of  the  War  Production  Board.  The  War  Production  Board,  under 
the  supervision  of  Mr.  Carmen  Blough— who  is  Mr.  Nelson's  repre- 
sentative on  all  of  the  renegotiation  boards  of  the  six  departments— 
the  number  of  people  who  worked  with  the  Department  of  the  Treas- 
ury in  taking  off  the  answers  and  to  the  specific  question  of  govern- 
ment volume,  covering  tax  returns  for  1942,  and  certain  of  the  financial 
relationships  which  are  revealed  by  the  tax  returns  on  small  cards 
which  have  been  studied  in  the  assignment  branch  of  the  renegotiation 
division  of  the  War  Department,  partly  in  the  examination  section  to 
determine  whether  the  facts  are  such  as  to  appear  to  warrant  a  renego- 
tiation, or  whether  they  appear  not  to  be  of  sufficient  significance 
with  enough  profit  involved,  so  that  they  can  be  set  aside  for  the 
moment  at  least.    The  cost  of  that  I  do  not  know,  but  I  do  not  think 

it  is  very  great. 
Mr.  GeariIart.  Well,  it  is  not  capable  of  ascertainment  either. 
Mr.  Karker.  Not  with  any  accuracy,  so  far  as  I  know. 
Mr.  Gearhart.  But  you  do  have  the  aid  of  all  of  the  Govemmenl 

agencies. 
Mr.  Karker.  And  we  have  had  their  very  excellent  cooperation. 
Mr.    Gearhart.  Thank    you   very    much.     You    have   been    very 

helpful. 

Mr.  Dewey.  Mr.  Karker,  I  have  here  a  publication.  Army  Service 
Manual,  M-601,  Pricing  and  War  Contracts.  I  have  read  it  with 
considerable  interest,  enough  to  establish  that  here  was  set  forth 


some  procedure  that  might  be  followed  in  setting  up  what  is  specified 
here  as  "close"  prices.  Is  this  manual  made  available  to  the  other 
renegotiating  boards  or  bureaus?  In  other  words,  is  there  coordina- 
tion in  "close"  pricing  between  the  War  Department,  the  Navy  De- 
partment, the  Treasury,  the  Maritime  Commission,  and  other  boards 
that  are  renegotiating? 

Mr.  Karker.  There  is,  but  that  is  not  a  publication  of  the  renego- 
tiation board,  and  I  am  sure  that  General  Browning  is  a  much  better 
witness  concerning  that  and  of  its  use  and  distribution  than  I. 

Mr.  Dewey.  I  would  rather  continue  with  you.  You  said  this  morn- 
ing, I  think,  in  answer  to  an  inquiry  from  one  of  the  members  of  the 
committee,  that  you  thought  it  would  be  impossible  to  join  together 
the  various  renegotiation  boards  into  one  board  to  do  all  of  the  nego- 
tiation of  war  contracts.    Did  I  understand  you  correctly? 

Mr.  Karker.  Yes ;  that  is  correct. 

Mr.  Dewey.  Would  it  be  also  impossible  to  set  up  a  cooperating 
or  coordinating  board  of  policy  over  all  these  boards?  To  have  a 
meeting  of  all  these  minds  on  these  various  phases  of  renegotiation 
of  various  contracts,  that  there  would  be  a  similarity  between  the 
methods  pursued  by  all  the  renegotiating  officers? 

Mr.  Karker.  I  think  it  would  be  wholly  practical.  It  would  be 
desirable  and  I  believe  it  is  now  contemplated,  but  I  believe  informally 
we  have  been  able  to  accomplish  the  same.results  in  the  past. 

Mr.  Dewtiy,  Do  you  not  think  if  it  were  made  formal  the  proceed- 
ings could  then  be  published  and  it  would  give  some  ideas  to  the 
<;ontractors  as  to  what  they  might  expect  and  the  procedure  to  be 
followed  ? 

Mr.  Karker.  We  have  tried  to  do  that  in  the  past.  I  do  believe  it 
would  be  advantageous. 

Mr.  Dewey.  And  you  would  recommend  it? 

Mr.  Karker.  Yes. 

Mr.  Dewey.  I  would  like  to  proceed  along  another  line,  Mr.  Karker, 
and  that  is  in  regard  to  the  possibility  of  setting  up  reserves  for 
reconversion  by  allowing  higher  prices  for  war  contracts:  greater 
profits. 

.  I  offered  a  statement  during  the  Naval  Affairs  Subcommittee  hear- 
ing and  rather  suggested  that  it  would  be  almost  impossible  to  set 
any  percentage  reserve  because  each  reconversion  problem  might  be 
different^-one  company  may  not  be  reconverting  at  all,  another  50 
percent  and  another  100  percent.  I  offered  the  suggestion  that  funds 
lor  reconversion  might  be  obtained  under  the  same  procedure  as  the 
V  loans.  A  fund,  probably  in  the  Federal  Reserve  Board,  to  serve 
as  the  fund  from  which  loans  would  be  guaranteed.  Companies  de- 
siring to  take  advantage  of  a  credit  for  reconversion  purposes,  to 
seek  that  credit  at  banks  in  their  locality,  the  ordinary  credit  ma- 
chinery that  is  in  existence,  but  probably  aided  where  there  was  a 
necessity  for  such  assistance,  or  the  bank  deemed  it  a  necessity,  by 

a  guaranty  on  the  part  of  the  Government  fund  set  up  for  that  pur- 
pose. ^    .  ^ 

What  do  you  think  of  that  idea  in  comparison  with  trying  to  set  up 
reserves  under  renegotiation  for  reconversion? 
JL)o  I  make  myself  clear  ? 
Mr.  Kabker.  I  think  you  make  yourself  clear. 
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Mr.  Dewey.  I  am  trying  to  condense  a  rather  long  statement  into  a 

few  words. 

Mr.  Karker.  You  are  in  effect  setting  up  a  source  of  credit  for  the 
accomplishment  of  the  objective  without  permitting  currently  the 
addition  of  the  cost  of  that  eventual  work  as  an  element  of  the  cost 
of  war  production  to  be  paid  by  the  people  in  the  price  of  current 

purchasers. 

Mr.  Dewey.  It  does  that,  and  it  also  turns  back  a  company  to  a  pre- 
war source  of  credit ;  that  is,  the  commercial  bank. 

Mr.  Karker.  Correct. 

Mr.  Dewey.  And  the  supposition  is  the  banker  would  probably  know 
more  about  the  desinibilty  of  the  risk  than  some  local  board  in  Wash- 
ington, and  he  might  take  all  the  risk  without  any  guaranty.  He 
might  feel  it  would  be  necessary  to  have  a  portion  of  the  risk  guaran- 
teed by  a  Government  source. 

You  did  not  answer  my  question.    What  do  you  think  of  that? 

Mr.  Karker.  It  is  such  an  extremely  involved  question  with  so 
many  other  interests  affected  by  the  need  for  producing  those  post- 
war conditions  which  are  now  unknown  to  us  as  well  as  they  may 
be  unknown  and  inapplicable  as  of  today  to  a  particular  situation, 
with  the  war  contractors  with  whom  we  are  dealing  in  the  most  favor- 
able position  in  relation  to  the  number  of  businesses  that  have  been 
seriouslv  damaged,  and  in  some  cases  destroyed  by  the  fact  of  the 
war,  and  interests  we  must  be  equally  concerned  about,  ready  to  assist 
in  bringing  back  to  production  when  the  war  is  over,  together  with 
a  weighing  of  the  provisions  that  have  already  been  made. 

For  instance,  the  post-war  credit  on  excess-profits  taxes  constitutes 
an  available  fund  for  post-war  reconversion  and  the  expenses  of  prep- 
aration for  resumption  of  civil  business.  The  carry-forward,  and 
the  carry-back  provisions  of  the  Revenue  Act,  the  obligation  which 
is  on  management  to  make  provision  to  some  extent  from  tax  paid 
funds  for  reserves  for  the  future  have  been  set  out  in  some  detail, 
although  briefly,  in  Dr.  Sanders'  talk  and  in  the  article  by  Captain 
Catazella  which  I  mentioned  this  morning.  It  is  difficult  for  me  off- 
hand even  from  the  number  of  times  the  subject  has  been  discussed 
with  us,  to  reach  a  conclusion  on  this  particular  question.  I  think 
it  is  of  very  great  importance  to  the  economy  of  the  country  and 
to  the  individual  contractors  and  that  it  certainly  warrants  a  very 
careful  investigation  on  the  part  of  the  Congress. 

Mr.  Dewey.  It  would  seem  to  me  one  of  the  advantages  of  using 
the  ordinary  banking  means  for  this  reconversion  credit,  plus  a  guar- 
anty of  that  part  of  the  credit  the  bank  felt  that  it  could  not  very 
safely  carry  itself — and  a  credit  to  have  a  period  up  to  10  years— is 
that  it  would  decentralize  all  of  these  decisions  back  to  the  places 
where  the  decisions  are  going  to  be  put  into  effect  by  the  actual  oper- 
ation of  the  reconversion.  Further,  the  merits  of  the  credit  will  be 
passed  on  by  a  banker  in  the  locality  who  knows  whether  it  is  a  wildcat 
venture  or  whether  it  is  venture  of  worth.  It  would  seem  to 
me  that  some  consideration  should  be  given  to  that  type  of  plan  for 
reconversion. 

There  is  one  other  thing,  though,  in  connection  with  this  question 
that  I  would  like  to  get  your  point  of  view  on. 


As  I  understand  it,  by  getting  a  certificate  of  necessity,  a  company 
can  amortize  some  war  facility  in  five  installments  at  20  percent  per 
installment. 

There  are  two  points  there:  One,  what  would  occur  if  the  war  ter- 
minated when  the  war  facilities  are  not  completely  amortized  and 
the  tax  paid  over  a  prior  period  was  not  sufficient  to  absorb  the  un- 
amortized amount. 

Mr.  Karker.  They  would  be  in  a  difficult  fix,  but  I  know  of  no  case 
in  which  the  profits  on  which  taxes  were  paid  are  not  completely  ade- 
quate for  the  charge  back,  but  that  is  one  of  the  risks  that  is  taken 
into  account  by  the  contracting  company  when  they  make  the  sale  and 
it  is  taken  into  account  by  the  renegotiation  authorities  on  renegotia- 
tion. 

Mr.  Dewey.  Then  you  do  take  that  situation  into  account  at  the 

time  of  renegotiation? 

Mr.  Karker.  Oh,  yes ;  certainly. 

Mr.  Dewey.  One  other  thing.  There  are  plenty  of  companies  that 
have  probably,  we  will  say  for  the  sake  of  example,  done  $2,000,000 
worth  of  business  and  under  pressure  from  the  War  Department  and 
the  Navy  Department  they  have  been  blown  up  to  10  times  that, 
$20,000,000.  Now,  along  with  that  situation  come  certain  facilities 
that  they  have  to  offer  in  these  days  for  which  they  could  not  get  a 
certificate  of  convenience  and  necessity. 

I  give  three  simple  illustrations.  It  might  be  that  a  great  many 
women  are  employed  in  a  factory  where  heretofore  they  have 
all  been  men.  That  requires  putting  in  a  large  rest  room  for  the 
women.  It  might  be  that  they  have  installed  parking  lots  for  auto- 
mobiles. There  may  be  other  items  of  that  type  for  which  I  doubt 
they  could  get  a  certificate  of  necessity.  Now,  when  that  company 
shrinks  down  from  here  to  here  [indicating]  how  much  of  their  work- 
ing capital  is  going  to  be  tied  up  in  those  things  which  they  cannot 
amortize  and  for  which  they  could  not  get  a  loan  from  the  Defense 
Plant  Corporation,  or  one  of  the  R.  F.  C.  agencies.  And  is  there 
not  a  danger  that  this  small  company  may  find  itself  at  the  termination 
of  the  war  completely  bereft  of  all  working  capital  and  busted  ? 

Mr.  Karker.  There  have  been  a  number  of  instances  which  we 
have  discussed  where,  for  one  reason  or  another,  either  by  lack  of 
foresight  on  the  part  of  management,  or  pressure  at  the  time  the 
management  could  not  resist,  too  large  a  proportion  of  the  earnings 
and  in  many  cases  excessive  earnings  have  been  invested  for  capital 
purposes,  and  put  the  company  in  exactly  the  condition  of  jeopardy 
which  you  have  described. 

On  the  whole,  the  approach  of  the  renegotiation  authorities  has 
been  to  permit  the  inclusion  of  costs  such  as  you  described,  particu- 
larly the  parking  space,  as  a  current  expenditure  and  not  capitalize 
it  even  though  that  might  not  be  followed  by  the  Treasury.  The 
approach  has  been  sympathetic.  Instead  of  requiring  the  capitaliza- 
tion of  every  expenditure  which  might  in  normal  times  be  considered  a 
capital  expense,  the  approach  has  been  to  consider  the  special  circum- 
stances existing,  the  causes  of  their  doing  this  thing,  the  relationship 
of  that  to  performance  for  the  war,  and  to  the  greatest  extent  we 
can  reasonably  and  on  sound  accounting  principles  permitting  the 
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cost  of  that  to  be  entered  as  a  cost  of  current  prodluction  just  as  we 
have  in  the  displacement  of  machine  tools  and  the  other  costs  which 
were  incurred  in  tooling  and  in  setting  up  the  war  production. 

Mr.  Dewey.  You  can  put  a  lien  against  the  machine  tools.  You 
see  the  Defense  Plant  Corporation  name  on  the  machine  label.  But 
you  cannot  put  a  lien  against  the  facilities  that  are  lost  in  the  whole 
operation  of  the  plant  but  which  cost  money. 

Mr.  K.\RKER.  There  will  be  many  companies  who  will  be  embar- 
rassed by  their  use  of  profit  or  income  funds  for  capital  purposes; 
beyond  any  question. 

Mr.  Dewey.  Mr.  Karker,  this  is  probably  not  within  your  opera- 
tion, but  I  understand  that  the  Defense  Plant  Corporation  has  more 
or  less  curtailed  the  construction  of  new  plant  facilities.  I  do  not 
know  whether  it  would  require  an  amendment  to  their  act  Or  not, 
but  do  you  think  it  would  be  of  any  help,  if  the  Plant  Defense  Cor- 
poration or  one  of  the  subsidiary  corporations  of  the  Reconstruction 
Finance  Corporation,  would  make  an  investigation  at  this  time  and 
take  over  these  unamortized  facilities,  and  pay  for  them  just  as  they 
have  for  the  construction  of  the  plant  and  the  machinery  that  has 
gone  in  ?  Such  a  transaction  would  at  once  rehabilitate  the  working 
capital  of  those  companies,  instead  of  having  this  matter  drag  along 
until  the  time  comes  for  the  termination  of  all  contracts,  and  then  have 
the  plant  bust,  just  at  the  time  when  you  want  to  have  it  reconverted 
in  order  to  take  care  of  an  unemployment  situation  which  might  develop 
with  the  return  of  the  soldiers  and  the  transition  to  a  peacetime 
economy. 

Mr.  Karkfr.  That  is  quite  a  long  way  outside  of  my  field,  sir. 

Mr.  Dewey.  But  you  have  to  do  with  the  renegotiations  and,  as  you 
will  not  permit  them  to  have  enough  profit  to  do  these  things,  then 
we  have  to  think  of  some  other  means,  of  some  other  line  of  pro- 
cedure. I  admit  that  probably  this  is  not  within  your  jurisdiction, 
but  I  should  like  to  have  your  views  on  it,  because  you  are  living 
inside  the  pocket  of  a  great  many  companies  today,  and  you  have  a 
very  close  knowledge  of  their  financial  situation.  I  would  like  to 
get  a  personal  expression  from  you  on  the  subject. 

Mr.  Karker.  I  think  such  an  action  would  save  a  great  many  com- 
panies from  embarrassment  and  distress  following  the  end  of  the 
war,  and  I  think  the  decision  in  an  individual  case  would  require 
excellence  of  judgment  and  a  complete  thoroughness  of  investigation; 
that  in  some  instances  you  would  probably  be  justified  in  pulling 
the  chestnuts  of  the  management  out  of  the  fire,  but  in  many  of  the 
cases  there  probably  would  be  no  justification  for  the  Government 
assuming  the  obligation  of  expenditures  made  by  the  management. 
It  seems  to  me  that  to  whatever  extent  the  Congress  authorizes,  and 
the  appropriate  department  gives  effect  to  that  authorization,  it  would 
be  helpful  in  the  post-war  period. 

Mr.  Dewey.  You  see,  the  Congress  has  already  authorized  the  De- 
fense Plant  Corporation  to  use  its  judgment  in  putting  up  many  plants, 
many  of  which  are  idle  now.  There  is  no  such  thing  as  lOO-percent 
correctness  of  judgment  on  anybody's  part,  but  if  it  would  benefit 
in  a  general  way  the  transition  period,  and  would  help  to  provide 
employment  at  a  time  when  we  want  to  have  reconversion,  and  we 
want  the  termination  of  contracts  made  rapidly  and  surely,  to  replen- 


ish working  capital  funds  of  contracting  companies  and  leave  the  com- 
panies in  a  better  poistion  to  go  ahead — I  should  think  it  would  be 
worth  while  taking  the  chance  of  making  one  or  two  mistakes.  What 
do  you  think  ? 

Mr.  Karker.  I  think  there  will  be  some  mistakes  made.  I  think  the 
major  question  involved  is  as  to  whether  or  not  the  Government  should 
properly  assume  now  to  make  up  for  what  looked  like  errors  of  judg- 
ment on  the  pi*rt  of  management;  although  there  are  a  good  many 
cases  where  there  were  not  errors  of  judgment,  but  were  situations 
from  which  the  management  of  the  company  could  not  escape  and  do 
its  part  of  the  war  job. 

Mr,  Dewey.  Mr.  Karker,  suppose  I  am  a  contractor  and  the  only 
customer  I  have  is  the  United  States  Government.  This  country  is 
at  war.  They  come  to  me  and  say,  "You,  as  manager  of  this  plant, 
must  quadruple  your  production  and  we  will  advance  money  from 
the  Defense  Plant  Corporation  or  other  sources  for  the  other  facility." 

At  that  time,  taking  into  consideration  labor  diflSculty,  I  may  refuse 
to  put  in  parking  lots  and  rest  rooms  for  women  employees,  and  many 
other  facilities,  such  as  cafeterias.  Those  things,  according  to  my 
judgment,  go  away  beyond  what  is  necessary.  I  do  not  want  to  do  it. 
But  I  am  forced  to  do  it.  That  is  not  bad  judgment,  but  force  of 
circumstances  brought  on  by  the  war. 

Naturally,  there  may  be  the  case  of  some  president  of  a  company 
who  would  like  to  enlarge  his  own  private  office  and  panel  it  in  mahog- 
any. But  those  are  just  a  few.  I  do  not  think  you  would  make  a  refund 
for  expenditures  of  that  kind.  But  for  general  things,  such  as  I  have 
mentioned,  they  are  part  and  parcel  of  the  war  effort,  and  they  are 
required  by  labor,  and  it  seems  to  me  that  would  not  be  too  difficult  to 
work  out. 

Mr.  BuiRKER.  I  would  see  no  objection  to  an  authorization  for  that 
purpose. 

Mr.  Dewey.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Wasielewski  is  recognized. 

Mr.  Wasielewski.  Mr.  Karker,  most  of  the  questions  I  had  intended 
to  ask  have  been  covered  pretty  well  by  other  members  of  the  com- 
mittee. However,  there  is  one  thought  raised  by  some  of  the  con- 
tractors in  my  district  on  which  I  would  like  to  ask  your  opinion,  or 
to  which  I  should  like  to  get  your  reaction. 

It  seems  that  some  of  the  contractors  have  gathered  the  idea  that 
the  policy  of  the  renegotiators  has  been  to  limit  the  profit  of  manage- 
ment to  an  amount  not  greater  than  the  amount  of  the  profit  of  his 
base  year.  For  example,  one  of  the  contractors  in  my  district  in  1940 
aid  $300,000  worth  of  business  and  it  netted  him  a  profit  of  $22,000.  In 
1942  his  business  was  increased  by  more  than  three  times.  His  total 
busmess  was  $1,100,000,  and  on  that  business  he  showed  a  net  profit 
of  $47,000.  ^ 

Notwithstanding  the  fact  that  formerly  he  operated  with  only  one 
shift  of  40  hours  a  week  and  he  now  operates  three  shifts  a  day,  on  a 
48-hour  a  week  basis,  they  have  obliged  him  to  refund  $25,000  of  his 
earnmgs  through  renegotiation.  I  was  wondering  whether  he  could 
have  been  accurate  in  his  statement  to  me  or  whether  thei:e  was  a 
fliisunderstanding  of  some  sort. 
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Mr.  Kakker.  I  do  not  know  whether  his  figures  are  accurate  or  not, 
but  I  assure  you  that  there  is  no  limitation  either  by  fact,  nistruction, 
or  policy  as  to  amount,  the  dollar  amount,  or  even  the  percentage 
amount,  of  profit  realized  in  the  base  years  by  any  contractor.  I  as- 
sume that  the  profit  figures  which  you  gave  are  after  taxes  ni  each 
case.  They  sound  as  tliough  they  were  after  taxes,  and  it  may  be 
that  the  impact  of  the  increased  tax  rates,  particularly  the  rate  on 
excess  profits,  in  the  light  of  his  capital  structure,  or  his  average  earn- 
ings in  the  base  years,  has  been  sufficiently  great  to  make  that  com- 
parison possible.  But  the  comparison  in  profits  before  taxes  un- 
doubtedly is  not  in  that  relationship. 

I  should  be  glad  to  determine  the  facts  in  the  particular  case  as  a 
personal  matter,  off  the  record,  if  you  would  like  to  have  me  do  so. 

Mr.  Wasielewski.  Thank  you.  Another  question.  This  afternoon 
you  made  mention  of  the  fact  of  the  $2,746,000,000  that  was  to  be  saved 
from  the  renegotiations  that  have  been  had  to  date,  about  60  percent 
having  been  actual  refunds  made  and  the  other  money  that  was  to  be 
saved  because  of  arriving  at  a  lower  price  per  unit  of  the  various  com- 
modities contracted  for.  The  thought  occurred  to  me  possibly,  in 
view  of  the  fact  that  apparently  the  price  of  some  of  these  commodities 
had  been  overestimated,  some  of  this  money  could  revert  to  the  Treas- 
ury Department  instead  of  staying  in  the  hands  of  the  War  Depart- 
ment, because  unless  it  does  revert  to  the  Treasury,  there  is  no  actual 
savings  so  far  as  the  taxpayer  is  concerned.  The  money  remains  in 
the  hands  of  the  War  Department  and  is  not  specifically  allocated  to 
any  particular  purpose. 

In  view  of  that,  do  you  not  think  it  would  be  a  good  idea  for  the 
money  to  go  back  to  the  Treasury  ? 

Mr.  Karker.  You  asked  me  three  questions  in  one.  If  I  may,  I  shall 
answer  them  in  reverse  order. 

Mr.  Wasielewski.  Please. 

Mr.  K4RKER.  The  funds  are  allocated  for  particular  purposes  m 
the  appropriation  act  and  are  available  for  transfer  only  to  the  extent 

of  10  percent.  .  i   .       ^     n    •        x 

The  second  point  is  that  if  the  money  is  saved,  it  actually  is  not  a 
saving  until  it  gets  back  into  the  Treasury  in  one  form  or  another.  I 
invite  attention  to  the  fact  that  War  Department  appropriations,  to 
the  extent  of  some  $12,000,000,000  were  unexpended  as  of  June  30  of 
his  year.  The  amount  of  the  appropriation  for  1944,  the  actual 
appropriation  was  reduced  by  that  sum.  Some  $59,000,000,000  was 
appropriated  instead  of  $72,000,000,000,  because  of  that  accumulated 
lack  of  expenditure  of  $12,000,000,000  previously  authorized. 

The  one  point  which  might  arise  in  connection  with  the  War 
Department  would  be  in  a  case  like  this.  For  instance,  a  1,200-horse- 
power  motor  is  now  bought  for  half  its  cost  of  2  years  ago.  The  same 
sum  of  monev  will  today  provide  two  motors.  If  the  two  motors  are 
essential  to  the  war  effort,  the  sum  has  been  saved  as  really  as  though 
it  had  been  deposited  in  the  Treasury  and  reappropriated. 

Mr.  Wasielewski.  It  was  not  my  intention  to  cast  any  reflection  on 
the  War  Department,  premeditatedly.  I  felt  merely  that  if  there  was 
a  saving,  as  you  said,  it  would  not  really  be  felt  unless  the  money  got 
back  into  the  Treasury. 

Mr.  Karker.  Or  the  amounts  of  excessive  profits  recovered  on  whicn 
there  is  agreement  set  up  an  obligation  of  the  contracting  company 


to  the  Treasury  of  the  United  States,  and  those  sums  are  returned 
directly  to  the  Treasury,  to  the  credit  of  miscellaneous  receipts,  with 
one  exception;  and  that  is  the  relatively  small  proportion  which  is 
paid  through  the  medium  of  credit  memoranda  against  additional 
future  deliveries.  Those  sums  are  earmarked  and  set  up  in  the 
Finance  Division  of  the  War  Department  and  are  not  available  either 
for  transfer  or  expenditure  without  special  authorization  and  they 
will  in  the  end  be  reported  separately  to  the  Congress. 

Mr.  Wasielewski.  That  is  all ;  thank  you. 

Mr.  McLean.  Mr.  Karker,  you  have  been  very  patient  and  I  do 
not  wish  to  inflict  myself  upon  you  except  that  I  have  what  I  think 
is  a  new  thought,  suggested  by  one  of  your  observations. 

Mr.  Karker.  Yes,  sir. 

Mr.  McLean.  When  this  war  is  over,  the  part  that  American  in- 
dustry has  played  in  it  will  have  to  be  evaluated  and  that  evaluation 
will  be  very  greatly  in  favor  of  American  industry.  And  it  is  my 
feeling  that  in  our  proceedings  here  we  ought  to  give  full  credit  to 
American  industry  and  approach  our  problems  with  that  in  mind. 

To  illustrate  you  said  that  of  the  contracts  that  have  been  renego- 
tiated, 40  percent  have  been  found  to  contain  no  excessive  profits.  Of 
the  other  60  percent,  I  assume  that  the  renegotiation  would  result  in 
what  would  be  considered  an  excessive  profit  of  probably  anywhere 
from  1  percent  up. 

Mr.  Karker.  That  is  right. 

Mr.  McLean.  When  you  figure  an  average  of  excessive  profits  that 
you  have  found  of  16  percent,  I  assume  that  there  were  included 
within  that  16  percent  some  flagrant  cases. 

Mr.  Karker.  Yes. 

Mr.  McLean.  Some  that  came  very  much  above  16^^  percent. 

Mr.  Karker.  Yes,  sir. 

Mr.  McLean.  That  would  greatly  reduce  a  great  many  of  the  con- 
tracts included  within  the  60  percent  to  their  credit? 

Mr.  Karker.  That  is  right. 

Mr.  McLean.  The  object  of  this  law  is  to  prevent  excessive  profits 
being  made  out  of  the  war.  It  is  aimed,  in  my  judgment,  at  the  small 
minority  that  you  described  this  morning  as  being  selfish  and  un- 
willing to  cooperate  in  the  war  effort. 

In  order  to  illustrate  how  it  has  operated,  would  you  illuminate  this 
point  for  us ;  that  is,  how  these  percentages  run  and  to  what  extent  the 
naarant  cases  increase  the  percentage  so  that  the  general  average  is 
161/^  percent,  as  you  have  pointed  out? 

Mr.  Karicer.  Mr.  McLean,  we  have  no  record  immediately  avail- 
able, and  I  have  no  recollection  which  would  be  sufficiently  accurate 
lO  be  of  any  value  to  you  on  that. 

Mr.  McLean.  I  rather  anticipated  that,  because  it  is  a  complex 
question. 

Mr.  Karker.  Yes,  sir. 

Mr.  McLean.  But  is  it  not  fair  to  say  that,  by  and  large,  the  per- 
centage of  excess  profits  that  have  been  found  has  been  increased  by 
^nese  flagrant  cases  which  were  on  the  border  line  of  fraud,  if  not 
pregnant  with  fraud,  which  the  Renegotiation  Act  discovered  and 
<!orrected  ? 
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Mr.  Karker.  I  hesitate  to  use  the  word  "fraud,"  but  there  have  been 
instances  of  the  approach  to  that.  I  think,  on  the  whole,  I  can  subscribe 
to  your  statement  of  the  situation. 

Mr.  McLean.  Thank  you. 

Mr.  McGraneky.  Mr.  Karker,  this  morning  I  understood  you  to  say 
that  you  had  48  separate  and  distinct  agencies  in  the  field  carrying  on 
these  renegotiations. 

Mr.  Karker.  That  is  correct,  sir. 

Mr.  McGranery.  It  strikes  me,  no  matter  how  painstaking  the  men 
are  in  the  field,  there  will  be  gross  inequities  in  the  sense  that  one 
person  in  Ohio  may  be  renegotiating  while  another  one  is  renegotiating 
here  in  Washington,  and  you  may  have  exactly  the  same  set-up; 
perhaps  identical  figures,  a  situation  almost  ideal  for  comparison  one 
with  the  other,  but  still  there  would  be  a  variance  because  of  the  human 
equation  in  arriving  at  a  figure  which  the  particular  man  in  the  field 
will  say  is  the  proper  profit ;  is  that  correct? 

Mr.  ICarker.  I  think  the  assumption  is  correct.  It  is  not,  how- 
ever, the  fact.  There  have  been  no  gross  inequities,  and  the  reason 
for  it  may  be  ascribed  to  three  thmgs,  I  think.  First,  the  War 
Department  Price  Adjustment  Board  retained,  with  the  authority 
of  the  Under  Secretary  of  War,  the  right  to  review,  and  we  reviewed . 
every  single  renegotiation  agreement  until  the  l7th  of  May  of  this 
year.  Secondly,  the  men  who  are  doing  this  renegotiating  have 
been  very  carefully  selected.  I  do  not  mean  to  indicate  to  you  that 
there  have  not  been  mistakes  of  selection.  I  do  not  mean  to  in- 
dicate to  you  that  every  renegotiation  is  perfectly  done.  I  do  not 
mean  by  any  stretch  of  the  imagination  to  claim  that  every  re- 
negotiation will  be  exactly  right  and  exactly  equitable,  because  it 

will  not  be.  .  i     • 

But  in  connection  with  the  selection  and  the  training  and  the  in- 
doctrination of  these  men,  there  have  been  constant  meetings  with 
them.  We  had  meetings  in  Cleveland  in  November;  in  December 
we  had  a  meeting;  in  February  we  had  a  meeting;  in  May  we  had  a 
meeting;  we  had  a  meeting  in  August.  We  have  had  at  least  five 
meetings  of  the  whole  group,  not  only  of  the  War  Department  per- 
sonnel, but  of  representatives  of  the  boards,  and  the  personnel  of 
other  departments  of  the  Government,  spending  3  days  in  the  dis- 
cussion not  only  of  principles  and  policies  but  of  their  application 
to  particular  sets  of  circumstances  and  individual  companies. 

So  that  there  has  been  a  consistent  and  a  conscious  effort  to  achieve 
a  reasonable  degree  of  uniformity  and  justice. 

Mr.  McGranery.  I  have  no  doubt  oi  that. 

Mr.  Karker.  There  is  one  more  factor.  One  individual  never 
renegotiates.  The  renegotiation  group  in  the  War  Department  is 
never  less  than  three  and  is  ordinarily  four.  We  prohibit  one  man 
from  conducting  a  renegotiation.  We  put  the  minimum  limit  which 
is  authorized  and  permitted  at  two,  so  that  it  is  not  the  judgment 
of  one  man. 

Mr.  McGranery.  I  understand  that,  but  I  was  looking  at  it  from 
the  standpoint  that  the  human  equation  enters  into  the  picture.  Let 
us  take  a  court  where  judges  try  to  arrive  at  decisions  conscientiously. 
Particularly  is  this  true  of  your  criminal  law.  You  will  find  one 
judge  giving  a  man  a  certain  sentence  in  one  court,  and  right  across 


the  hall,  another  man  in  the  same  building  will  have  imposed  upon 
him  a  more  severe  penalty. 

I  was  wondering,  out  of  the  abundance  of  your  experience,  if  you 
could  make  some  recommendation  to  the  committee  that  we  could  adopt 
so  that  we  could  have  a  more  equitable  set-up  throughout  the  entire 
country;  in  other  words,  a  coordination  of  and  cooperation  with  these 
48  agencies,  so  that  review  would  be  possible. 

It  is  rather  a  difficult  thing  to  determine  just  how  a  man  in  Cali- 
fornia is  working  as  opposed  to  a  man  in  Pennsylvania.  Is  there  any- 
thing you  can  recommend  along  that  line  ? 

Mr.  Karker.  We  determine  it  all  the  time.  Even  the  delegation 
today  in  the  War  Department,  effective  on  May  17,  is  a  delegation  to 
the  chief  of  the  service  in  each  case,  to  approve  renegotiation  agree- 
ments where  the  over-all  sales,  negotiable  and  not  negotiable,  but  the 
total  annual  sales  of  the  contracting  company  do  not  exceed  $10,000,000 
for  the  fiscal  period.  In  turn,  he  has  the  right  and  the  power  and  is 
requested  to  redelegate  to  the  district  that  right  and  final  determina- 
tion. I  am  talking  now  only  of  bilateral  agreements  in  instances 
where  the  over-all  sales  were  $5,000,000  or  less.  But  every  agreement 
reached  under  those  delegations  of  power  come  to  the  board  and  are 
reviewed  by  the  board,  even  though  we  are  without  authority  to  change 
the  agreement.  But  if  there  is  evidence  of  a  deviation  from  sound 
principle,  or  a  bad  decision,  that  is  brought  to  the  attention  immedi- 
ately of  the  service  and  of  the  group  which  conducted  the  renegotiation 
m  order  that  it  will  not  be  repeated  or  perpetuated. 

Mr.  McGranery.  How  many  agencies  have  the  other  departments, 
if  you  know  ?  ' 

Mr.  Karker.  The  Navy,  I  think,  has  four.  It  has  boards  in  San 
Francisco,  Chicago,  New  York,  and  Washington. 

The  Treasury  has  one,  in  Washington. 

The  Maritime  Commission,  one. 

The  War  Shipping  Administration,  one. 

The  Reconstruction  Finance  Corporation— that  is  just  organizing, 
and  I  do  not  know  how  many  boards  they  contemplating  having.  So 
far  as  I  know,  they  have  but  one  today. 

Mr.  McGranery.  While  most  of  these  cases  are  arrived  at  bv  agree- 
ment and  consent 

Mr.  Karker.  Yes,  sir. 

Mr.  McGranery.  Nevertheless,  there  is  that  difference  due  to  the 
fiuman  element,  is  there  not,  whereby  two  companies,  under  the  same 
circumstances,  may  have  adjustments  made  that  vary  from  each  other? 

Mr.  Karker.  That  is  possible,  but  I  really  do  not  think  it  has  hap- 
pened m  any  wide  sense.  There  are  variables  and  there  are  bound  to 
Sf,  ^^.th  any  group  of  men,  I  do  not  care  how  big  or  small  it  may  be. 
Ane  judgment  m  the  end  is  going  to  vary  somewhat.  But  we  have 
Deen  amazed  how  much  alike  they  are.  We  brought  up  a  case  in 
^nicago,  at  a  meeting  of  personnel.  We  set  these  groups  of  men 
around  a  room  and  had  a  case  heard,  presented  the  facts  to  them. 
Ane  average  determination  of  the  men  in  the  room,  only  from  this 
presentation  of  facts,  made  from  the  stage  by  one  group  of  men  rep- 
resenting the  contracting  company  and  another  the  Government, 
IITC  ?  ^^i  remember  the  figures  accurately,  but  the  relationship 
*v<is  about  as  follows:  The  average  recommendation  of  recovery  from 
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all  of  these  various  groups  on  the  floor  was  $1,440,000  and  the  deter- 
mination of  the  group  which  had  renegotiated  the  contract  was  $1,450,- 

000- 

Mr.  McGranert.  Then  you  would  have  nothing  to  recommend  to 

the  committee  on  that  subject  ?  •    j    ^  • 

Mr.  Karker.  Only  the  eternal  vigilance  and  the  constant  mdoctri- 

nation  and  contact  with  the  men  who  are  doing  the  work. 
Mr.  McGranery.  Thank  you;  that  is  all. 
Mr.  Disney.  Mr.  Karker,  in  the  New  York  Times  of  September  9— 

that  is,  today— there  is  an  article  on  one  of  the  business  pages  which 

reads  as  follows : 

By  shifting  control  of  its  renegotiation  policies  to  the  Army  Service  Forces, 
headed  by  Lt.  Gen.  Brehon  Somervell,  the  War  Department  may  have  blocked 
the  direct  action  by  the  House  Ways  and  Means  Committee  which  opens  pubhc 
hearings  today  in  Washington,  to  force  changes  in  the  administration  of  the 
renegotiation  statute,  business  executives  declared  here  yesterday. 

This  is  a  full  column  story.  I  wish  you  would  give  the  committee 
the  benefit  of  what  is  involved  in  this  change. 

Mr.  Karker.  I  never  heard  of  the  story  before,  I  do  not  know  who 
wrote  it,  I  have  not  any  idea  from  what  source  it  was  obtained,  but 
it  is  just  plain  nonsense. 

Mr.  DisKEY.  Of  course,  that  is  not  what  I  asked  you.  I  asked  you 
about  the  change,  not  your  opinion  of  the  article.  We  may  all  have 
our  opinions  of  the  article,  but  I  asked  you  about  the  change. 

Mr.  Karker.  I  tried  a  little  while  ago  to  explain  the  reasonable 
intricacy  of  the  delegations,  or  the  lines  of  delegation  in  the  War 
Department.  Up  until  the  first  of  September,  the  delegation  was 
from  the  Secretary  to  the  Under  Secretary,  Judge  Patterson,  who 
delegated  certain  of  the  responsibilities  to  the  War  Department  Price 
Adjustment  Board,  and  the  Board  was  assigned  to  Army  Service 
Forces  for  administrative  purposes ;  and  that  was  not  clear.  The  au- 
thority and  responsibility  of  the  Board  were  in  the  name  of  the 
Under  Secretary  directly  with  the  Air  Force,  and  there  was  some 
difficulty  and  lack  of  direction  in  the  relationships  with  the  technical 
services  of  the  A.  S.  F.  who  were,  of  course,  directly  under  the  com- 
mand of  General  Somervell,  that  department  of  the  War  Department 
having  been  created  as  of  March  6,  1942,  or  thereabouts,  in  order  to 
relieve  the  Under  Secretary  of  War— partly  to  relieve  the  Under 
Secretary  of  War  of  direct  administrative  responsibilities  and  a  con- 
siderable burden  of  management.  The  change,  in  delegating  author- 
ity to  General  Somervell  and  the  Chairman  of  the  Board  and  the 
Kenegotiation  Division  of  the  Army  Service  Forces,  clarifies  the  direct 
line  of  command  authority  and  responsibility  of  the  Board  in  its  rela- 
tionships to  the  service. 

Is  that  clear,  and  is  it  enough,  Mr.  Disney  ? 

Mr.  Disney.  Does  that  mean  that  your  jurisdiction  of  renegotiation 
will  be  changed  ? 

Mr.  Karker.  No,  sir.    It  will  be  clarified. 

Mr.  Disney.  Does  it  have  any  relationship  to  the  First  War  Powers 
Act  and  the  Secretary's  power  under  that  act,  as  suggested  by  General 
Browning  a  while  ago  ? 

Mr.  Karker.  No  change,  so  far  as  I  know. 


Mr.  Disney.  Then  this  change  is  really  in  addition  to  your  course 
of  renegotiation  ? 

Mr.  Karker.  I  think  that  is  a  very  distinct  improvement;  yes,  sir. 

Mr.  Disney.  One  other  question  along  that  line :  What  is  the  prac- 
tical operation?  Will  your  contracts  first  come  to  this  new  board 
in  General  Somervell's  office  for  renegotiation,  or  will  that  board  coop- 
erate with  you— as,  for  instance,  the  Air  Corps  Board? 

Mr.  Karker.  We  are  the  Board.  I  mean,  the  Board  has  not  changed. 
The  organization  has  not  changed,  other  than  in  title,  in  name,  on 
the  chart  of  organization.  The  line  of  authority  has  been  made 
clearer. 

Mr.  Disney.  Wliat  will  be  the  function  of  the  newly  arranged 
Board  ? 

Mr.  Karker.  More  direct  responsibility  and  authority  than  they 
previously  have  had,  but  no  change  in  principle  or  policy  or  operation 
otherwise. 

Mr.  Disney.  So  that  the  operation  in  renegotiation  will  continue 
as  before  ? 

Mr.  Karker.  I  believe  so ;  yes,  sir. 

Mr.  Disney.  Prior  to  that  change  ? 

Mr.  Karker.  Yes,  sir. 

Mr.  Disney.  I  thought  possibly  it  might  change  the  renegotiation 
operations.     That  is  the  reason  I  brought  the  subject  up. 

Now,  Mr.  Karker,  I  do  not  remember  your  language  in  opening 
your  testimony  about  this  not  being  such  a  good  law,  but  what  is  the 
philosophy  of  the  Renegotiation  Board  as  to  procedure;  the  re- 
negotiation of  price  or  the  renegotiation  of  profits  ? 

Mr.  Karker.  The  renegotiation  of  price,  but  for  a  closed  period 
the  propriety  of  the  prices  charged  is  reflected  in  the  profits  realized, 
because  that  is  the  relationship  of  price  to  cost  then  revealed,  and 
the  only  way  we  can  make  it  retroactive  in  determination  for  a  past 
period  IS  to  take  the  over-all  profits  of  the  company,  segregated  as 
to  that  part  of  the  business  which  is  renegotiated  under  the  statute, 
and  study  the  price  and  profit  relationships.  But  it  is  a  pricing 
statute.  f        & 

Mr.  Disney.  The  price  is  simply  an  element  in  determining  ac- 
cording to  the  philosophy  you  have  just  announced,  what  the  profits 
will  be ;  is  that  not  right  ?  ^ 

Mr.  Karker.  I  would  say  what  they  have  been,  certainly,  and  to 
a  large  extent,  what  they  will  be. 

Mr.  Disney.  Is  price  the  largest  element  in  determination  of  ex- 
cessive profits  ? 

Mr.  Karker.  No;  I  do  not  think  it  is  the  largest  element;  but  I 
11  J  propriety,  of  the  price,  whether  the  purchase  has  been  a 
well-made  purchase  at  a  reasonable  price,  is  determined  by  startin<y 
with  the  price  and  a  study  of  the  elements  of  cost  and  the  production^ 
ine  improvements  made  in  the  article,  the  economy  used  in  the  man- 
Fjower  and  material,  and  all  the  other  factors  wliich  we  try  to  con- 

flf  n?'  -^^^^^^*  ^^  t^®  procurement  office  has  made  a  correct  price 
dt  the  outset,  would  there  be  any  necessity  for  renegotiation « 
Mr.  Karker.  Probably  not. 
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Mr.  Disney.  Now,  in  your  comments  on  your  regulations  you  state 
that  Congress  prepared  the  definition  of  excessive  profits.  I  have 
not  had  a  chance  to  see  your  regulations ;  but,  believe  it  or  not,  the 
Congress  defined  "excess  profits"  as  follows: 

The  term  "excessive  profits"  means  any  amount  of  a  contract  or  subcontract 
price  which  is  found  as  a  result  of  renegotiation  to  represent  excessive  profits. 

Is  there  some  excuse  for  that?  Let  us  go  into  that  a  little.  We 
are  working  a  20-hour  day  here,  and  you  say  you  are  working  a  16- 
hour  day.  J  ^  -At. 

Mr.  K^ARKER.  I  am  sure  that  was  recommended  m  perfect  good  taith 
by  counsel  at  the  time.  I  was  not  here,  but  I  was  told  that  it  was  so 
recommended  to  the  Congress. 

Mr.  Disney.  Anyhow,  you  have  no  means  of  determining  what  ex- 
cessive profits  are  except  the  judgment  of  the  man  who  is  handling 

the  job?  .  ,    .     , 

Mr.  Kabker.  That  is  right,  sir;  and  the  basis  of  their  character  and 

background  and  experience  and  judgment. 

Mr.  Disney.  Now,  you,  as  head  of  this  Board,  I  judge  from  your  per- 
sonality, are  an  important  element  in  the  determination  of  policies. 
Of  course  you  advise  with  others,  but  the  initiation  of  ideas  and 
policies  emanates  from  you  personally  ? 

Mr.  Karker.  I  take  the  responsibility  for  them,  and  I  have  had  a 
great  deal  to  do  with  their  formulation  and  statement. 

Mr.  Disney.  And  you  have  advocated  what  you  believe  to  be  correct 

policies  ? 

Mr.  Karker.  That  is  right,  sir. 

Mr.  Disney.  Now,  suppose  you  should  retire.  Some  other  person- 
ality would  have  to  take  your  place.  Suppose  his  ideas  about  policies 
should  vary  widely  from  yours ;  then  this  statute  would  operate  ac- 
cording to  his  judgment,  or  even  his  whims  or  notions,  possibly.  Is 
not  that  the  danger  under  this  statute? 

Mr.  Karker.  That  is  a  danger,  but  I  think  it  is  not  a  very  acute 
one,  because  the  policies  are  pretty  well  established  in  use  in  the  minds 
of  the  organization,  in  the  consciousness  of  industry,  and  because 
the  policies,  and  any  change  in  them,  must  be  personally  approved 
by  the  Undersecretary  of  War. 

Mr.  Disney.  Still  that  remains  a  personal  judgment,  not  according 
to  any  statute  or  formula? 

Mr.  Karker.  That  is  correct,  sir. 

Mr.  Disney.  And  the  citizen,  either  corporate  or  personal,  has  to  do 
the  best  he  can  under  those  circumstances  and  take  his  chances? 

Mr.  Karker.  Well,  but  he  is  a  party  to  the  renegotiation. 

Mr.  Disney.  That  is  what  I  mean.  I  do  not  mean  in  an  ex  parte 
hearing. 

Mr.  Karker.  No,  sir. 

Mr.  Disney.  Now,  what  remedy  does  he  have  if  he  feels  he  is 
aggrieved  ? 

Sir.  Karker.  He  should  not  agree. 

Mr.  Disney.  But  what  remedy  does  he  have  if  he  feels  that  he  is 
aggrieved  ? 

Mr.  Karker.  If  he  feels  he  is  aggrieved,  he  should  not  enter  into  a 
bilateral  agreement. 


Mr.  Disney.  But  you  do  not  understand  me.  Suppose  he  does 
enter  into  the  bilateral  agreement,  and  he  feels  that  the  decision  is 
incorrect,  and  wants  redress  of  that  grievance.    What  right  has  he  ? 

Mr.  Karker.  I  do  not  know.  Of  course,  so  far  as  I  know,  he  has 
none. 

Mr.  Disney.  He  has  none  ? 

Mr.  Karioir.  But  I  would  ask  a  counter  question :  Why  should  he 
execute  an  agreement  with  which  he  does  not  agree,  in  which  he  thinks 
he  is  aggrieved  and  has  been  mistreated  ?     He  need  not  do  that. 

Mr.  Disney.  I  am  asking  questions  now,  Mr.  Karker.  What  I 
want  to  get  at  is.  Does  he  have  a  right  to  appeal  from  a  decision  by  the 
Board  ? 

Mr.  Karker.  Oh,  certainly.  * 

Mr.  Disney.  To  what  court  ? 

Mr.  Karker.  He  appeals  first  to  the  Under  Secretary  of  War.  If 
the  representative  of  a  contracting  company  or  an  individual  meets 
with  one  of  the  district  boards  and  fails  to  agree  with  them,  feels  that 
their  judgment  is  all  wrong  and  that  they  are  taking  much  too  much 
away  from  him,  he  in  turn  goes  to  the  chief  of  that  service.  If  he 
continues  to  disagree,  he  may  go  to  the  War  Department  Board,  and 
he  is  still  under  no  compulsion  to  agree. 

If  he  still  feels  that  he  is  mistreated,  and  we  cannot  convince  him 
otherwise,  he  is  allowed  a  hearing  by  the  Under  Secretary  of  War,  and 
if  he  still  continues  to  feel  that  his  interests  are  being  mistreated,  that 
his  rights  are  not  being  properly  recognized,  he  would  then  require— 
this  has  never  happened,  but  this  would  be  the  procedure  from  there 
on--require  the  Under  Secretary  of  War  to  issue  a  unilateral  determi- 
nation, from  which  an  individual  has  the  right  of  appeal  to  the  courts, 
according  to  my  advice. 

Mr.  Disney.  What  courts  ? 

Mr.  Macintosh.  The  Court  of  Claims,  sir. 

Mr.  Disney.  If  that  is  done,  is  there  jurisdiction  ? 

Mr.  Macintosh.  I  think  that  most  counsel  that  I  have  discussed 
the  matter  with  feel  that  there  would  be  jurisdiction. 

Mr.  Disney.  Now,  if  he  does  get  into  court,  what  does  he  have,  if 
the  findings  of  the  Under  Secretary  are  conclusive? 

Mr.  Macintosh.  There  is  nothing  in  the  statute  that  makes  those 
findings  conclusive.  There  would,  of  course,  be  a  presumption  in  favor 
of  administrative  findings,  as  there  is  in  connection  with  all  admin- 
istrative determinations. 

Mr.  Disney.  Where  is  the  law  that  covers  that?  Is  there  any  pre- 
sumption that  the  findings  of  any  administrative  board  or  body  is 
conclusive  ? 

Mr.  Macintosh.  Perhaps  we  can  put  it  this  way :  Under  the  statute 
the  Secretary  is  directed  to  eliminate  profits  which  he  finds  to  be 
excessive,  so  that  then  there  would  be  a  burden  of  proof  upon  the  person 
"^ho  attacked  that  finding  of  showing  that  it  was  an  improper  and 
unjustified  finding. 

Mr.  Disney.  I  understand.  I  was  discussing  it  more  or  less  ab- 
stractly for  the  moment,  and  I  was  prompted  by  curiosity  to  ask  what 
authority  there  was  for  holding  that  the  finding  of  an  administrative 
board  was  conclusive. 
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Mr.  Macintosh.  Well,  perhaps  it  has  the  practical  effect  of  a  pre- 
sumption.   That  is  the  way  it  operates. 

Mr.  Disney.  I  did  not  want  to  accept  the  conclusion  that  the 
findings  of  an  administrative  board  are  conclusive  unless  the  statute 

says  so.  > 

Mr.  Macintosh.  That  is  correct. 
Mr.  Disney.  Now,  this  statute  says  as  follows : 

Any  such  agreement  shall  be  final  and  conclusive  according  to  its  terms,  and, 
except  upon  a  showing  of  fraud  or  malfeasance  or  willful  misrepresentation  of 
facts,  such  agreements  shall  not  be  reopened  as  to  the  matter  agreed  upon— 

and  so  forth.  .  i     u  ^  i 

That  is,  of  course,  a  bilateral  agreement.     To  me  it  seems  doubtful 

whether  a  man  can  go  into  court  under  this  statute.    I  think  that 

ought  to  be  clarified.    At  least  it  is  susceptible  of  reasonable  doubt 

anyhow. 

Mr.  Macintosh.  I  think  the  position  of  the  Department  on  that 
score  has  always  been  clear.  If  there  is  any  doubt  about  that  right 
of  appeal,  we  would  be  very  happy  to  see  it  clarified. 

Mr.  Disney.  Now,  on  the  matter  of  future  contracts,  Mr.  Karker, 
is  there  much  necessity  for  renegotiation  now  of  future  contracts,  in 
3^our  judgment  ? 

Mr.  Karker.  I  think  so,  as  of  today ;  yes,  sir. 

Mr.  Disney.  Tell  me  why.  .     .      . 

Mr.  Karker.  I  think  there  are  still  a  great  many  uncertainties  m 
the  situation.  There  is  a  lack  of  complete  information,  and,  while 
the  training  and  performance  of  the  procurement  officers  have  been 
tremendously  improved,  I  think  there  is  still  room  for  improvement  m 
experience,  in  purchase,  and  there  are  still  a  good  many  risks  in  the 
performance  of  a  contract.  The  risk  of  a  cut-back  now  is  greater  than 
it  was  a  year  ago.  The  propriety,  therefore,  or  the  possibility  of  rene- 
gotiation over  all,  even  without  authority  for  any  increase  m  pay- 
ments, would,  it  seems  to  me,  continue  to  protect  the  interests  of  the 
Government  in  those  cases  where  the  quantities  of  production  might 
be  increased  and,  certainly,  I  do  not  believe  that  we  can  say  that  the 
limit  of  efficiency  in  production  has  yet  been  reached.  I  know  of  a 
good  many  cases  where  output  per  unit  has  been  increased  and  costs 
continue  to  go  down.  There  is  not  yet  universally  adopted  in  the 
country  the  doctrine  of  maintaining  prices  in  close  relationship  to 
costs  as  they  recede,  and,  while  the  situation  has  improved  tremen- 
dously over  a  year  ago,  and  will  continue  to  improve  as  of  now,  I  do 

not  think  that 

Mr.  Disney.  What  about  instances  where  the  contracts  are  let  by 
competitive  bids?     Is  there  necessity  for  renegotiation  of  those? 

Mr.  Karker.  There  is  practically  no  award  by  the  War  Department 
on  competitive  bid,  Mr.  Disney.  There  is  practically  no  competition 
in  a  time  when  the  demand  is  so  much  greater  than  the  maximum 

supply. 

Mr!  Disney.  Very  well. 

Now,  what  is  the  necessity  for  renegotiation  of  future  contracts  it 
there  is  a  renegotiation  agreement  within  the  contract  made?  What 
is  the  necessity  under  the  law?  Cannot  your  procurement  officers  do 
that  without  the  aid  of  the  renegotiation  board,  if  the  contractor  signs 
an  agreement  that  it  may  be  renegotiated  with  the  procurement  office? 


Mr.  Karker.  Well,  you  may  be  approaching  a  time  when  that  can  be 
done,  rhat  is  a  field  other  than  mine,  and  General  Browning  is  the 
best  evidence  on  that.  The  number  of  contracts  is  perfectly  enor- 
mous—the number  still  being  made— and  that  would  have  to  be  done 
on  an  individual  contract  basis,  with  presumably  a  check  on  costs— a 
very  accurate  record  of  costs  of  production  of  the  individual  contract- 
on  the  part  of  the  manufacturer. 

Mr.  Disney.  Is  not  that  being  done  now,  as  we  go  alpng? 

Mr.  Karker.  No,  sir.  Manufacturers  do  not  want  to  rely  upon  the 
facts  developed  by  their  cost  system  on  an  individual  contract.  They 
have  chosen  to  rely  on  over-all  renegotiation  as  being  more  equitable. 
There  are  provisions  made  whereby  individual  contracts  may  be  exempt 
from  renegotiation  on  the  basis  of  keeping  individual  costs  and  read- 
justing the  price— I  mean  restudying  the  price  at  4-  to  6-month 
intervals. 

Mr.  Disney,  mat  I  was  getting  at  is  this :  I  was  wondering  about 
the  necessity  of  a  statute  on  renegotiation.  If  the  contracts  with  the 
Army,  Wie  Navy,  the  Maritime  Commission,  and  others  contain  clauses 
to  the  effect  that  the  departments  themselves  could  renegotiate,  is  there 
much  use  m  depending  upon  this  statute  to  have  such  clauses  in  the 
contract  ? 

Mr.  Karker.  I  think  it  is  a  distinct  advantage  and  a  simpler  pro- 
cedure, both  for  Government  and  for  industry.  I  think  that  over-all 
i-enegotiation  provides  industry  with  more  protection  against  the 
possibility  of  future  criticism  than  the  individual  renegotiation  of 
contracts  wou  d  provide  and  makes  their  accounting  much  simpler, 
iiut,  again,  industry  is  better  evidence  of  that  than  I 

Mr.  Disney.  What  percentage  of  the  money  that  has  been  repaid 
under  renegotiation  has  gone  back  into  the  Treasury  ?  Did  you  answer 
^^^earhart  on  that  ?    I  am  not  sure  that  I  got  that. 

Mr.  Kabker.  All  the  amounts  that  have  been  set  up  for  recovery  of 
excessive  profits  realized  are  payable  to  the  Treasury  to  the  credit  of 
miscellaneous  receipts,  with  the  exception  of  that  small  proportion, 
perhaps  5  percent,  which  is  recovered  by  means  of  credit  memoranda 
on  future  deliveries,  and  the  total  value  of  the  credit  memoranda  is  set 
up  m  the  Finance  Department  of  the  War  Department,  earmarked, 

AT^^Il  be  separately  reported  to  the  Congress. 

Mr.  Disney.  To  that  extent  that  is  an  individual  matter  with  that 
particular  contractor  ? 

Mr.  Karker.  Yes,  sir. 

Mr.  Disney.  Now,  what  is  the  policy  with  reference  to  partnership 
contracts?  For  instance,  let  us  suppose  that  I  or  my  company  had 
several  contracts  with  the  War  Department,  in  some  building  some- 
where, or  m  some  machine-tool  contract,  and  I  had  a  partner.  Do  you 
renegotiate  my  contract  as  a  whole,  or  is  that  partnership  contract 
renegotiated  separately  ? 

in^^'  ^^^^ER.  Those  are  all  joint  venture  contracts,  I  believe— largely 
Jn  the  construction  field.  The  individual  contract  under  those  circum- 
stances IS  renegotiated  as  soon  as  possible  and  as  close  as  possible  to 
Un^^'^yi*'''''  ^1  ^^^  Pf^^J^t,  in  order  that  the  joint  venturers  may 
Know  of  the  profit  resulting  from  the  venture  and  then  make  their 

\T  ^^^^^^^^  ^f  *^6  profit. 

Mr.  Disney.  Is  that  a  recent  provision? 
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Mr.  Karker.  No,  sir.  that  has  been  in  force  for  2  or  3  months. 

Mr  Disney.  Now,  what  have  you  done,  and  what  are  your  regula- 
tions with  reference  to  these  depletable  natural  resources  i  How  is 
that  handled  ?     When  does  coal  or  oil  come  under  renegotiation  i 

Mr.  Karker.  May  I  defer  to  counsel  to  answer  that  question? 

Mr.  Disney.  When  does  coal  or  oil  become  subject  to  renegotiation  ( 
I  come  from  an  oil  State,  and  there  is  some  coal  there. 

Mr.  Karkeb.  Mr.  Macintosh  can  answer  you  with  greater  clarity  and 
definition  than  I,  sir. 

Mr.  Macintosh.  I  hope  that  is  correct,  sir.  j        i        . 

In  the  case  of  oil,  the  specific  exemption  is  for  crude  oil,  not 
processed  or  treated  further  than  that  processing  or  treating  cus- 
tomarily  occurring  at  or  near  the  well.  Under  the  statute  the  exemp- 
tion  applies  to  products  of  a  mine,  oil  or  gas  well,  or  other  mineral 
or  natural  deposit,  which  has  not  been  processed,  refined  or  treated 
beyond  the  first  form  or  state  suitable  for  industrial  use. 

Mr  Disney.  Let  me  ask  you  some  questions,  so  that  we  can  get  on 
a  little  more  rapidly.  As  to  gasoline,  of  course,  a  contract  of  that 
kind  would  be  renegotiable  ? 

Mr.  Macintosh.  That  is  correct. 

Mr.  Disney.  Now,  as  to  crude  oil?  ^*       -xt  ^-u 

Mr.  Macintosh.  But  in  making  high-octane  gasoline  if  the  pro- 
ducer used  his  own  oil  instead  of  purchasing  it,  he  would  be  entitled, 
as  an  element  of  cost,  to  the  market  value  of  the  crude  oil  which 

he  used. 

Mr.  Disney.  As  fixed  by  O.  P.  A.? 

Mr.  Macintosh.  Yes,  sir.  „,,     ,,  ,,         •    xi.  * 

Take  the  case  of  high-octane  gasoline.  The  theory  there  is  that 
on  crude  oil  the  exemption  was  intended  at  the  stage  where  crude  oil 
starts  to  be  processed,  refined  or  treated ;  that  it  was  the  point  where 
it  enters  into  its  first  industrial  use,  which  is  this  complicated  re- 
fining  process  which  finally  results  in  high-octane  gasoline. 

Mr.  Disney.  Suppose  I  buy  crude  oil  for  use  by  the  Government; 

would  that  be  subject  to  negotiation?       ,  .       ^  ^.  ^.         rru. 

Mr  Macintosh.  That  would  not  be  subject  to  renegotiation,    ine 

contract  for  crude  oil  would  be  exempt;  expressly  exempt.     It  is 

exempt  as  long  as  you  are  dealing  with  the  exempted  product. 

Mr.  Disney.  How  about  pig  iron? 

Mr  Macintosh.  Pig  iron  is  exempted  in  the  same  manner  that 
crude  oil  is— in  the  stage  of  pig  iron.  The  exemption  extends  beyond 
iron  ore  in  the  case  of  pig  iron  to  the  pig  iron  on  the  assumption 
that  the  pig  iron  is  the  first  stage  at  which  iron  is  customarily  usea 
in  industry,  as  the  raw  material.  ,  .     .       o 

Mr.  Disney.  That  is  the  first  time  it  becomes  iron— pig  iron  ? 
Mr.  Macintosh.  That  is  perhaps  the  effect  of  the  interpretation. 
Mr.  Disney.  Now,  what  about  lumber  ?  .       .      x  *!.« 

Mr.  Macintosh.  In  the  case  of  lumber,  the  exemption  is  at  tne 
point  of  standing  timber  or  logs,  or  logs  sawed  into  lengths,  and  logs 
with  or  without  bark,  on  the  theory  that  the  process  of  severance 
and  the  general  dispersal  of  lumber  into  industry  generally  come^ 
at  the  log  stage.  There  are  a  number  of  uses,  of  course,  for  logs 
in  that  stage— for  mine  props,  telephone  poles,  piling,  and  other 
uses  of  that  character.  So  any  further  processing  takes  lumber  oe- 
yond  the  first  stage  which  is  suitable  for  industrial  use. 
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Mr.  Disney.  Now,  let  me  ask  Mr.  Karker  about  contracts  on  com- 
petitive bids.  I  have  in  mind  particularly  subcontracts.  For  in- 
stance, we  have  the  prime  contractor  and  a  subcontractor.  Do  you 
renegotiate  the  subcontractor? 

Mr.  Karker.  Yes,  sir. 

Mr.  Disney.  Upon  what  theory  ?    What  are  the  reasons  ? 

Mr.  Karker.  We  renegotiate  a  subcontractor  if  the  material  he  sup- 
phes  becomes  a  part  of  or  is  used  in  the  processing  of  the  end  product 
which  is  sold  to  the  Government,  which  is  renegotiated  itself. 

Mr.  Disney.  I  have  been  wondering  about  the  necessity  for  rene- 
gotiating the  subcontractor  if  the  contract  has  been  let  by  competive 
bids  to  the  prime  contractor  and  awarded  to  the  prime  contractor. 

Mr.  Karker.  I  doubt  that  there  has  been  any  more  awarding  to 
prime  contractors  on  a  competitive  basis  than  there  has  been  on  prime 
contracts  to  the  Government,  because  such  prime  contractors  have 
been  all  searching  out  the  sources  of  supply  for  their  finished  product. 

Mr.  Disney.  I  had  the  impression  that  it  was  the  op^posite  down 
my  way;  that  the  prime  contractors  usually  awarded  these  subcon- 
tracts by  competitive  bids.  I  may  be  mistaken,  but  I  find  it  so  down 
there. 

Mr.  Karker.  That  may  be  perfectly  true,  and  I  do  not  know  about 
it,  sir. 

Mr.  Disney.  What  is  the  general  procedure  now  with  reference  to 
these  contractors  who  lay  cement  and  hoist  dirt  and  things  of  that 
kind  i  I  do  not  know  what  class  of  contractors  you  call  them,  but 
around  these  airports  they  do  excavating.  Tliere  must  be  some  gen- 
eral tenn  for  them.  Those  contractors  are  subject  to  a  lot  of  vari- 
ants. For  instance,  they  have  difficulty  down  in  our  country  in  get- 
ting water,  and  they  have  difficulty  in  Florida  when  it  rains  all  the 
time,  and  sometimes  m  some  other  States  they  get  frozen  out.    Wliat 

process  do  you  use  in  determining  how  to  renegotiate  fellows  like 
that  ? 

Mr.  Karker.  Of  course  we  determine  on  the  basis  of  the  costs  that 
were  incurred,  and  those  renegotiations  in  the  construction  industry 
m  the  War  Department  are  conducted  by  the  Chief  of  Engineers, 
who  has  construction  experts. 

Mr.  Disney.  Does  not  the  Chief  of  Engineers  award  most  of  his 
construction  contracts  on  competitive  bids? 

Mr.  Karker.  Oh,  no,  sir. 

Mr.  Disney.  Excavation  contracts? 

«.'.J^:,^^/??-  ^  ^^  ^^^  ^^^  ^^^^^  excavation.    I  am  not  familiar 
with  that  field. 

Mr.  Disney.  How  about  building  contracts  ?  Are  they  not  awarded 
^^competitive  bids  by  the  Chief  of  Engineers  ? 

Mr.  Karker.  I  do  not  believe  so ;  but  I  would  not  want  to  be  too 
positive  on  that  point.  The  Chief  of  Engineers  makes  estimates  of 
nrf  ^^-®^ch  situation,  and  in  many  of  the  cases  he  was  able  to  set 
mo^^  T  *'^''-.?V^y^?  firms  or  joint  venturers,  groups  of  people, 
n  connection  with  building.    But  I  am  not  sufficiently  familiar  with 

estifv''-  !:"ir'''''.f  ^"u*"^.  ?''  *^^  renegotiations  in  that  industry  to 
testify  intelligently  about  it.  '' 

serin  ^T^""'  ^'^^  *\^  $500fi00  exemption  as  recommended  by  you 
'^^reen  out  a  great  number  of  small  contractors  and  subcontractors  ? 
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Mr.  Karker.  I  think  so;  yes,  sir— about  16  percent  of  the  total, 
which  will  probably  run  somewhere  between  2,000  and  2,500  of  the 

total  of  15,000.  ^  ,  ,  .. 

Mr.  Disney.  You  criticized  the  profits  made,  and  it  seems  to  me 
it  would  be  a  just  criticism  of  the  size  of  the  profits  made  if  we 
moved  that  up  to  $500,000.  .      ^  ,        ,      ^ 

Mr.  Karker.  The  amendment  as  submitted  by  the  Department 
leaves  no  discretion  as  to  renegotiation  in  that  field.  It  just  makes 
them  exempt  completely.  The  Under  Secretary  will  be  back  next 
week.  I  do  not  know  what  his  position  would  be.  My  personal 
recommendation  would  be  that  renegotiation  in  that  field  may  be 
made  discretionary  to  pick  up  the  individual  case  which  might  come 
to  attention  where  excessive,  as  a  result  of  excessive  profits  being 

Mr.  Disney.  Personally  I  think  that  is  a  sound  recommendation. 

I  had  the  impression  when  we  passed  this  statute  that  it  was  to 
get  at  thef^  millionaires  and  not  the  small  fry,  and  that  that  was 
really  where  the  problem  would  be  opposed,  now  and  hereafter. 
I  also  had  the  impression  that  the  discretion  would  be  on  prices 
rather  than  on  profits.  If  the  $500,000  exemption  will  screen  out  a 
lot  of  the  smaller  contractors,  surely  no  great  harm  will  be  done 
in  fixing  that  as  the  minimum. 

Now,  in  your  experience  with  renegotiation,  can  you  suggest  any 
formula  as  to  how  this  might  be  handled  by  taxes? 

Mr.  Karker.  No,  sir. 

Mr.  Disney.  We  have  arrived  at  a  system  of  collection  of  normal 
taxes.  It  is  not  perfect.  There  are  some  injustices  done  even  under 
that  system.  Then,  after  a  long  struggle,  we  arrived  at  a  system  of 
collection  of  excess  profits  taxes.  Do  you  have  no  formula  at  all  to 
suggest  for  excessive  taxes  ? 

Mr.  Karker.  No,  sir ;  I  have  none. 

Mr.  Disney.  Have  you  thought  that  subject  out? 

Mr.  Karker.  For  14  months,  sir.  It  would  be  the  greatest  relief 
that  we  could  possibly  have. 

Mr.  Disney.  Because,  while  you  may  seem  surprised  that  members  of 
the  committee  have  had  complaints,  we  have  them,  and  they  are  legion, 
and  the  Department  has  been  criticized  a  great  many  times.  The 
people  think  that  we  ought  to  fix  everything  up  here,  whereas  you 
have  been  working  16  hours  a  day  on  that  job.  Surely  you  have  some 
suggestion  to  offer  on  that  point. 

Mr.  Karker.  I  have  none.  I  am  personally  convinced  that  a  for- 
mula is  impossible  which  will  do  even  reasonable  justice  as  between 
contractors. 

Mr.  Disney.  Then  how  on  earth  did  you  arrive  at  a  personal  con- 
clusion in  each  case  ?  ^ 

Mr.  Karker.  Because  of  the  variables  involved  in  each  case.  iNo 
two  cases  are  exactly  alike. 

Mr.  Disney.  Would  you  list  those  variables  as  applied  to  the  instant 

case : 

Mr.  Karker.  That  can  be  handled  in  much  the  same  way  as  you 
have  in  the  revenue  statutes,  where  you  have  provided  for  variables 
as  a  matter  of  justice  in  the  general  relief  provisions  of  the  excess 
profits  tax. 


Mr.  Disney.  The  Bureau  of  Internal  Revenue  and  the  Treasury 
Department  first  get  together  in  cases  of  excess  profits,  but  every  case 
is  not  a  case  of  justice  being  done,  where  the  taxpayer  might  get  the 
better  of  it  in  some  instances  and  where  the  Government  may  get 
the  better  of  it  in  other  instances.  But  still  there  is  a  formula  under 
which  they  work.  But  we  are  groping  around,  and  it  seems  to  me  we 
should  be  able  to  work  on  the  basis  of  a  formula  other  than  personal 
judgment  and  it  seems  to  me  you  might  benefit  the  committee  if  you 
could  offer  it  the  benefit  of  the  discussions  you  have  had  looking  toward 
the  finding  of  a  formula  and  then  we  could  take  the  necessary  steps 
and  follow  that  through  to  a  completed  law. 

Mr.  Karker.  Mr.  Disney,  I  am  sorry  to  disappoint  you.  I  have 
been  spending  time  studying  this  matter  during  the  time  I  have  been 
here  and  discussed  it  and  attempted  to  work  out  a  solution,  but  I  have 
failed,  and  I  feel  that  it  is  impossible.  I  am  sorry  that  I  cannot  be  of 
any  help. 

Mr.  Disney.  I  am  trying  to  get  some  help  on  the  efforts  you  have 
made  and  the  studies  you  have  made  of  it. 

Mr.  Karker.  I  am  afraid  that  in  90  percent  of  the  cases  there  is 
not  even  a  record  pf  the  basis  of  discussion,  because  in  every  one  we 
have  had,  no  matter  what  it  has  been,  we  have  finally  come  to  a  point 
of  frustration  and  thrown  it  in  the  wastebasket  without  action. 

Mr.  Disney.  The  committee  may  get  to  the  point  where  we  will  be 
compelled  to  do  something,  and  I  am  not  satisfied  to  leave  this  defini- 
tion of  the  excess-profits  tax. 

Is  4,833  the  number  of  contracts  that  have  been  renegotiated  ? 

Mr.  Karker.  I  believe  that  is  the  figure.  It  is  somewhere  around 
that,  through  the  oral  and  written  agreements  reached  as  of  August  28. 

Mr.  Disney.  You  have  about  11,000  of  1942  contracts  yet  to  work 
on? 

Mr.  Karker.  That  is  true,  on  the  assumption  that  our  estimate  of  a 
maximum  of  15,000  is  correct. 

Mr.  Disney.  Had  any  of  these  companies  distributed  dividends  to 
stockholders  prior  to  renegotiation  ? 

Mr.  Karker.  Some  of  them  had ;  yes. 

Mr.  Disney.  Had  they  paid  their  taxes  ? 

Mr.  Karker.  They  were  in  the  course  of  paying  their  taxes,  and  of 
course  they  are  given  that  credit  for  tax  liability. 

Mr.  Disney.  Did  not  that  amount  substantially  to  renegotiation  of 
their  contract? 

Mr.  Karker.  I  think  not. 

Mr.  Disney.  Why  not  ? 

Mr.  Karker.  We  do  not  attempt  to  pass  upon  the  accuracy  of  their 
tax  liability.     That  is  a  determination  I  think  that  the  Treasury  has 
made.    They  get  reports  from  the  Treasury  as  to  the  amounts. 
.  Mr.  Disney.  In  the  renegotiations  did  you  attempt  to  take  into  con- 
sideration the  approximate  amount  of  taxes  to  be  paid  ? 

Mr.  Karker.  We  took  into  consideration  the  approximate  amount 
or  profits  left  after  taxes  in  relation  to  the  capital  structure,  as  one 
01  the  four  elements  which  we  try  to  consider  in  arriving  at  our  con- 


clu 


sions. 


Mr.  Disney.  Is  not  that  a  type  of  renegotiation? 
Mr.  Karker.  It  is  a  consideration  of  the  profit  situation  after  a 
contractor's  estimate  of  his  tax  liability,  but  we  do  not  attempt  to 
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determine  the  profit  which  should  be  left  after  he  pays  taxes.  It  is 
variable  in  rate  and  may  be  determined  by  and  large  only  by  measuring 
it  in  comparison  with  the  base  years  as  between  the  price  and  the 
volume  of  sales,  and  in  some  cases  their  volume  has  changed  ma- 
terially, or  in  some  few  instances  it  has  remained  stable.  However, 
so  far  as  the  volume  of  sales  is  concerned,  there  is  still  the  relationship 
between  the  tax  and  the  sales,  but  regardless  of  the  number  of  dollars 
or  the  amount  of  taxes  on  those  dollars  that  is  something  we  have  felt 
is  not  within  our  province. 

Mr.  DiSNET.  In  reference  to  post-war  reserves,  that  has  been  touched 
upon,  and  I  do  not  want  to  press  the  matter  unduly.  Have  you  ar- 
rived at  any  conclusion  as  to  the  practical  method  of  arriving  at 
post-war  reserves  for  companies  and  then  the  question  as  to  a  prac- 
tical policy  in  regard  to  post-war  reserves? 

If  so  I  would  like  to  get  your  idea  about  that,  I  think,  even  at 
the  expense  of  repetition. 

Mr.  Karker.  We  have  arrived  only  at  the  conclusion  that  if  post- 
war reserves  are  to  be  permitted,  such  permission  should  be  written 
into  the  tax  statutes,  or,  say,  if  you  have  tax  exemption,  not  to  put 
the  Department  in  the  position  of  adding  $5  and  trying  to  say  that 
the  individual  contractor  may  have  $1  or  $1.30  left,  or  whatever  it 
might  be  after  assessing  taxes,  with  allowances  in  renegotiation  for 

the  cost. 

We  have  also  studied  a  number  of  times  very  carefully  the  pro- 
visions that  are  already  made  by  statute,  by  termination  agreements, 
and  so  on,  and  so  far  as  post-war  reserves  of  contracting  companies 
are  concerned  we  have  literally  dug  into  them  no  end  in  renegotiation 
proceedings,  as  near  as  we  can  foresee,  and  evaluated  the  evidence  in  a 
particular  company. 

But  the  question  is  so  intricate  and  involves  so  many  interests,  out- 
side of  those  of  the  war  contractors  themselves,  that  we  have  not 
attempted  to  formulate  any  recommendation  to  the  Congress. 

Mr.  Disney.  I  feel  sure  I  am  stating  what  every  Congressman 
thinks,  that  we  do  not  want  any  more  millionaires  after  this  war. 
We  want  as  strong  a  defense  as  possible  against  that. 

I  would  hate  to  see  these  people  leave  their  lines  and  then  go  out 
with  no  jobs,  and  if  there  can  be  some  system  whereby  these  companies 
can  carry  on  such  people  after  the  war.  It  seems  to  me  that  this 
reserve  system,  if  it  can  be  satisfactorily  operated,  is  preferable  to  the 
W.  P.  A.,  or  things  of  that  kind.  Of  course,  that  is  a  problem  which 
is  not  confronting  us  now  at  this  particular  period,  but  it  is  something 
which  I  think  we  should  know  about  and  which  should  be  studied,  and 
we  should  think  about  it  now. 

What  do  you  do  about  recalcitrant  contractors? 

Mr.  Karker.  There  are  some  of  them  that  are  coming  up,  and  they 
will  be  given  a  hearing  by  the  Under  Secretary. 

Mr.  Disney.  That  is,  where  they  refuse  to  cooperate? 

Mr.  KL^KER.  It  may  not  be  a  refusal  to  cooperate;  it  may  be  a 
perfectly  honest  disagreement  as  to  what  is  involved  in  their  profit 

structure. 

Mr.  Disney.  You  certify  them  to  the  Under  Secretary? 

Mr.  Karker.  Yes;  and  the  Under  Secretary  will  make  the  de- 
termination. That  will  be  the  practice,  but  we  have  had  none  up 
to  now. 


Mr.  Knutson.  Mr.  Disney  asked  you  about  a  matter  that  I  want  to 
elaborate  on  a  little  bit.  Do  you  recall  the  case  of  a  contractor  who 
was  dissatisfied  with  the  findings  and  asked  the  War  Department  to 
enter  into  a  friendly  suit  with  him  ? 

Mr.  Karker.  I  do  not. 

Mr.  Knutson.  And  he  was  told  that  if  he  went  to  court  either  with 
a  friendly  suit  or  otherwise  he  would  regret  it. 

Mr.  Karker.  I  do  not  recall  that. 

Mr.  Knutson.  And  that  he  was  told  that  the  Government  had  the 
upper  hand  and  they  controlled  all  the  material  that  he  needed  if  he 
wanted  to  continue  in  business. 

Mr.  Karker.  I  know  of  no  such  case,  Mr.  Knutson. 

Mr.  Disney.  Will  you  please  restate  this  principle  of  7^  percent 
of  war  taxes  that  prevails  in  the  English  system. 

Mr.  Karker.  That  is  my  understanding,  which  General  Browning 
confirmed  later  in  his  comment,  that  in  England  the  control  by  pricing 
is  over-all,  not  only  of  war  material  but  of  every  kind  of  production 
which  they  use,  and  that  the  basis  of  price  control  is  the  allowance  of 
71/4  percent  on  invested  capital. 

Mr.  Disney.  Before  taxes. 

Mr.  ICarker.  Yes ;  before  taxes. 

Mr.  McGranery.  Mr.  Karker,  I  am  sorry  I  was  called  out  of  the 
room  when  Mr.  Disney  asked  you  about  iron,  oil,  and  lumber  being 
exempt.    Of  course.  Congress  itself  exempted  these  items  in  the  bill. 

Mr.  Karker.  Yes,  sir. 

Mr.  McGranery.  Is  there  any  justification  in  your  opinion  for  their 
exemption  ? 

Mr.  Karker.  I  think  there  is  justification  for  the  exemption  of  at 
least  some  of  them.  I  am  not  sufficiently  familiar  with  all  of  them 
to  have  an  opinion  which  is  of  any  value. 

Mr.  McGranery.  Why  would  you  say,  without  pressing  the  ques- 
tion too  far,  that  there  will  be  some  justification  for  some  of  them  ? 

Mr.  Karker.  We  have  a  situation  in  connection  with  at  least  one  of 
the  raw  materials  which  is  vitally  needed  in  the  war,  and  before  the 
war  the  encouragement  by  the  Government  was  such  as  to  get  out  all 
of  the  deposits  available  in  the  country.  The  total  deposit  is  within 
sight  of  complete  depletion.  A  very  substantial  increase  in  price  was 
approved  in  order  to  encourage  an  increase  in  output. 

It  seems  to  me  that  under  all  the  circumstances  it  could  be  readily 
regarded  as  bad  faith  and  double  dealing  if  one  department  used  these 
methods  to  encourage  the  production  of  ore  in  those  deposits,  and  then, 
when  you  have  the  increased  quantity,  to  take  the  money  away  from 

Mr.  McGranery.  There  is  no  justification  for  the  exemption  from 
renegotiation  of  lumber. 
Mr.  Karker.  Not  in  my  opinion. 
Mr.  McGranery.  And  there  is  no  justification  for  the  exemption  of 

Mr.  Karker.  Beyond  the  crude  state— on  the  crude? 
Mr.  McGranery.  Yes. 
^.  Mr.  Karker.  Beyond  the  crude  state ;  that  is  not  an  unusual  exemp- 
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Mr.  McGranery.  I  know,  but  in  the  crude  state  there  is  not  any 
justification  for  exemption  at  this  point  from  renegotiation.  You  can 
take  care  of  a  reasonable  profit  in  there  now  ? 

Mr.  Karker.  I  think  so.    That  is  what  we  have  tried  to  do  m  every 

other  field.  i     j't 

Mr.  DiNGEix.  Mr.  Karker,  I  think  you  have  made  a  very  splendid 
witness  and  have  given  the  comniittee  some  very  valuable  information 
and  have  been  very  frank  and  fair  and  lucid. 

Mr.  Karker.  Thank  you,  sir. 

Mr.  DiNGELL,  I,  for  one,  appreciate  all  you  have  said  here  today.  1 
am  sorry  I  was  not  able  to  be  here  and  hear  all  that  you  had  to  say. 
I  want  to  ask  you  a  few  brief  questions. 

I  believe  you  said  that  the  recovery  based  on  your  report  thus  far 
amounted  to  one  billion  two  hundred  and  forty-seven  million  and  some 
additional  dollars.  I  took  down  the  figures  as  you  gave  them  and  I  am 
quite  sure  that  is  right. 

Then  you  said  that  savings  on  future  orders,  which  I  presume  have 
not  as  yet  been  realized  by  the  Treasury,  amount  to  $1,496,000,000,  or 
a  total  of  $2,743,500,000. 

Mr.  Karker.  Yes,  sir. 

Mr.  DiNGELL.  That  is  not  all  that  we  can  anticipate  as  being  refund- 
able to  the  Treasury.    That  is  only  in  your  particular  department ;  is 

that  right?  ^  ,      .     ^.^      .  i, 

Mr.  Karker.  That  is  correct.    That  is  only  up  to  July  31, 1943,  with 

only  some  32  percent  of  the  subject  contractors  for  1942  renegotiated. 
Mr.  DiNGELL.  I  think  this  second  item  of  one-billion-four-hundred- 

andninety-six-million-and-some-odd   dollars  on   future  orders  was 

anticipated  to  cover  it  all  ?  ,       .         ,      ,    j  i 

Mr.  Karker.  No,  no ;  that  covers  only  price  reductions  that  had  been 
made  up  to  that  time  on  existing  contracts. 

Mr.  DiNGELL.  On  the  renegotiations  which  you  have  thus  far  made, 
but  on  which  the  profit  has  not  yet  been  realized  or  reported  ? 

Mr.  Karker.  That  is  right,  except  that  I  must  go  further  and  say 
that  a  large  part  of  the  price  reductions  have  been  achieved  by  the  con- 
tracting officers.  Probably  in  renegotiation  we  are  responsible  for 
only  about  one-sixth  of  that  sum.  About  five-sixths  has  been  done  by 
the  contracting  officers  in  discussing  individual  contracts  with  the 
suppliers,  and  they  have  secured  price  reductions.  The  greatest  field 
which  gives  an  advantage  to  industry  as  well  as  to  the  Government  is 
one  in  which  we  cannot  yet  estimate  the  effect ;  that  is,  the  purchase  of 
additional  quantities  and  new  items  on  new  contracts  being  negotiated 
now.  That  is  the  character  of  contracts  Mr.  Disney  had  in  mind  as 
probablv  not  being  subject  to  renegotiation  from  now  on. 

Mr.  DiNGELL.  Can  you  give  us  at  this  time  any  estimate  of  the  total 

in  dollars  ? 

Mr.  Karker.  That  is  impossible  to  estimate. 

Mr.  DiNGELL.  I  can  quite  appreciate  that  that  is  so. 

Will  you  tell  me  this  ?  Have  you  any  idea  what  the  savings  may  be; 
are  there  any  figures  available  in  the  various  other  groups  or  activities 
that  are  functioning  under  the  law  as  to  what  they  have  thus  far 

reco  ve  red . 

Mr.  Karker.  Yes,  sir ;  I  have  those  total  figures,  for  the  War  Depart- 
ment, the  Navy  Department,  the  Treasury,  and  the  Maritime  Com- 
mission through  July  31,  1943.     They  were  requested  earlier  this 


afternoon,  and  they  have  been  obtained  for  me  from  the  departments 
from  the  press  releases  issued  by  all  the  departments. 

Mr.  DiNGELL.  Can  you  give  those  to  us  ? 

Mr.  Karkfr.  The  total  of  recoveries  in  excessive  profits  realized  is 
$1,787,923,000. 

Mr.  DiNGELL.  That  is  from  what  ? 

Mr.  Karker.  That  is  the  recoveries  of  excessive  profits  realized  by 
renegotiation  in  these  four  departments. 

Price  reductions  obtained  by  the  four  departments  total  $2,167,- 
922,000.  The  total  of  both  of  these  for  the  four  departments  is 
$3,955,845,000. 

Mr.  DiNGELL.  And  of  that  amount  you  in  your  department  recovered 
what — a  billion  ? 

Mr.  Karker.  Approximately  two-thirds,  $2,743,500,000  of  the 
$3,955,845,000. 

Mr.  DiNGELL.  Approximately  two- thirds. 

Mr.  Karker.  Yes,  sir;  approximately  two-thirds. 

Mr.  DiNGELL.  That  is  for  the  War  Department. 

Mr.  Karker.  Yes,  sir. 

Mr.  DiNGELL.  Of  course,  I  can  see  that  the  Navy  Department  ex- 
penditures were  considerably  less  than  the  War  Department  and  the 
Maritime  Commission. 

Mr.  Karker.  For  the  Navy  Department,  the  total,  if  you  are  in- 
terested, is  very  substantial  and  impressive,  amounting  to  $1,103,- 
143,000.  fe        'i^  5      » 

As  to  the  Treasury,  the  Treasury  is  just  getting  under  way  in  the 
renegotiations,  and  that  amount 'is  $2,460,000,  which  is  the  total 
amount  in  recoveries. 

For  the  Maritime  Commission  the  total  of  both  recoveries  and 
price  reductions  is  $106,742,000. 

Mr.  DiNGELL.  What  becomes  of  these  recoveries  ?  Do  they  go  back 
into  the  Treasury,  or  are  they  used  by  the  Army,  the  Navy,  and  the 
Maritime  Commission  without  further  authority  from  Congress. 

Mr.  Karker.  The  amounts  of  excessive  profits  that  were  realized 
and  determined  on  renegotiation  agreements  are  returned  to  the  Treas- 
ury for  crediting  to  miscellaneous  receipts,  after  giving  the  contractor 
credit  for  tax  liability  on  these  sums  which,  of  course,  go  into  tax 
receipts,  with  one  small  exception,  which  will  be  less  than  5  percent 
maximum  involved  in  that  part  of  the  recovery  which  is  paid  through 
the  medium  of  credit  memoranda  issued  against  the  billing  of  future 
ngures  on  existing  contracts.  Those  sums  are  all  earmarked  in  the 
departments  and  are  not  available  for  expenditure  and  will  be  sepa- 
rately reported  to  the  Congress. 

.  The  price  reductions  which  have  been  made  on  existing  contracts 
IS  money  which  will  not  be  spent.  That  sum  remains  available  for 
use  m  purchasing  quantities  of  additional  items  authorized  by  the 
appropriation  act,  or  by  the  10  percent  transfer  in  the  departments 
lor  other  purposes. 

At  the  end  of  the  fiscal  year  1943  sums  of  that  kind  were  included 
Iv  ^12,000,000,000  which  was  reported  as  unexpended  and  un- 
oDiigated  by  the  War  Department,  not  thereafter  to  be  appropriated. 

Mr.  DiNGELL.  Let  me  state  it  at  this  point  and  see  if  I  have  it 
correct. 
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Then  aside  from  the  10  percent  and  the  5  percent  you  mentioned  the 
balance  of  about  85  percent  is  not  reexpendable  by  the  Army  or  the 
Navy  or  other  agencies,  without  further  authority  from  Congress? 
Ts  that  correct  ? 

Mr.  Kakker.  I  do  not  know  to  what  your  percentages  relate,  Mr. 

TTi*  11 

M*r.  DiNGELL.  Let  us  say  that  you,  on  behalf  of  the  War  Depart- 
ment, are  instrumental  in  saving  the  Government  $100,000,000.  I  am 
wondering  what  becomes  of  that  $100,000,000.  Is  it  put  back  into 
the  Treasury  and  subject  to  reappropriation  by  the  Congress,  or  can 
you  expend  10  percent  of  that  without  any  further  authority,  and 
then  also  allow  the  use  of  the  5  percent  you  mentioned  for  the  purpose 
you  specified  a  moment  ago,  leaving  85  percent  of  the  $100,000,000, 
or  $85,000,000  to  be  expended  by  the  War  Department  only  upon  addi- 
tional authority  by  Congress,  or  are  you  able  to  expend  the  whole 
$100,000,000  in  the  War  Department  without  any  further  authority 

whs  t  soever  ? 

Mr.  Karker.  No,  sir;  if  you  will  divide  these  two,  and  have  all  the 
recoveries  as  one  sum  and  the  price  reductions  as  another,  it  will  be 
clear,  if  you  will  think  about  it,  that  recoveries  will  go  to  the 
Treasury  and  they  cannot  be  expended  by  the  Department  except  by 
reappropriation,  and  price  reductions  on  the  other  hand  represent 
money  not  spent,  because  any  price  at  which  we  agreed  to  buy  an  item 
has  been  reduced,  and  that  sum  is  availaJDle  for  expenditure  within  a 
department  without  additional  appropriation. 

Mr.  DiNGELL.  I  think  I  can  see  the  distinction.  Let  me  ask  you 
this  question,  and  I  will  hasten  to  a  conclusion. 

I  am  looking  for  advice.    You  are  performing  a  very  important 

function.  ,  .      •         i.        • 

Do  you  believe  we  could  arrive  at  that  same  objective  of  saving 
money  to  the  Government  of  the  United  States  and  to  the  taxpayers 
by  a  method  of  taxation  ? 

Mr.  Karker.  I  do  not  believe  you  could. 

Mr.  DiNGELL.  You  feel  that  renegotiation  is  indispensable,  that 
there  are  a  certain  number  of  instances  where  we  have  renegotiation 
and  that  we  cannot  reach  all  cases  by  a  tax  bill. 

Mr.  Karker.  I  do  believe  so,  for  the  duration  of  the  war. 

Mr.  DiNGELL.  I  want  to  be  very  specific.  And  you  believe  that  we 
must  have  a  renegotiation  law  to  be  enforced  to  sift  out  the  really 
excessive  profits. 

Mr.  Karker.  That  is  my  conviction. 

The  Chairman.  Mr.  Karker,  relative  to  the  question  of  renegotia- 
tion and  recovering  excessive  profits,  if  Congress  should  in  its  dis- 
cretion, as  has  been  proposed  by  some  people,  impose  an  excess-profits 
tax  of  100  percent,  what  would  be  left  to  properly  renegotiate? 

Mr.  Karker.  I  think  the  answer  that  you  want  from  me  is  the  one 
word  "nothing." 

The  Chairman.  That  would  do  away  with  the  necessity  of  any  re- 
negotiation, then,  if  Congress  should  impose  a  tax  of  100  percent  on 
excess  profits.     I  was  just  wondering  if  that  were  or  were  not  true. 

Mr.  Karker.  It  would  create  a  great  many  very  difficult  situations. 

The  Chairman.  Understand,  I  have  never  favored  it,  but  it  was  pro- 
posed in  our  committee  and  strongly  advocated  when  we  had  up  the 
subject  of  the  excess-profits  tax. 


Now,  in  the  renegotiation  of  the  contracts,  is  that  all  done  after  the 
contract  has  been  concluded  and  the  contract  price  paid  to  the  con- 
tractor, or  is  it  sometimes  done  before  the  contract  is  finally  concluded 
and  just  the  amount  found  to  be  due  of  excess  profits  withheld  from 
the  contract  price  ? 

Mr.  Karker.  It  is  done  under  both  circumstances,  Mr.  Doughton. 
The  statute  required  that  we  include  in  renegotiation  those  contracts 
on  which,  deliveries  and  payments  had  not  been  completed  as  of  the 
date  of  approval,  April  28,  1942.  That  created  a  difficult  situation, 
in  that  we  went  back  on  contracts,  such  as  were  described  by  one  mem- 
ber today,  where  deliveries  had  been  made  and  only  a  very  small 
sum  remained  to  be  paid  after  April  28.  In  that  situation,  that 
condition  was  taken  into  account  within  the  discretion  of  those  who 
conducted  the  renegotiation  and  that  of  the  Under  Secretary  of  War. 

When  we  renegotiate  for  a  fiscal  period  of  a  contracting  company,  , 
as  we  are  now  doing  for  the  year  1942,  the  renegotiation  may  include 
contracts  which  were  completed  last  year  and  on  which  all  the  deliv- 
eries were  done,  and  it  does  include,  in  practically  every  case,  some 
contracts  which  were  partially  completed  last  year  but  on  which 
additional  deliveries  remain  to  be  made  in  the  year  1943.  In  every 
instance  where  we  can,  where  a  contract  has  remaining  life,  we  se- 
cure a  price  reduction  for  the  remaining  deliveries  due  on  that  con- 
tract at  the  time  of  the  renegotiation;  because  the  statute  puts  upon 
us  the  responsibility  not  only  to  determine  the  recovery  of  excessive 
profits  realized,  but  to  prevent  excessive  profits  likely  to  be  realized. 
And  the  only  way  we  know  to  prevent  the  realization  of  excessive 
profits  is  through  proper  and  careful  pricing. 

The  Chairman.  That  is,  that  much  less  to  be  paid  on  the  contract, 
rather  than  that  much  of  a  recovery  after  it  has  been  paid?  Is  that 
correct  ? 

Mr.  Karker.  Sometimes  the  recovery  is  accomplished  that  wav: 

yes,  sir.  -^ ' 

The  Chairman.  One  other  question,  Mr.  Karker.  I  have  heard 
the  allegation,  and  I  will  ask  you  to  deny  it  if  it  is  not  so,  and  to 
explain,  if  it  is  so,  why  it  is  so,  that  in  some  cases  when  you  renego- 
tiate these  contracts  you  just  say  to  the  contractor  "You  owe  us  so 
much";  and  that  you  give  him  no  detailed  statement  of  how  the 
amount  is  arrived  at  so  that  the  contractor  may  know  and  be  satisfied 
why  he  has  been  called  upon  to  refund  a  certain  amount.  Is  that 
true  or  not  true? 

Mr.  Karker.  I  suppose  that  seems  true  to  some  contractors.  Ac- 
tually It  is  not  true,  except  to  the  extent  that  a  detailed  statement  is 
not  given  to  them  in  writing,  because  its  preparation  is  physically 
impossible.  It  cannot  be  done.  You  cannot  assign  mathematical 
weighting  and  evaluation  to  each  of  the  elements  of  cost  which  have 
to  be  taken  into  consideration. 

The  Chairman.  Well,  suppose  he  should  go  into  court,  would  not 
you  have  to  do  that? 

Mr.  Karker.  I  think  not,  sir. 

The  Chairman.  Suppose  a  contractor  took  you  into  court,  would 

M^^"  ^ave  to  present  a  detailed  statement  to  justify  that  finding? 

Mr.  Karker.  Oh,  there  is  a  detailed  statement,  Mr.  Doughton, 
J^nich  IS  used  with  the  contractor.  The  process  of  renegotiation  is 
m  determining  facts,  determining  the  elements  of  the  balance  sheet, 
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the  operating  statement,  the  elements  of  cost,  and  their  segregation 
into  the  negotiable  as  compared  with  the  nonnegotiable  busmess. 
That  division  is  essential,  but  it  is  the  most  difficult  one;  it  is  tlie 
most  difficult  accounting  problem  with  which  industry  is  laced. 

The  process  of  renegotiation  then  is  to  sit  down  with  the  repre- 
sentative of  the  contracting  company ;  to  have  him  present  the  reasons 
why  he  thinks  the  charges  he  incurred,  the  salaries  he  paid,  the  ele- 
ments of  cost  which  he  included,  the  reserve  which  he  has  set  up,  are 
justified ;  what  there  is  in  his  production,  either  m  the  quantity,  m 
the  meeting  of  his  delivery  schedules,  in  his  improved  design,  m  the 
use  of  substitute  materials,  in  his  improvement  of  the  number  of  man 
hours  required  in  production,  which  entitles  him  to  the  proht  which 
he  realized.  And  there  is  a  discussion  back  and  forth  across  the  table 
in  an  effort  to  be  sure  there  is  taken  into  account  and  given  proper 
and  fair  evaluation  every  one  of  the  elements  that  are  involved. 

Now  in  the  end,  when  that  has  all  been  considered  and  the  repre- 
sentative of  the  contracting  company— be  it  the  president  or  w^hoeyer 
it  is  that  represents  the  company— says  "I  have  nothing  more ;  1  think 
I  have  said  everything  I  can  say  and  you  have  all  my  figures,  then 
it  is  true  that  the  representatives  of  the  Government,  the  panel,  be 
it  two  or  four— we  prohibit  any  less  than  two  and  try  not  to  have 
more  than  four,  because  we  do  not  want  to  march  an  army  in  and  try 
to  intimidate  the  man  at  the  other  side  of  the  table— meet  together 
and  say  "Now,  what  is  your  judgment ;  what  is  excessive  m  this  case  in 
relation  to  the  facts  of  this  case  in  comparison  with  the  facts  in  the 
cases  of  those  others  who  are  making  the  same  character  of  product 
and  in  relationship  to  other  industry  as  a  whole,  in  our  experience, 
and  then  they  agree  upon  a  figure  and  they  meet  again  and  it  is 
probably  at  that  point  where  the  contractor  says,  "All  they  say  to 
me  is  that  'You  owe  us  a  million  dollars.'  "  It  is  at  that  point  where 
they  be<rin  to  discuss  not  only  the  amount  but  the  justification  for 
the  amount,  and  that  is  where  salesmanship,  if  there  is  any,  comes 
into  renegotiation  in  an  effort  to  convince  the  contracting  company 
that  the  amount  is  fair,  it  is  reasonable,  and  it  is  in  his  interest  as 
well  as  in  the  interest  of  the  Government.  .  .i    ^  ^t. 

The  Chairman.  It  is  reasonable  to  suppose,  is  it  not,  that  the  con- 
tractor would  be  better  satisfied  if  he  understood  the  basis  upon 
which  he  was  called  upon  to  refund  a  certain  amount  of  money 
rather  than  just  be  told  "You  owe  us  so  much  money." 

Mr.  Karker.  They  have  endeavored  to  do  that,  sir,  m  every  case. 

The  Chairman,  that  is  the  point  I  wanted  to  get. 

Now,  in  the  different  offices  where  these  contracts  are  renegotiated- 

I  believe  you  say  there  are  about  48  of  them? 

Mr.  Karker.  Yes,  sir.  ,  «%  in 

The  Chairman.  Is  the  personnel  in  those  offices,  as  a  rule,  men 

who  have  had  business  experience? 

Mr.  Karker.  Yes,  sir. 

The  Chairman.  That  is  all. 

Mr.  Karker.  They  are  men  of  maturity. 

Mr.  Cooper.  Mr.  Karker,  you  have  been  asked  some  questions 
by  several  members  of  the  committee  about  being  able  to  handle  the 
situation  through  the  excess-profits  tax. 

Mr.  Karker.  Yes. 


Mr.  Cooper.  Of  course  the  rate  of  the  excess-profits  tax  would  not 
handle  the  situation  at  all,  would  it? 

Mr.  Karker.  I  think  not,  sir. 

Mr.  Cooper.  Because,  after  all,  you  have  to  consider  the  base  upon 
which  that  rate  is  applied,  do  you  not? 

Mr.  Karker.  Yes,  sir. 

Mr.  Cooper.  Now,  of  course,  the  corporation  has  a  right  to  use 
the  average-earnings  method,  the  invested-capital  method,  and  take 
udvantage  of  all  of  the  series  of  relief  provisions  that  have  been 
provided  ? 

Mr.  Karker.  Yes,  sir. 

Mr.  Cooper.  So,  after  all,  it  does  not  make  much  difference  what 
rate  you  fix  for  the  excess-profits  tax,  you  have  also  to  deal  with  the 
base  upon  which  that  rate  applies,  do  you  not? 

Mr.  Karker.  Yes,  sir. 

Mr.  DiNGELL.  Just  one  question.  I  had  intended  to  ask  you  to 
supply  me,  Mr.  Karker,  if  my  friend  from  Virginia,  Mr.  Kobertson, 
does  not  avail  himself  of  the  offer  which  you  made,  with  a  certain 
number  of  instances  showing  the  basis  and  even  some  of  the  ficrures 
of  renegotiation,  which  you  offered  to  supply  Mr.  Robertson. 

Mr.  Karker.  Rig:ht,  sir. 

Mr.  DiNGELL.  Although  you  do  not  want  it  in  the  record. 

Mr.  Karker.  Riffht,  sir. 

Mr.  DiNGELL.  If  you  supply  those  to  Mr.  Robertson,  I  would  like  a 
duplicate  of  them  so  that  I  might  devote  some  study  to  them. 

Mr.  Karker.  I  will  be  delighted  to  do  so. 

Mr.  DiNOELL.  If  he  does  not  care  for  that,  I  would  be  very  happy 
to  have  it  myself.  "^ 

Mr.  Karker.  All  right,  sir. 

Mr.  DiNGELL.  Because  I  think  you  have  something  there  and  I  would 
like  to  post  myself  just  a  little  on  the  figures  and  how  you  arrived  at 
them. 

The  Chairman.  Just  one  question  in  respect  to  Mr.  Cooper's  obser- 
vation about  the  base  upon  which  the  excess-profits  tax  is  imposed: 
it  the  Government  can  formulate  a  satisfactory  base,  either  through 
average  earnings  or  invested  capital,  on  which 'it  bases  its  tax,  if  the 
Ixovernment  can  ascertain  a  sound  basis  for  imposing  the  tax,  why 
would  not  that  base  be  just  as  sound  for  the  recapture  of  exces=;ive 
prohts  from  those  who  are  war  contractors  ?  I  cannot  see  any  distinc- 
tion there.     Understand,  I  am  not  favoring  that. 

Mr.  Karker.  I  understand,  sir. 

.hl?u  P'^'T'^''^'  1  T  ^"^^  ^^^^''^  ^^^  information,  if  Congress 
siiould  decide  to  do  that.  ^ 

Mr.  Karker.  I  understand,  sir.  I  think  there  is  so  fundamental  a 
amerence  between  taxation  for  revenue  and  the  determination  of  a 
proper  pnce^  on  purchases  which  involves  this  question  of  excessive 
prohts  in  distinction  to  excess  profits  that  the  determination  of  the  base 
hvlTA  ^^^'1'  l^^ti^^^^^^ether  it  be  average  earnings,  whether  it  be 
I]  foi  T  .f-^i*^^'  ^'^^'  the  application  of  the  various  relief  provisions 
t  n^  i  '  .  ^""^  ^^^^^^  y^^^^^  provided,  cannot  make  the  one  distinc- 
^lon,  tor  instance,  as  to  whether  the  production  in  time  of  war  was  with 
L!f f  ^?,P;.t'^l  01-  whether  it  was  with  Government  funds  and  Govern- 
ment facilities  provided,  and  I  think  there  is  an  extremely  important 
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difference  in  pricing.  It  cannot  make  the  distinction  m  the  case  of  a 
company  which  was  not  in  existence  doing  this  kind  of  thing  m  the 
base  years  and  in  which  the  amount  of  capital  involved  is  msignifacant, 
where  completely  different  abilities  and  application  led  to  the  good 
results,  such  as  in  the  case  of  the  radio  crystals,  which  I  mentioned, 
where  the  amount  of  capital  involved  for  $2,000,000  of  production  was 

$5,000. 

Mr.  DiNGEUi.  And  what  was  the  profit? 

Mr.  Karker.  Well,  we  removed  over  a  million  dollars  of  excessive 
profit  and  still  left  them  with  good  salary  allowances  and  fair  profits. 

Mr.  DiNGELL.  They  make  these  crystals  by  hand,  do  they  not  ? 

Mr.  Karker.  Well,  this  man  showed  remarkable  ability.  He  had 
arranged  for  the  direct  importation  of  his  crystal  from  Brazil  and 
had  gotten  together  a  group  of  untrained,  inexperienced  people,  and 
put  them  on  line  production,  on  benches,  trained  them,  inspired  them 
and  helped  very  substantially,  beyond  the  point  we  will  ever  be  able 
to  evaluate,  in  our  two-way  communication  in  our  tank  and  aircraft, 
which  is  tremendously  important  in  the  operation  of  the  war.  But 
he  still  made  a  million  dollars  too  much  profit  on  $2,000,000  of  business 
and  they  are  happy— I  say  they  are  happy ;  excuse  me ;  nobody  is 
happy  when  you  take  a  million  dollars  away  from  him,  but  he  realizes 
that  is  the  just,  fair,  and  decent  thing  to  do  and  that  he  has  been  ade- 
quately compensated  by  the  profits  which  were  left  to  him. 

Mr.  Lynch.  Just  one  question.  In  the  4,800  renegotiated  contracts, 
how  many  instances,  if  any,  have  come  to  your  attention  where  the 
contractor  had  paid  his  tax  and  had  distributed  his  profit  and,  by 
reason  of  a  renegotiation  refund,  has  had  his  capital  impaired? 

Mr.  Karker.  None.  We  have  not  impaired  capital.  And  the  only 
danger  of  that  is  not  in  the  payment  of  his  tax,  because  he  is  given 
credit  in  renegotiation  for  his  tax  liability,  whether  or  not  he  has 

Mr.  DiNGELL.  His  danger  is  in  the  distribution  of  the  profits? 

Mr.  Karker.  His  danger  is  in  the  distribution  of  his  profits  and 
renegotiation  and  nothing  else  I  know  of  will  insure  intelligent  man- 
agement of  all  industrial  companies  of  the  country.  Some  of  them 
will  dissipate  their  profits. 

Mr.  Lynch.  But,  as  far  as  you  know,  no  capital  structure  has  been 

impaired? 
Mr.  Karker.  None  that  I  know  of;  none  that  I  recall,  or  none  that 

I  know. 

Mr.  Cooper.  I  move  that  we  stand  adjourned  until  ten  o'clock  to- 
morrow morning. 

The  Chairman.  We  thank  you,  Mr.  Karker,  for  your  patience, 
your  courtesy,  and  your  splendid  statement. 

Mr.  Karker.  Thank  you,  sir. 

Mr.  Cooper.  It  was  a  splendid  statement,  one  of  the  best  I  have 

heard. 

Mr.  Karker.  Thank  you,  sir. 

(The  committee  thereupon  adjourned  until  tomorrow,  Friday,  Sep- 
tember 10, 1943,  at  10  a.  m.) 
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FRIDAY,  SEPTEMBEB  10,  1943 

House  or  Kepresentatives, 
Committee  on  Ways  and  Means, 

Washington,  D.  0, 

The  committee  met  at  10  a.  m.,  Hon.  Kobert  L.  Doughton  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  be  in  order.  The  first  witness 
on  the  calendar  this  morning  is  Mr.  K.  H.  Rockey  of  the  Navy  De- 
partment. 

Mr.  Rockey,  will  you  please  give  your  full  name  and  address  and 
title  and  the  capacity  in  which  you  appear  for  the  benefit  of  the 
record  ? 

Mr.  Rockey.  My  name  is  Kenneth  H.  Rockey,  Chairman  of  the  Price 
Adjustment  Board  of  the  Navy  Department.  " 

With  your  permission,  I  should  like  to  make  a  brief  statement. 

The  Chairman.  Would  you  prefer  to  make  your  statement  free  from 
interruption,  answering  questions  at  the  conclusion  of  your  main 
statement  ? 

Mr.  Rockey.  If  you  please,  sir. 

The  Chairman.  Without  objection,  you  may  proceed  with  that  im- 
derstanding. 

STATEMENT  OF  KENNETH  H.  ROCKEY,  CHAIEMAN,  PEICE 
ADJUSTMENT  BOARD,  NAVY  DEPARTMENT 

.  Mr.  Rockey.  Thank  jrou.  This  statement  is  an  outline  of  the  organ- 
ization procedure,  policies,  and  accomplishments  of  "the  Price  Adjust- 
ment Board  of  the  Navy  Department  in  the  renegotiation  of  war 
contracts. 

I.  introduction 

Your  committee  has  no  doubt  examined  the  public  record  of  the 
House  Naval  Affairs  Committee,  which  made  a  rather  exhaustive 
study  last  June  of  the  renegotiation  law  and  its  administration  by 
the  respective  Price  Adjustment  Boards.  1  shall  accordingly  confine 
j^y  statement  to  a  summary  of  th^  Navy  Board's  policies  and  opera- 
tions, leaving  the  details  to  the  evidence  already  of  record  and  to  such 
questions  as  your  committee  may  wish  to  ask. 

The  Price  Adjustment  Board  of  the  Navy  Department  is  anxious 
niat  your  committee  be  acquainted  with  every  phase  of  our  work.  I 
IJ'elcome  this  opportunity  to  appear  before  you  to  furnish  you  with  any 
Jfliormation  you  may  desire. 
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'file  renegotiation  law  is  an  attempt  to  adapt  our  profit  economy 
and  system  of  free  competitive  enterprise  to  wartime  conditions.  It 
is  strictly  a  war  measure,  adopted  as  an  alternative  to  a  rigid  formula 
for  profit  control,  such  as  contained  in  the  Vinson-Trammell  Act,  and 
in  place  of  profit  control  through  taxation. 

Experience  has  shown  that  any  method  that  fixes  a  ceiling  on  profits 
when  applied  to  all  cases,  whatever  the  facts  and  circumstances,  results 
in  excessive  profits  to  some  and  inadequate  rewards  to  others.  Profit 
control  through  taxation  not  only  has  all  the  disadvantages  of  a  rigid 
formula  but  also  serves  to  encourage  high  cost  production.  No  fixed 
formula  will  control  war  profits  and,  at  the  same  time,  make  adequate 
allowance  to  a  contractor  for  his  risks,  performance,  and  contribution 
to  the  war  effort. 

The  aims  and  objectives  of  the  renegotiation  law  are  (1)  to  en- 
courage efficiency  and  volume  in  war  production,  (2)  to  keep  the  costs 
of  munitions  and  materials  of  war  under  control,  and  (3)  to  prevent 
the  realization  of  imconscionable  profits  by  war  contractors.  In  short, 
the  law  is  not  a  punitive  measure,  a  revenue  measure,  nor  a  regulatoiy 
measure.  It  is  a  pricing  statute  and  as  such  is  an  essential  part  of 
wartime  procurement.     I  cannot  emphasize  this  fact  too  strongly. 

In  order  that  the  law  would  be  sufficiently  flexible  to  meet  this  pur- 
pose and  achieve  the  objectives.  Congress  has  vested  broad  discretion 
in  the  administrating  agencies.  For  myself  and  other  members  of  the 
Price  Adjustment  Board  of  the  Navy  Department,  I  assure  you  we 
are  deeply  conscious  of  our  responsibilities  in  the  exercise  of  this  dis- 
cretion. In  making  determinations  on  the  facts,  in  accordance  with 
announced  principles,  of  the  amount,  if  any,  of  the  "excessive  profits" 
realized  or  likelv  to  be  realized  by  a  contractor,  we  have  consciously 
avoided  overzea'lousness,  on  the  one  liand,  and  extreme  liberality,  on 
the  other.  If  there  should  be  errors  of  judgment  the  Price  Adjust- 
ment Board  of  the  Navy  Department  prefers  them  to  be  in  favor  of 
the  contractor.  As  we  view  it,  the  purpose  of  the  law  is  not  to  punish 
but  to  reward. 

III.    ORGANIZATION  AND  PERSONNlX 

Recognizing  the  importance  of  the  law  to  the  war  effort  and  to  the 
American  system  of  free  enterprise,  and  the  responsibilities  of  those  m 
charge  of  its  administration,  the  Navy  Department  has  been  extreme- 
ly careful  in  its  selection  of  personnel.  It  has  employed  only  the  most 
highly  trained  people  with  practical  experience  in  the  phase  of  the 
work  for  which  they  are  engaged.  All  our  Board  members,  for  in- 
stance, are  experienced  professional  and  businessmen.  Practicnllv 
all  of  our  accountants  are  C.  P.  A.'s.  All  our  analysts  are  experienced 
in  financial  work.  Permit  me  to  say  that  I  have  taken  a  great  dea 
of  pride  in  the  fact  that  while  some  contractors  have  been  critical  ot 
the  law  and  some  have  expressed  dissatisfaction  Avith  the  determiniv 
tion  of  the  Board  in  their  case,  I  have  not  heard  any  criticism  of  the 
administrative  personnel.  , 

In  order  to  carry  out  the  purpose  of  the  law  as  a  pricing  statute  ana 
maintain  the  close  relationship  intended  by  Congress  between  original 
procurement  and  renegotiation,  the  Price  Adjustment  Board  of  the 
Navy  Department  is  a  part  of  the  Office  of  Procurement  and  Materia^ 
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under  Vice  Admiral  S.  M.  Robinson,  who  reports  directly  to  the  Under 
Secretary  of  the  Navy,  the  Honorable  James  V.  Forrestal.  The  Office 
of  Procurement  and  Material,  through  which  all  Navy  Department 
contracts  in  the  amount  of  $200,000  or  more  are  cleared,  is  divided  into 
several  branches,  and  the  Price  Adjustment  Board  is  in  the  Procure- 
ment Branch,  under  the  supervision  of  Mr.  Frank  M.  Folsom. 

As  Mr.  Folsom  stated  in  a  letter  to  the  Naval  Affairs  Committee 
during  its  recent  hearings  (Investigation  of  the  Progress  of  the  War 
Effort,  vol.  2,  Renegotiation  of  Contracts,  pp.  1293-1294) : 

Information  obtained  by  the  Price  Adjustment  Board  in  its  renegotiation  of 
contracts  gives  the  procurement  officer,  for  the  first  time,  complete  and  authentic 
data.  Prom  this  information  the  procurement  officers  not  only  have  the  over- 
all picture  of  costs,  sales,  profits,  invested  capital,  productive  capacity,  subcon- 
tracts, financial  affiliations,  etc.,  but  also  have  a  basis  for  comparisons  of  both 
prices  and  costs.  Complete  familiarity  with  the  contractor's  costs  and  risk,  as 
well  as  those  of  his  competitors,  enables  the  procurement  officer  to  arrive  at  a 
more  satisfactory  price  in  the  original  negotiation  of  contracts.  To  the  extent 
that  unknown  facts  and  factors  are  thus  i-emcved,  procurement  will  improve 
and  there  will  be  fewer  contracts  to  renegotiate. 

Where  costs  become  known  and  close  pricing  is  possible,  the  Navy 
Department  has  been  endeavoring  to  have  contructs  written  that 
would  be  exempt  from  renegotiation.  Our  experience  has  been,  how- 
ever, that  many  contractors  do  not  want  to  enter  into  a  contract  with 
close  prices.  They  fear  that  with  the  constant  changing  military  situ- 
ation, cut-backs  will  be  frequent.  They  also  take  the  position  that 
they  cannot  take  the  risk  of  rising  labor  costs  and  therefore  risk  close 
prices.  Moreover,  some  of  the  large  contractors  prefer  to  have  their 
contracts  renegotiated  in  order  that  there  may  be  an  examination  of 
their  profits  and  Government  approval  given  to  their  war  earnings. 

Witii  respect  to  the  organization  of  the  Price  Adjustment  Board 
of  the  Navy  Department,  the  main  office  is  in  Washington  and  has 
seven  Board  members,  with  myself  as  Chairman  and  Mr.  S.  A.  Mit- 
chell as  Executive  Vice  Chairman.  All  questions  of  policy  and  pro- 
cedure are  determined,  with  the  approval  of  the  Under  Secretary  of 
the  Navy,  by  the  Washington  Board.  In  addition  to  the  seven  mem- 
bers sitting  m  Washington,  six  other  Board  members  with  Com- 
mander N.  L.  McLaren  as  vice  chairman,  are  located  in  New  York 
tity  A  regional  board  of  five  members,  under  the  chairmanship  of 
Mr.  Laird  Bell,  is  located  in  Chicago  and  a  regional  board  of  four 
members,  under  the  chairmanship  of  Mr.  E.  T.  Ford,  is  located  in 
oan  b  rancisco. 

The  total  personnel  of  all  four  boards,  as  of  September  1,  is  as  fol- 
9  w ;  TT^o"^-^  Board  members,  23  other  contract  employees,  70  officers, 

jv  AVit,b,  and  64  civil-service  employees,  or  a  total  of  179. 

Ihe  total  Budget  estimate  for  the  fiscal  year  ending  June  30,  1944 
lor  the  Price  Adjustment  Board  of  the  Navy  Department,  including 
ail  salaries,  rent,  light,  heat,  travel,  telephone,  telegrams,  and  all  other 
Items  of  expense  is  $984,340.15. 

IV.   PRINCIPLES,  POLICIES,  AND  PROCEDURE 

The  principles  and  policies  followed  by  the  Price  Adjustment  Board 
L  ^^^^^.^^P*^^^"^^''^  ^""^  embodied  m  the  joint  statement  of  Pur- 
poses, i'rinciples.  Policies,  and  Interpretations,  published  by  the  War, 
^avy,  and  Treasury  Departments  and  JMaritime  Commission  under 
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date  of  March  31,  1943,  and  as  amended  from  time  to  time.  I  have 
had  copies  of  this  joint  statement  distributed  to  you  and  would  be 
pleased  if  it  could  be  made  part  of  the  record. 

The  Chairman.  Without  objection,  that  may  be  done.  ^^    _    ,     , 
(The  statement  above  referred  to  appears  at  the  close  of  Mr.  Kockey  s 

Mr^^RocKEY.  In  order  to  maintain  uniformity  of  policy  and  ap- 
proach  the  personnel  of  the  diiferent  Price  Adjustment  Boards  are  m 
constant  touch  with  one  another.  The  Under  Secretaries  of  the  War 
and  Navy  Departments  hold  frequent  joint  meetings,  attended  by  the 
Under  Secretaries,  members  of  all  the  boards,  their  counsel,  a  repre- 
sentative of  the  War  Production  Board— Mr.  Carman  (j.  Blough- 
who  is  on  all  of  the  Boards,  and  the  senior  procurement  oflicers. 
The  War  and  Navy  Price  Adjustment  Boards  have  each  assigned  a 
member  to  sit  with  the  other  Board  at  all  of  its  policy  meetings.  Four 
joint  conferences  of  all  of  the  Price  Adjustment  Boards,  which  usually 
last  3  days,  have  been  held.  Three  to  four  hundred  officials,  officers, 
and  employees  connected  with  the  boards  and  the  procurement  of  war 
material  have  attended  these  conferences  for  a  discussion  of  mutual 
problems.  Moreover,  in  cases  handled  by  the  Navy  Board  where  the 
other  boards  may  have  a  substantial  interest,  they  are  asked  to  have  a 
representative  attend  the  meeting  with  the  contractor.  In  short,  while 
the  renegotiation  procedure  may  differ  somewhat  between  the  boards^ 
they  airfollow  the  same  policies  and  apply  the  same  principles  m 
reaching  renegotiation  settlements. 

With  your  permission,  I  will  briefly  outline  the  procedure  of  the 
Price  Adjustment  Board  of  the  Navy  Dei)artment.  In  setting  up  our 
procedure  we  have  endeavored  to  make  it  as  simple  as  possible  and 
to  avoid  placing  any  undue  burden  on  the  contractor,  whose  time  must 
be  recognized  as  important  to  the  problems  of  war  production. 

The  names  of  all  contractors  and  subcontractors  engaged  in  war 
work  are  obtained  through  the  Joint  Assignment  Section,  within  the 
Navy  Department  itself,  various  Government  agencies  or  other  sources 
of  information,  including  the  data  obtained  from  the  income-tax  re- 
turns of  corporations. 

A  contractor  is  then  sent  what  is  known  as  a  preliminary  letter  ot 
information,  which  asks  for  only  current  data,  including  balance 
sheets  and  profit  and  loss  accounts,  a  break-down  between  renegotiable 
and  nonrenegotiable  business  and  the  total  business  done  with  each 
Government  department  and  agency.  Upon  the  basis  of  this  informa- 
tion the  case  is  usually  assigned  to  the  Department  having  the  pre- 
dominant interest. 

This  data  is  carefully  studied  by  our  accountants  and  analysts,  who 
supplement  it  by  contacting  the  technical  and  procurement  officers 
of  the  Government  departments  and  agencies  doing  business  with  the 
contractor,  together  with  other  sources  of  information.  A  preliminary 
report  is  then  prepared  for  consideration  by  the  Board.  If  it  is 
apparent  that  the  company  has  had  no  excessive  profits,  the  Board 
immediately  gives  the  contractor  a  clearance. 

If,  on  the  other  hand,  it  appears  that  there  may  be  excessive  profits, 
several  procedures  may  be  followed.  The  case  may  be  assigned  to  a 
panel  auditor  who  would  assist  the  contractor  in  preparing  further 
information  desired  by  the  Board.  The  Panel  auditors  are  a  group 
of  about  150  partners  or  senior  employees  of  leading  accounting  firms 


throughout  the  United  States  who  have  agreed  to  lend  their  services, 
when  required,  on  a  per  diem  basis  to  assist  the  contractors  in  prepar- 
ing factual  material  needed  by  the  Board.  The  panel  auditor  calls 
upon  the  contractor  and  develops  the  information  with  him.  In  other 
cases  the  Board  may  also  decide  to  send  one  of  its  own  accountants  to 
obtain  the  data. 

If  the  amount  involved  is  relatively  small,  the  Board  may  assign 
the  case  to  one  of  its  own  accountants  and  analysts,  who  will  call  upon 
the  contractor,  develop  what  additional  information  is  necessary,  and 
endeavor  to  arrive  at  a  mutually  satisfactory  agreement  regarding  any 
excessive  profits.  In  such  cases  the  contractor  is  advised  that  he  has 
the  right,  if  he  prefers  to  do  so,  to  appar  personally  before  one  of  the 
Boards.  If  an  agreement  is  reached  in  the  field,  it  is  submitted  to  the 
Washington  Board  for  consideration  and  approval. 

In  the  majority  of  cases  to  date,  however,  the  contractor  appears 
before  the  Board.  A  complete  report  has  been  prepared  by  an  analyst 
and  an  accountant,  and  the  contractor  is  encouraged  to  develop  what- 
ever facts  he  may  wish  the  Board  to  take  into  consideration.  At  the 
Board  meeting,  the  accountant  and  analyst  who  have  prepared  the 
case  are  present,  as  well  as  contracting  officers  and  representatives  from 
the  technical  bureaus  who  have  dealt  with  the  contractor  and  who  are 
familiar  with  the  material  produced  and  the  company's  performance. 
In  short,  there  is  a  full  discussion  of  all  phases  of  the  company's  war 
work  and  its  earnings  and  costs. 

If  an  agreement  is  reached  as  to  what  the  settlement  should  be, 
a  contract  is  prepared  and  submitted  for  approval  to  the  Under  Sec- 
i-etary  of  the  Navy,  who  is  also  sent  a  summary  of  the  facts  in  the 
case.  If  a  contractor  should  be  dissatisfied  with  the  suggested  settle- 
ment of  the  Board,  the  facts  are  submitted  to  the  Under  Secretary 
of  the  Navy  for  such  action  as  he  may  take. 

This,  in  broad  outline,  is  the  procedure  used  by  the  Price  Adjust- 
ment Board  of  the  Navy  Department.  I  shall  not  take  the  time  of 
your  committee  to  enumerate  all  the  factors  considered  by  the  Board 
m  determining  the  settlement.  They  are  set  out  in  the  joint  state- 
ment. But  I  do  wish  to  emphasize  the  fact  that  good  performance, 
low  costs,  and  efficiency  in  production  are  always  rewarded  by  allow- 
mg  a  higher  margin  of  profit  than  where  there  is  inefficiency  and  poor 
performance. 

V.  RECOVERIES  AND  PRICE  REDUCTIONS 

As  of  August  31,  1943,  3,673  cases  have  been  assigned  to  the  Price 
Adjustment  Board  of  the  Navy  Department.  Seventy-seven  of  these 
<;ases  have  been  reassigned  to  one  of  the  other  Boards,  88  were  screened 
out,  125  were  found  to  be  exempt  under  the  law,  788  were  granted  clear- 
ances, 264  settlements  have  been  completed,  and  44  settlements  are 
pencling.  The  Navy  has  thus  taken  action  on  1,386,  or  over  37  percent 
Of  the  3,673  cases  assigned,  and  about  57  percent  were  granted  clear- 
ances, leaving  2,287  to  be  completed.  A  large  portion  of  this  latter 
number  are  in  various  stages  of  renegotiation. 

In  this  connection  L  should  like  to  point  out  that  the  statement 
frequently  made  that  there  are  85,000  cases  to  be  renegotiated  is  erro- 
neous. I  do  not  believe  that  there  are  more  than  25,000  cases  cover- 
«Jg  1942  war  business  to  be  renegotiated  by  all  the  Boards,  and  I  esti- 
oiate  that  the  number  is  close  to  20,000.     Of  this  total  it  is  estimated 
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that  4,000  will  be  the  total  assigned  the  Price  Adjustment^Board  of  the 
Navy  Depaiinent  and  it  is  anticipated  that  by  the  end  ot  1943  it  will 
have  completed,  or  conferences  will  be  in  progress  covering  all  1942 

renegotiable  business.  ,.    •     ^  j 

Of  the  264  settlements  completed,  the  Board  has  ehmmated  excessive 
profits  in  the  amount  of  $1,066,375,000,  of  whicli  $470,598,000  has  taken 
the  form  of  actual  refunds  to  the  Treasury  Department  and  5i559o,- 
777  000  in  price  reductions.  Of  the  44  cases  in  which  settlements  are 
pending  and  where  the  Board  has  made  a  determination  but  the  con- 
tractor^'has  not  yet  agreed,  voluntary  price  reductions  of  $69,360,000 
have  been  made,  and  refunds  will  amount  to  $198,553,000.  In  brief, 
the  refunds  and  price  reductions  of  the  308  settlements  completed  and 
pending  amount  to  $1,334,288,000.  , 

I  should  like  to  submit  a  chart  showing  the  progress  during  recent 
months  of  the  activities  of  the  Price  Adjustment  Board  of  the  Navy 

Depai*t  merit. 

The  Chairman.  Without  objection,  it  will  be  received. 

Mr.  RocKEY.  But  this  is  by  no  means  the  complete  picture  as  to  the 
effectiveness  of  renegotiation.  As  I  stated  at  the  outset,  the  renego- 
tiation law  is  a  pricing  statute.  The  mere  existence  of  the  law  has 
played  a  large  part  in  keeping  the  prices  of  war  materials  at  reasonable 
levels.  Many  contractors  have  made  voluntary  refunds  and  reduc- 
tions in  prices.  There  is  no  way  to  estimate  the  amount  of  money 
saved  the  Government  by  virtue  of  lower  prices  on  successive 
contracts. 

VI.   TAXES  AS  A  SUBSTITUTE 

It  has  been  argued  that  renegotiation  is  unnecessary  because  almost 
all  excessive  profits  are  recovered  by  taxation.  This  argument  is 
based  on  the  erroneous  premise  that  as  the  revenue  act  provides  for  a 
90  percent  excess-profits  tax,  the  actual  saving  to  the  Government  by 
renegotiation  is  only  10  percent  of  the  amount  recovered. 

A  large  portion  of  our  excessive  profits  recoveries  are  from  corpora- 
tions which  come  under  the  80  percent  limitation  provision  of  the 
Internal  Revenue  Code,  and  the  tax  which  would  have  been  collected 
from  their  excessive  profits  is  reduced  to  a  rate  of  approximately  ^2 
percent  by  the  post-war  refund.  The  Price  Adjustment  Board  of  the 
Navy  Department  has  had  at  least  one  case  where  taxes  would  have 
taken  only  40  percent  of  the  excessive  profits  recovered  because  the 
carry-over  provision  of  the  tax  law  had  left  that  contractor  subject  to 
only  the  normal  tax  and  surtax. 

the  Price  Adjustment  Board  of  the  Navy  Department  has  made  a 
study  of  the  first  100  corporations  renegotiated,  with  a  view  to  de- 
termining the  margin  of  difference  between  tax  recovery  and  recovery 
through  renegotiation.  From  these  100  corporations,  renegotiation 
and  Federal  taxes  combined  recovered  $896,373,000,  or  84.3  percent  of 
their  total  profits  of  $1,062,988,600,  whereas  income  and  excess-prohts 
taxes  alone  would  have  recovered  only  73.9  percent,  or  $785,625,300. 
Thus,  renegotiation  added  $110,747,700  to  the  amount  which  the 
Treasury  would  have  received  as  taxes  from  these  100  corporations,  or 
10.4  percent  of  their  total  profits  before  taxes.  In  other  words,  income 
and  excess-profits  taxes  would  have  recovered  only  $388,830,100  or 
77.8  percent  of  the  $499,577,800  of  excessive  profits  which  were  elimi- 
nated by  the  Board  in  its  first  100  cases. 
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When  it  is  thus  clearly  understood  that  the  contractors  would  retain 
a  substantial  part  of  their  excessive  profits  despite  the  present  high 
tax  rates,  some  few  suggest  that  the  excess-profits  tax  rate  be  increased 
to  100  percent.  This  proposal  would  result  in  many  inequities.  It 
would  be  particularly  injurious  to  small  corporations  which  have  a 
poor  base  period  earning  record  and  a  small  capital  investment.  It 
would  also  hurt  the  relatively  new  and  growing  corporations,  such 

as  in  the  aircraft  industry.  .       ^       ,  ,  v 

Renegotiation  provides  an  opportunity  for  the  ample  recognition 
of  low  costs,  efficiency  of  operations,  and  excellence  in  performance 
which  is  unobtainable  under  the  tax  laws.  A  distinction  can  be  made 
between  a  company  which  renders  a  real  contribution  to  the  war 
effort  and  one  which  does  not;  a  company  which  is  using  Government 
facilities  and  capital  and  another  risking  its  own  funds;  producers 
who  have  conserved  manpower  and  the  supply  of  strategic  materials 
and  those  which  have  been  wasteful;  a  producer  who  simply  manu- 
factures a  product  and  one  who  improves  it  or  invents  an  entirely  new 

item,  and  so  forth.  ,     -,     ,.        n^        x    i  •    ^i,  . 

Another  shortcoming  of  taxes,  as  a  method  of  protit  control  is  that 
increased  taxes  tend  to  increase  prices,  and  thus  have  an  inflationary 
effect.  This  fact  was  graphically  set  forth  by  Mr.  Bernard  M.  Baruch 
in  his  book,  American  Industry  in  War.    He  said : 

Excess-profits  taxes— standing  alone— have  no  effect  whatever  to  check  in- 
flation. Their  onlv  effect  is  to  increase  it.  Thus  20  percent  of  $500,000  profit 
is  $100,000  and  20  percent  of  $1,000,000  is  $200,000.  One  way  to  increase 
$500,000  profit  to  .51,000,000  profit  without  increased  risk  or  effort  is  to  double 
the  price.  For  this  reason,  there  is  more  incentive  to  increase  prices— and 
therefore  profits— under  an  80  percent  excess-profits  tax  than  there  is  without 
it.  Indeed,  the  main  result  of  such  a  system  is  to  induce  rapid  price  increase 
to  absorb  the  tax. 

Vn.   RENEGOTIATION  AFTER  TAXES 

The  suggestion  has  been  made  that  profits  after  taxes,  rather  than 
profits  before  taxes,  should  be  the  basis  of  renegotiation  in  determin- 
ing whether  excessive  profits  have  been  realized.  To  renegotiate  after 
taxes  would  defeat  the  primary  purpose  of  renegotiation,  which  is  to 
obtain  war  materials  at  fair  prices  and  prevent  excessive  profits  at  the 
source.  Because  of  the  difference  in  the  excess-profits  tax  base  of 
companies  engaged  in  war  work,  renegotiation  after  taxes  would  have 
the  effect  of  requiring  the  Navy  Department  to  pay  different  prices 
for  the  identical  product  to  contractors  whose  performance  and  costs 
are  the  same. 

Example :  Corporation  A  manufactures  parachute  flares  at  a  cost  of  $45  each 
and  sells  them  to  the  Navy  for  $50.  The  corporation  has  a  high  excess-profits 
tax  base  so  that  its  tax  on  the  $5  profit  is  $2,  leaving  it  with  a  profit  after  taxes 
of  $3  for  each  parachute  flare.  Corporation  B  makes  the  same  flares  at  exactly 
the  same  cost,  but  its  income  taxes  are  at  the  80-percent  rate.  In  order  that 
corporation  B  might  realize  a  $3  per  flare  profit  after  taxes,  the  Navy  would 
be  required  to  pay  corporation  B  $60  for  each  parachute  flare  or  $10  more  than 
paid  to  corporation  A.  In  other  words,  the  Navy  would  have  to  allow  corpora- 
tion B  an  operating  profit  of  25  percent  of  sales,  whereas  corporation  A's  oper- 
ating profit  w^as  only  10  percent  of  sales. 

There  are  many  technical  features  of  the  tax  law  which  make  it 
impossible  to  determine  what  taxes  the  contractor  will  actually  pay. 
Such  provisions  as  the  unused  excess-profits  credit  carry-back  for  2 
years  (sec.  710  (c)  (3) ),  the  net  operating  loss  carry-back  for  2  years 


(sec.  122),  and  that  for  the  amortization  of  emergency  facilities  at 
a  higher  rate  than  20  percent  if  the  war  terminates  before  5  years 
(sec.  124  (d)  (5))  make  it  impossible  to  determine  accurately  or 
even  to  estimate  a  contractor's  taxes  until  at  least  2  years  after  the 
close  of  his  taxable  year. 

Example :  Corporation  A  had  profits  before  taxes  of  $1,000,000  for  1943,  which 
represented  25  percent  of  its  sales  to  the  Navy  Department.  Its  excess-profits 
credit  was  $500,000  (income  basis).  Its  profits  after  taxes,  therefore,  amounted 
to  $350,000,  or  $395,000  including  the  post-war  refund  of  10  percent  of  the  ex- 
cess-profits tax.  The  corporation  contends  that  it  must  retain  this  10  percent 
profit  after  taxes  to  cover  postwar  losses,  conversion  costs,  and  other  contin- 
gencies. 

If  corporation  A  never  loses  money  but  should  merely  break  even  in  1944  or 
1945,  the  unused  excess-profits  credit  carry-back  to  1943  would  reduce  its  1943 
taxes  by  $205,000  and  the  resultant  tax  refund  would  increase  its  profits  after 
taxes  for  1943  to  $600,000,  or  15  percent  of  sales  for  that  year.  If  it  should  lose 
money  in  either  1944  or  1945,  or  if  its  amortization  of  emergency  facilities  were 
accelerated,  the  increase  in  the  1943  profits  after  taxes  would,  of  course,  be 
considerably  larger. 

Moreover,  the  question  of  the  contractor's  tax  liability  is  frequently 
the  subject  of  prolonged  litigation  in  the  courts  and  remains  un- 
settled for  many  years  after  the  close  of  a  given  year. 

If  the  principle  of  renegotiation  after  taxes  were  adopted  and  re- 
negotiation delayed  until  a  contractor's  taxes  are  actually  known, 
there  obviously  would  be  no  value  in  renegotiation  as  a  measure  to 
assist  in  the  procurement  of  war  materials  at  fair  prices.  The  adop- 
tion of  the  proposed  principle  would  divorce  renegotiation  from  its 
primary  purpose. 

Vni.  MINIMUM  PROFIT  AS  A  FLOOR 

It  has  been  suggested  that  the  law  set  a  minimum  profit  after  taxes 
beyond  which  renegotiation  cannot  go  and,  further,  that  the  minimum 
vary  in  accordance  with  the  classification  of  industries.  For  reasons 
previously  discussed,  the  Navy  Board  believes  any  proposal  for  re- 
negotiation after  taxes  to  be  unsound  in  principle  and  impracticable. 
The  proposal  of  a  minimum  profit  floor  presents  similar  difficulties. 

Industries  engaged  in  the  manufacture  of  munitions  vary  so  widely 
that  they  do  not  lend  themselves  to  group  classification.  Even  assum"- 
mg  some  classification  were  made,  a  great  many  companies  are  en- 
gaged in  making  such  a  wide  number  of  different  products  that  they 
could  be  placed  in  any  one  of  several  groupings  or  classes.  Moreover, 
companies  placed  within  a  given  industrial  classification  will  differ 
Widely  in  themselves. 

Not  only  does  the  proposal  present  the  problem  of  classifying  in- 
austries  and  properly  assigning  individual  contractors  to  a  particular 
classification,  there  is  also  the  problem  of  determining  the  minimum 
Profat  floor  for  each  class.  Any  minimum  profit,  whether  based  on 
sales,  total  capital  employed  or  net  worth,  may  readily  permit  some 
contractors  to  realize  excessive  profits  unless  the  minimum  floor  is 
placed  so  low  that  it  would  serve  no  useful  purpose  and  would  only 
serve  to  complicate  the  administration  of  the  renegotiation  law. 

If  a  minimum  profit  is  fixed  by  law  there  will  be  a  natural  tendency 
on  the  part  of  the  contractors  to  try  to  realize  as  large  profits  as  pos- 
siDle  above  the  minimum,  on  the  theory  that  inasmuch  as  the  Board 
^an  only  reduce  profits  actually  realized  the  only  possible  way  a  con- 
tractor could  secure  a  higher  allowance  of  profits  as  an  incentive  re- 
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ward  would  be  to  fix  prices  which  would  allow  him  a  substantially 
higher  profit  above  the  minimum  established  by  law. 

IX.  POST-WAR  KtSEKVES 

In  their  determinations  of  what  constitutes  "excessive  profits-'  the 
Price  Adjustment  Boards  do  not  allow  a  contractor  post-war  reserves. 
This  has  been  one  of  the  major  criticisms  of  rene^'otiation. 

Under  existing  law  the  Price  Adjustment  Boards  are  able  to  allow 
only  those  reasonable  costs  chargeable  to  war  work  and  under  the 
Internal  Revenue  Code  post-war  reserves  cannot  be  treated  as  a  de- 
ductible item  of  cost.  The  only  way  by  which  reserves  for  ])Ost-war 
contingencies  could  be  allowed  bv  the  Price  Adjustment  Boards  would 
be  as  part  of  the  allowable  profit.  As  part  of  the  allowed  profit  the 
reserve  would  be  subject  to  taxation,  and  it  would  thus  be  necessary 
for  the  Boards  to  allow  up  to  five  times  the  amount  of  reserve  to  be  set 
up  by  a  particular  company  in  a  given  year.  Such  procedure  would 
tend  to  defeat  the  primai-y  purpose  of  the  renegotiation  law,  which  is 
to  prevent  unreasonable  prices  of  war  materials. 

An  orderly  transition  from  war  production  to  peacetime  production 
is  important  to  the  survival  of  the  American  system  of  free  enterprise. 
lAHiile  many  companies  will  be  able  to  make  the  transition  with  little 
or  no  difficulty,  at  the  same  time  other  companies  v>'ill  have  urgent 
financial  requirements.  No  two  companies  will  have  exactly  the  same 
problems  in  the  same  degree  and  need  funds  for  the  same  purposes  in 
the  same  amount.  And  in  any  consideration  of  the  post-war  require- 
ments, it  should  be  borne  in  mind  that  companies  which  have  been  able 
to  participate  in  war  work  are  in  a  favored  position  over  companies 
which  haven't  been  able  to  do  so  and  whose  business  has  been  seriously 
curtailed. 

The  question  of  post-war  reserves  should  not  be  made  a  part  of 
renegotiation.  The  determination  of  reasonable  profits  is  made  by  the 
Price  Adjustment  Boards  on  a  basis  of  known  facts.  The  determina- 
tion of  the  amount  of  reserves,  if  any,  to  be  allowed  would  be  mere 
guesswork  as  to  future  needs  and  costs.  No  one  can  now  determine 
how  long  the  war  will  last ;  to  what  new  work,  if  any,  a  company 
engaged  in  war  work  may  wish  to  convert ;  the  extent  of  the  recon- 
version that  will  be  necessary;  and  what  the  price  level  will  be  for 
reconversion  materials  at  the^  time  of  reconversion.  If,  on  the  other 
hand,  a  uniform  allowance  is  given  all  companies,  it  woidd  amount  to 
a  gratuity  to  some  and  i)erhaps  prove  inadequate  for  others.  More- 
over, if  a  company  is  allowed  a  reserve  out  of  its  profits  there  is 
always  the  possibility  that  the  company  may  decide  to  use  the  reserve 
for  other  than  post-war  purposes. 

X.  RECOMMENDATIONS 

The  Navy  Department  takes  the  position  that  renegotiation  idays  a 
vital  part  in  Navy  procurement  in  keeping  prices  at  a  reasonable  level 
and,  at  the  same  time,  encouraging  quantity  and  quality  performance. 

We  believe  that  the  law  can  be  improved  from  an  administrative 
standpoint  and  respectfully  offer  the  following  recommendations  for 
amendments  to  the  act. 

1.  That  the  $100,000  exemption  of  the  existing  law  be  raised  to 
$500,000,  effective  on  1943  renegotiable  business.     This  amendment 


would  reduce  the  volume  of  cases  to  be  handled  by  the  Boards  without 
destrm^ing  the  effectiveness  of  the  law; 

2.  That  it  be  made  mandatory  on  all  contractors  having  Government 
busmess  to  file  financial  data  with  the  Price  Adjustment  Boards 
This  amendment  would  facilitate  the  securing  of  names  and  addresses 
of  all  contractors  and  the  initiation  of  renegotiation  proceedings 
where  necessary;  ^ 

A  bill  (H.  K.  2324)  has  been  introduced  by  the  chairman  of  this 
committee  embodying  these  two  recommendations. 
Thank  you,  sir. 

(The  following  statement  was  submitted  by  Mr.  Rockey:) 

JOINT  STATEMENT  BY  THE  WAR,  NAVY.  AND  TREASURY  DEPART- 
MENTS  AND  THE  MARITIME  COMMISSION— PURPOSES,  PRINCIPLES 
POLICIES,  AND  INTERPRETATIONS  UNDER  SFX^TION  403  OF  THE 
SXTH  SUPPLEMENTAL  NATIONAL  DEFENSE  APPROPRIATION  ACT 
1942  (PUBLIC,  528,  77TH  CONGRESS),  APPROVED  APRIL  28  1942  AS 
AMENDED  BY  SECTION  801  OF  THE  REVENUE  ACT  OF  1942 '(PUBLIC 
753,  77rH  CONGRESS ) ,  APPROVED  OCTOBER  21,  1942 

OUTLINE 

I.  Fundamental  Purposes  op  Section  403: 

^'  ^^^ireiuage.'^''''^'''"^  ^'''''"  ^^^^^^^*^^*^»  "^^iting  profit  to  a  statutory 

o-  iTl'-'''^  1J1^  '"'^'^  adopted  as  an  alternative  to  fixed  profit  legislation 

3.  Section  403  is  not  a  tax  act  designed  to  raise  revenue,  but  if  a  pHce 

Jid.mstment  act  designed  to  lower  costs.  ^ 

4.  bpccified  purposes  of  and  remedies  under  section  403. 

II.  General  Princtplf:s  Followed  and  Factors  Considered  in  Determining 
the  Existence  of  Excessive  Profets  :  x^is-xiu^mininq 

1.  general  principles  followed  in  determining  excessive  profits. 

profits'''*   ^^  considered  when  applicable  in  determining  excessive 

III.  Interpbetatjons  of  the  Statute: 

i-pitl:  ^ZmL!f  ^"''eont.aet.s  subiect  to  renegotiation. 

2  (a)  Payment  before  April  28,  1942. 
2  (b)    (i)  Fixed  exemptions:  Contracts  with  other  eov- 
o  (u^   fF.T^"^''^'!^*'"''^^^  •  ^^^^»««  P^ant  Corporation. 
-  (b)    (11)  Fixed  Exemptions:  Contracts  for  certain  raw 

materials. 
2  (c)  Discrelionary  exemptions. 
2  (d)   Subcontracts  under  exempt  contracts 
2  (e)  Annual  sales  under  $100,000. 

"V^^A^^  Subcontracts  for  real  property  excluded. 
J-PAB-4.  Statutes  of  limitation : 

(a)  Renegotiation  of  individual  contracts 
(0)  Renegotiation  for  prior  years. 

J-PAB-5.  Recognition  of  exclusions  and  deductions  allowed  for  Federal 
tax  purposes:  «t-ueiaj 

5  (a)  Amortization,  depreciation,  and  conversion. 

0(b)   Losses  from  prior  years. 

5  (c)  Was  losses. 

5  (d)  Interest. 

5  (e)  Advertising. 

5  (f)   Salaries,  wnges,  and  other  compensation. 
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J-PAB-6. 

J-PAB-7. 

J-PAB-8. 

J-PAB-9. 
J-PAB-10. 
J-PAB-11. 
J-PAB-12. 


Costs  of  post-war  conversion. 
Patent  royalties. 

Contracts  with  manufacturers'  representatives. 
Over-all  renegotiation ;  Cost-plus-fixed-fee  contracts. 
Credit  for  Federal  taxes;  State  and  local  taxes. 
Final  agreements  and  clearance.  ^,    ,^  x      - 

Responsibility  of  prime  contractors  to  withhold  payments  of 
excessive  profits  to  subcontractors. 

I.  Fundamental  Pubposes  of  Section  403 

1.  section  403  E\^0LVED  FROM  LEGISLATION  LIMITING  PROFIT  TO  A  STATUTORY  PEBCENTAGB 

The  first  law  since  World  War  I  relative  to  a  control  of  profits  on  armament 
was  the  Vinson-Trammell  Act,  enacted  in  1934.  Under  this  law  profits  on  naval 
construction  contracts  for  vessels  and  aircraft  were  limited  to  10  percent  of  the 
S^nt  act  price^  In  June  of  193G  the  act  was  amended  to  permit  the  offsetting  of 
Ss  on  one  contract  against  profits  on  another  by  extending  the  10  percent  profit 
imitation  to  aggregate  contract  prices  for  all  contracts  completed  during  each 
tillable  year.  In  addition,  the  amendment  permitted  the  offsetting  of  net  losse. 
of  one  taxable  year  against  net  profits  of  the  succeeding  taxable  year.  In  the 
same  vear  (1936)  the  Merchant  Marine  Act  provided  for  a  10  percent  limitation 
on  profits  on  contracts  for  ships  built  for  the  Maritime  Commission.  In  April  of 
1939  the  Vinson-Trammell  Act  was  amended  to  provide  that  the  10  percent  limita- 
tion on  profis  be  applied  only  to  contracts  for  naval  vessels  and  that  on  contracts 
for  Arnfy  mid  Navj'  aircraft  a  maximum  profit  of  12  percent  of  contract  price  be 
allowed.  All  of  these  enactments  related  to  peacetime  procurement,  since  the 
countrv  was  not  yet  preparing  for  war.  . 

In  he^iext  vear.  on  Junc^  28,  1940,  an  act  was  passed  changing  the  allowaWe 
profits  on  naval  vessels  and  Amy  and  Navy  aircraft  to  8  percent  of  the  contract 
price  ThCf  act,  coming  as  it  did  after  the  fall  of  the  Low  Coiintries  and  France 
fs  really  the  beginning  of  war  profit  legislation  in  the  United  States.  This  act 
exterided  to.subanitractors  the  provisions  of  the  Vinf  n-TrammeU  Act  and  i-edn^^^^ 
the  profit  limitations  imposed  thereby  to  8  percent  of  contract  prices  or  8.7  Pei cent 
of  anowable  costs  of  contracts  other  than  prime  contracts  made  on  a  cost-plus-hxed 
fee  basTs  T^ie  Second  Revenue  Act  of  1940,  approved  October  8.  19^0.  suspended 
Ts  of  Derembpr  31,  1939,  the  profit  limitation  statutes  applicable  to  military  and 
naval  contnrcts  and  snbconti^cts  whenever  tlie  ^'^r^tractors  and  sub^^^^^^ 
were  subiect  to  excess  profits  tax.  Pursuant  to  the  Second  \\ar  Powers  Act, 
rpprov"  Mar  h  27,  1942  the  President  by  Executive  Order  9217  issiied  Aprd  10 
^^42  desi'-nnt^  the  War  Production  Board,  the  War  Department^  the  Navy 
L^artmen  the  Treasure  Department,  the  Reconstruction  Finance  Corporat^n 
and  he  Maritime  Commission  as  the  governmental  agencies  authorized  to  insppc 
the  nlants  and  audit  the  books  and  records  of  any  contractor  or  subcontractor 
wi^h'^whom  a  defense  contract  had  been  placed,  to  prevent  the  accumulation  of 

''''v':!!er^^^^  the  war  Department,  the  Navy  Department    and  the 

M-l^Mtlme  Conimiss?on.\n  April  25,  1942,  directed  the  establishment  of  cost 
nnnlvs™  seVti^s  and  price  adjustment  boards.  The  cost  analysis  sections  were 
r  condncT^.1  irvevs  of  costs  and  profits  incident  to  war  contracts,  and  to  act  as 
farffim   ngTgenc^^^  the  price  adjustment  boards.    The  boards  were  to  assist 

Ihp  Detrlnen?s  and  the  Commission  in  securing  voluntary  adjustments  or 
refunds  whenever  costs  or  profits  were  deemed  excessive.  _„    *^t 

On  Mr.ch  28  1942.  however,  the  day  after  the  Second  War  Powers  Act 
beSme  law  and  nearly  2  weeks  before  Executive  Order  9127  was  .ssned  t^e 
HO  ™  of  Representatives  adopted  the  Case  amendment  tx)  H.  R.  6868  (Sxtn 
^nnniPrnPnt'd  National  Defense  Appropriation  Act,  1942),  the  purpose  of  which 
wTlnrmli  t^e  profi^ts  on  any  wa?  contract  to  6  percent,  thereby  precipitating 
the  whole  question  of  additional  controls  over  war  profits. 

2.    SECTION   40:^   WAS  ADOPTED  AS  AN  ALTERNATIVE  TO  FIXED  PROFIT  LEGISLATION 

The  War  and  Navy  Departments  are  opposed  to  uniform  flat  Percentage  profit 
lP^s4tion  (fn  the  theory  that  this  virtually  places  contracts  on  a  cost-plus  b  sis 
S  ife^^^n-^^t  s  felt  ^hat  the  rate  of  profit  should  be  related  to  the  contribution 
and  Sormance  of  the  contractor  and  not  to  a  fixed  statutory  percentage  A 
fla? profit  control  limitation  in  the  opinion  of  these  Departments,  does  not  achieve 
fts  primary  objective  of  uniformity  of  treatment.    Although  it  allows  a  fixed 


uniform  percent  of  profit  on  gross  sales,  this  is  most  unfair  as  applied  to  the 
different  types  of  business  engaged  in  war  work.  It  does  not  recognize  the  fact 
that  in  different  lines  of  business  the  same  volume  of  sales  may  require  widely 
different  amounts  of  capital,  skill,  and  work,  depending  on  the  rate  of  turn-over 
or  production,  the  nature  of  the  article  or  services,  and  similar  factors.  Mor<  over, 
some  contractors  will  be  using  Government  facilities,  some  will  be  Government- 
financed  either  through  advance  payments,  direct  loans,  or  cost-plus-fixed-fee 
contracts,  while  others  will  be  using  their  own  facilities  and  capital. 

Many  vital  war  items  have  required  for  their  production  the  application  over 
a  period  of  years  of  highly  developed  inventive  genius,  original  designing,  and 
mechanical  skill.  Also,  many  products  require  such  precision  in  manufacture 
that  few  contractors  can  qualify  for  their  production.  Furthermore,  it  not  in- 
frequently happens  that  the  contractor  who  develops  such  an  article  is  producing 
it  in  his  own  plant  with  his  own  capital  and  with  his  own  painstakingly  de- 
veloped machinery.  Another  contractor  may  be  engaged  as  a  new  and  separate 
source  of  supply,  and  may  receive  new  plant,  machinery  and  equipment,  without 
cost,  from  the  Government ;  the  "know  how"  and  patent  licenses  may  have  been 
obtained  without  cost  from  the  original  contractor.  As  a  result  of  these  con- 
tributions and  modern  equipment,  the  second  contractor  frequently  produces  the 
article  at  a  lower  cost  than  the  original  contractor.  It  is  obvious  that  the  second 
contractor  is  not  entitled  to  the  same  rate  of  profit  as  the  original  one. 

On  the  other  hand,  in  some  cases  the  costs  of  a  new  producer  have  been  twice 
that  of  the  original  contractor  because  of  a  lack  of  skill  and  "know  how."  Under 
fixed  statutory  limitations  the  new  contractor  might  receive  twice  the  profit  of 
the  original  producer.  This  is  obviously  most  unlair.  Consideration  must  also 
be  given  to  the  situation  where  a  "run  of  the  mill  product,"  requiring  little  skill, 
is  being  manufactured  and  where  material  costs  are  relatively  large;  and  also 
to  cases  where  subasserabling  is  performed  by  a  subconstractor. 

It  is  apparent,  from  these  examples,  that  a  uniform  maximum  rate  of  profit 
for  everyone  would  necessarily  be  unfair  to  many.  Furthermore,  industry  studies 
have  revealed  diversities  in  production  so  varied  that,  with  rare  exceptions,  even 
application  of  a  uniform  rate  to  broad  classifications  by  industries  would  not  be 
practical  or  equitable.  Renegotiation  appears  to  be  the  only  method  so  far  sug- 
gested which  is  sufficiently  flexible  to  cope  with  the  diversity  between  industries 
or  the  variations  within  them. 

The  War  and  Navy  Departments,  therefore,  suggested  the  elimination  of  the 
Case  amendment  and,  at  the  request  of  the  chairman  of  the  Senate  Subcommittee 
on  Appropriations,  representatives  of  the  War  and  Navy  Departments,  and  Mr. 
Donald  M.  Nelson,  Chairman  of  the  War  Production  Board,  agreed  to  suj.'g3st  a 
substitute  method  of  preventing  excessive  or  unanticipated  profits  on  war  con- 
tracts. The  substitute  method  recommended  by  the  War  and  Navy  Departments 
and  Mr.  Nelson  was  not  adopted  by  Congress,  but  the  Case  amendment  was 
eliminated  and  section  403  was  enacted  in  its  place.  Section  403  was  based  upon 
the  theory  that  the  contract  prices  of  each  contractor  might  be  adjusted  after 
consideration  of  experience  in  the  performance  thereof  and  after  negotiation 
with  the  contractor.  Section  403  was  amended  by  section  801  of  the  Revenue 
Act  of  1942,  approved  October  21,  1942,  to  meet  certain  administrative  problems 
encountered  in  its  application,  but  its  basic  principles  were  not  changed.  It  is 
true  that  the  very  flexibility  of  renegotiation  makes  complete  uniformity  and 
certainty  almost  impossible  and  the  necessity  of  dealing  with  cases  individually 
creates  a  serious  administrative  burden.  Nevertheless,  it  is  felt  that  the  benefits 
and  advantages  of  renegotiation  outweigh  these  disadvantages  and  make  it  pref- 
erable to  other  methods  proposed. 

3.    SECTION   403  IS  NOT  A  TAX  ACT  DESIGNED  TO  RAISE  RE\'ENUE,   BUT  IS   A  PRICE 

ADJUSTMENT  ACT  DESIGNED  TO  LOWEB  COSTS 

Section  403  has  been  occasionally  but  inaccurately  interpreted  as  a  tax  act. 
The  problem  of  excessive  war  costs  and  profits  is  primarily  a  problem  of  pricing 
and  not  of  taxation.  Heavy  taxation  does  not  meet  the  problem  but  tends  to 
aggravate  it  by  creating  an  incentive  for  increasing  costs. 

Three  important  respects  in  which  taxation  is  ineffective  in  meeting  the  prob- 
lems solved  by  renegotiation  are : 

First. — War  materiel  contracts,  which  have  been  generally  prtfiLable,  some- 
times are  excessively  so  because  many  war  industries  hjive  had  \o  be  created  under 
lorced  draft.  In  many  cases  profits  have  been  unpredictable  because  the  pro- 
Jniction  of  repetitive  items  has  increased  by  geometric  proportions.  Therefore, 
the  accumulation  of  excessive  profits  by  some  war  contractors  has  been  and 
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alwavs  will  be  unavoidable.  These  excessive  profits  are  extremely  irregular. 
They^  accrue  to  some  contractors,  not  to  others.  Taxation,  which  must  apply 
equally  to  all  war  and  civilian  businesses,  cannot  keep  pace  with  this  erratic 
development  of  excessive  war  profits. 

Second.— War  industries  lack  the  normal  competitive  incentive  for  low-cost, 
efficient  operation.  The  Government,  in  many  instnnces,  must  buy  from  evei7 
available  source  of  supply,  rejicardless  of  cost.  Neither  taxation  nor  any  pro- 
posed profit  limitation  formula  restores  this  incentive.  In  fact,  taxation  and 
most  limitation  formulas  put  a  premium  on  high  costs. 

Third. — The  munitions  industry  is  extremely  varied.  A  laige  part  of  it  o\m'- 
ates  with  Government  capital  or  Government  guaranties,  substantially  redutiug 
private  risks.  Some  contractors  can  continue  their  peacetime  processes  with 
little  change.  Others  must  attempt  unftimiliar  and  unexplored  operations. 
Some  operations  permit  a  very  rapid  turn-over  of  the  contractor's  investment, 
others  a  very  slow  turn-over.  No  formula  for  limiting  profits  can  deal  equitnbly 
with  all  these  circumstances. 

Renegotiation  of  contracts  can  do  what  taxation  and  flat  formulas  cannot. 
It  can  fit  the  profit  to  the  facts.  It  can  reduce  excessive  profits,  leaving  reason- 
able profits  untouched.  It  can  reward  low-cost  etiiciency.  It  can  distinguish 
between  degrees  of  risk  and  venture.  It  is  the  only  device  flexible  enough  to  fit 
the  variety  of  war  industries. 

As  section  403  is  designed  to  meet  this  pricing  problem,  the  exactitude  and 
uniformity  of  application  found  imder  a  tax  act  cannot  be  expected.  An  equal 
degree  of  uniformity  might  be  expected  in  the  renegotiation  of  groups  of  con- 
tracts after  "the  facts  are  in"  as  would  have  been  reached  at  the  time  of  initial 
negotiations  had  all  the  facts  then  been  known.  The  degree  of  uniformity  under 
the  original  negotiations  would  be  varied,  however,  by  the  extent  to  which  various 
factors  might  be  given  ditferent  weighting  by  different  pers«ms  or  groups.  Conse- 
quently, the  results  of  renegotiation  will  not  and  cannot  rejich  the  mathematical 
uniformity  resulting  from  a  tax  statute  that  is  concerned  only  with  the  determina- 
tion of  the  amount  of  net  income  based  upon  a  stated  formula. 

4.    SPECIFIED  PURPOSES   OF  AND  REMEDIES   UND^   SECTION    4  03 

Subsection  (b)  of  section  403  requires  the  insertion  in  contracts  for  an  amount 
in  excess  of  $100,000  made  after  April  28,  1942,  of  a  provision  requiring  rene- 
gotiation of  the  contract  price  at  a  period  or  periods  when,  in  the  judgment  of 
the  Secretjiry  of  War,  the  Secretary  of  the  Navy,  the  Secretary  of  the  Treasury, 
or  the  Chairman  of  the  Maritime  Commission,  the  profits  can  be  determined  with 
reasonable  certainty,  as  well  as  a  provision  re<iuiring  the  contractor  to  insert  a 
similar  provision  in  each  stibcontract  for  an  amount  in  excess  of  $100,000  made 
by  him  under  such  contract. 
*  Subsection  (c)  of  section  403  authorizes  and  directs  the  Secretary  of  War,  the 
Secretary  of  the  Navy,  the  Secretaiy  of  the  Treasury,  and  the  Chairman  of  the 
Maritime  Commission,  whenever  in  his  opinion  excessive  profits  have  beoi 
realized  or  are  likely  to  be  realized,  from  any  contract  with  his  Department  or 
the  Commission,  as  the  case  may  be,  or  from  any  subcontract  thereunder,  whether 
or  not  made  by  the  contractor,  to  require  the  contractor  or  subcontractor  to 
renegotiate  the  contract  price  of  any  existing  contract  or  subcontract,  even 
though  made  prior  to  April  28,  19^12  (provided  final  payment  had  not  been  made 
prior  to  that  date),  and  of  any  contract  or  subcontract  nuide  thereafter,  whether 
or  'not  it  contain^i  a  renegotiatio^n  or  recapture  clause,  unless  such  contract  or 
subcontract  provides  otherwise  or  is  exempted  pursuant  to  other  provisions  of 
the  statute. 

The  statute  defines  renegotiation  as  inclufling  a  refixing  of  the  contract  price 
by  the  Secretary  or  the  Chairman.  This  refixing  is  generally  accomplished  by 
mutual  agreement  arrived  at  by  negotiation  between  the  contractor  and  the  piit'^ 
adjustment  board  of  one  of  the  Departments  or  the  Conmiission.  Under  these 
agreements,  excessive  profits  are  eliminated  in  various  ways,  among  which  are 
the  following:  (1)  A  direct  cash  refund  by  the  prime  contractor  to  the  Govern- 
ment, in  which  event  his  contract  prices  would  not  be  adjusted  for  the  period 
covered;  (2)  a  reduction  in  the  contract  prices  on  future  deliveries  under  prime 
contracts,  which  automatically  would  accrue  to  the  benefit  of  the  Government; 
(3)  a  direct  cash  refund  by  the  subcontractor  to  the  Government;  and  (4)  a  re- 
duction in  the  contract  price  on  future  deliveries  under  subcontracts,  with  » 
provision  that  any  prime  contractor  receiving  the  benefit  thereof  must  pass  on  an 
equivalent  benefit  to  the  Government  in  the  form  of  a  corresponding  reduction  i" 
the  contract  prices  of  its  prime  contracts  or  a  direct  cash  refund  to  the  Govern- 


ment.   These  methods  may  also  be  used  in  combination  and  are  not  exclusive  of 
other  appropriate  and  effective  methods  applicable  to  particular  situations. 

In  the  event  it  becomes  impossible  to  reach  a  mutual  agreement,  the  case  is 
then  referred  to  the  oflicial  of  the  Department  or  the  Commission  to  whom  au- 
thority has  been  delegated  under  the  statute,  who  gives  consideration  to  tlie  use  of 
such  special  measures  as  he  may  deem  necessary  or  advisable. 

II.  GENtRAL  Principles  Followed  and  Factors  Considered  in  Determining  the 

Existence  of  Excessive  I'rofits 

In  the  present  emergency  the  existence  of  excessive  profits  does  not  necessarily 
Indicate  that  a  contractor  has  taken  undue  advantage  of  the  Government  or  that 
the  contracting  oflicers  have  failed  to  exercise  good  judgment  under  all  the  circum- 
stances. Companies  have  been  asked  to  produce  war  equipment  with  which 
neither  they  nor  others  have  had  any  previous  experience,  and  in  quantities  far 
beyond  anything  previously  contemplated.  Under  such  circumstances  the  esti- 
mates of  costs  have  necessarily  been  unreliable  and  when  subjected  to  the  test  of 
actual  production  have  often  proved  to  Ixi  substantially  higher  than  the  actual 
costs.  Consequently,  many  contractors  have  been  left  with  profits  which  they 
neither  anticipated  nor  wish  to  retain.  The  true  purpose  of  renegotiation  is  to 
determine,  preferably  by  agreement,  the  amount  of  these  profits  which  exceed  a 
fair  margin  under  all  the  circumstances,  and  these  circumstances  are  bound  to 
vary  in  individual  cases. 

1.  qener.\l  pbinciples  followed  in  determining  excessive  pkofits 

In  considering  whether  costs  or  profits  on  war  contracts  are  excessive,  the  price 
adjustment  boards  are  guided  by  the  following  broad  principles : 

(a)  That  the  stimulation  of  quantity  production  is  of  primary  importance. 

(6)  That  reasonable  profits  in  every  case  should  be  determined  with  refer- 
ence to  the  particular  performance  factors  present  without  limitation  or 
restriction  by  any  fixed  formula  with  respect  to  rate  of  profit,  or  otherwise 

(c)  That  the  profits  of  the  contractor  ordinarily  will  be  determined  on  his 
war  business  as  a  whole  for  a  fiscal  period,  rather  than  on  specific  contracts 
separately,  with  the  possible  exception  of  certain  construction  contracts 
Fixed  price  contracts  are  negotiated  separately  from  fees  on  cost-plus-flxed- 
fee  contracts. 

id)  That  as  volume  increases  the  margin  of  profit  should  decrease  This 
is  particularly  true  in  those  cases  where  the  amount  of  business  done  is  ab- 
normally large  in  relation  to  the  amount  of  the  contractor's  own  capital  and 
company-owned  plant,  and  where  such  production  is  made  possible  only  by 
capital  and  plant  furnished  by  the  Government. 

(e)  That  in  determining  what  margin  of  profit  is  fair,  consideration 
should  be  given  to  the  corresponding  profits  in  pre-war  base  years  of  the 
particular  contractor  and  for  the  industry,  especially  in  cases  where  the 
war  products  are  substantially  like  pre-war  products.  It  should  not  be 
assumed,  however,  that  under  war  conditions  a  contractor  is  entitled  to 
as  great  a  margin  of  profit  as  that  obtained  under  competitive  conditions 
m  normal  times. 

if)  That  the  reasonableness  of  profits  should  be  determined  before  pro- 
vision for  Federal  income  and  excess-profits  taxes. 

ig)  That  a  contractor's  right  to  a  reasonable  profit  and  his  need  for 
working  capital  should  be  dinstinguished.  A  contractor  should  not  be 
allowed  to  earn  Excessive  profits  on  war  contracts  merely  because  he  lacks 
adequate  working  capital  in  relation  to  a  greatly  increased  volume  of 
business. 

2.  particular  factors  considered  when  applicable  in  determining 

excessive  profits. 

In  determining  the  margin  of  profit  to  which  a  contractor  is  entitled,  con- 
sHieration  is  given  to  the  manner  in  which  the  contractor's  operations  com- 
pare with  those  of  other  contractors  with  respect  to  the  applicable  factors- 
among  such  factors  taken  into  consideration,  when  applicable,  are  the  follow- 

ia)  Price  reductions  and  comparative  prices. 
(6)  Efficiency  in  reducing  costs, 
(c)  Economy  in  the  use  of  raw  materials. 
90621—4.3 10 
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id)  Efficiency  in  the  use  of  facilities  and  in  the  conservation  of  man- 
power. 

(e)  Character  and  extent  of  subcontracting. 

if)  Quality  of  production. 

ig)  Complexity  of  manufacturing  technique. 

( /I )  Rate  of  delivery  and  turn-over. 

(i)  Inventive  and  developmental  contribution  with  respect  to  important 

'^Ti)^Co"p^eration  with  the  Government  and  with  other  contractors  in 
developing  and  supplving  technical  assistance  to  alternative  or  competitive 
sources  of  supply  and  the  effect  thereof  on  the  contractor's  future  peace- 
time business. 
Consideration  is  also  given  to  possible  increases  in  cost  of  materials,  im- 
minent  wage  increases,  and  the  risks  assumed  by  a  contractor  such  as  in- 
experience  in  new  types  of  production,  delays  from  inability  to  obtain  materials, 
rejections,  spoilage,  "cut-backs"  in  quantities,  and  guaranties  of  quality  and 
performance  of  the  product.     It  is  also  recognized  that  a  contractor  who^^^ 
nricine  policy  results  in  comparatively  reasonable  profits  is  entitled  to  more 
favorable  treatment  than  a  contractor  whose  pricing  policy  results  in  a  large 
amount  of  unreasonable  profits  unless  this  is  attributable  to  reduced  cos  s 
rather  than  over-pricing.     The  contractor  who  maintains  only  a   reasonable 
margin  of  profit  is  subjected  to  the  risks  incident  to  the  performance  of  a  fixed 
price  contract,   while  the   contractor   who   practices   over-pricing  usually  has 
taken  few,  if  any,  of  such  risks.    In  the  latter  case  the  profit  of  the  contractor 
shouM  be  adjusted  in  the  direction  of  the  fee  that  might  have  been  allowed 
under  a  cost-plus-fixed-fee  contract  for  the  production  of  similar  articles. 

The  contractor  in  every  instance  is  given  ample  opportunity  to  develop  and 
present  facts  with  respect  to  all  of  the  above  factors  and  to  any  other  factors 
which  in  his  particular  case  may  be  relevant  to  the  contractor's  over-all  quality 
of  performance,  upon  which  his  profit  reward  is  based. 

III.  Interpretations  of  the  Statute 

The  following  interpretations  of  the  statute  represent  the  present  opinion  of 
the  Departments  and  the  Commission  and  are  subject  to  such  revision  from 
time  to  ime  as  may  appear  desirable  as  a  result  of  the  opera  ion  of  the  boards 
ui^der  theTe  intei-pretations.  They  are  issued  for  information  only  and  are 
siibj«!t  to  c^  notice.    To  facilitate  the  issuance  of  changes,  these 

interpretations  are  designated  J-PAB-1  to  J-PAB-12,  inclusive. 

j_PAB-i— 1.  contsacts  and  stjbcontbacts  subject  to  renegotiation 

Under  subsection  (c)  of  section  403  of  the  Sixth  Supplemental  National  D^ 
fense  Appropriation  Act,  1942  (Public,  No.  528,  ^^th  Cong  ).  approved  April  28, 
1942  as  amended  bv  section  801  of  the  Revenue  Act  of  1942  (Public,  No.  io6, 
77th'Cong.),  approved  October  21,  1942,  whenever  in  the  opinion  of  the  Secretaij 
of  War,  the  Secretary  of  the  Navy,  the  Secretary  of  the  Treasury,  or  the  Chair- 
man of  the  Maritime  Commission  (each  being  hereinafter  referred  to  as  tne 
"Secretary"),  the  profits  realized  or  likely  to  be  realized  on  any  contract  or  con- 
tracts with  such  Department  or  Commission  (each  being  hereinafter  referred  to 
as  the  "Department"),  or  from  any  subcontract  or  subcontracts  thereunder 
whether  or  not  made  by  the  contractor,  may  be  excessive,  the  Secretary  is  au- 
thorized and  directed  to  require  the  contractor  or  subcontractor  to  renegotiate 
the  prices  of  such  contracts  and  subcontracts  to  eliminate  any  excessive  pronib 

The  provisions  of  section  403  relate  to  all  contracts  entered  into  by  the  War 
and  Navy  Departments  and  the  Maritime  Commission.  Contracts  of  the  Treas- 
ury Department  subject  to  renegotiation  include        ^  ,     „.    ,  ^      „  ^.-t 

(1)  Contracts  placed  under  section  201  of  title  II  of  the  First  War  Powers  Act. 
1941  55  Stat.  839  (principally  lend-lease  contracts,  which  may  be  identified  by  tue 
symbols  '  DA-TPS"  preceding  the  contract  number)  ;  ^      ^,  „  o„fhnritv 

(2)  Contracts  for  strategic  and  critical  materials  placed  under  the  authoriy 
of  the  Act  of  June  7,  1939.  53  Stat.  811  (such  contracts  made  after  March  i. 
1943,   may  be  identified  by  the  symbols   "SCM-TPS"  preceding  the  contract 

""(3 )^ Contracts  for  supplies  for  refugee  relief  under  the  Red  Cross  prograin. 
placed  under  the  authority  contained  under  title  III  of  the  Third  Supplemental 


National  Defense  Appropriation  Act,  1942,  55  Stat.  817  (such  contracts  may  be 
identified  by  the  symbols  "RR-TPS"  preceding  the  contract  number). 

Other  types  of  contracts  regularly  entered  into  by  the  Procurement  Division  of 
the  Treasury  Department  in  the  ordinary  course  of  business  prior  to  the  war 
period,  as  such,  are  not  subject  to  renegotiation  unless  negotiated  under  au- 
thority contained  in  title  II  of  the  First  War  Powers  Act,  1941.  However,  pur- 
chase orders,  issued  by  the  War  and  Navy  Departments  and  the  Maritime  Com- 
mission under  General  Schedule  of  Supplies  Contracts,  which  are  entered  into 
by  the  Procurement  Division  of  the  Treasuiy  Department  on  behalf  of  all  de- 
partments and  establishments  of  the  Government,  are  considered  as  being  sub- 
ject to  the  provisions  of  section  403.  Purchase  orders  issued  by  the  Treasury 
Department  itself  under  such  contracts  are  also  considered  as  being  subject  to 
the  provisions  of  section  403  if  such  purchases  are  for  lend-lease  or  for  the  Red 
Cross  program. 

AH  so-called  lend-lease  contracts  entered  into  by  the  War  Department,  the 
Navy  Department,  the  Treasury  Department,  and  the  Maritime  Commission  are 
subject  to  the  provisions  of  section  403.  However,  lend-lease  contracts  entered 
into  by  any  other  department  or  agency  of  the  Government  are  not  subject  to 
renegotiation  under  existing  law. 

Subsection  (c)  of  section  403  is  applicable  to  all  such  contracts  and  subcon- 
tracts, whether  or  not  such  contracts  or  subcontracts  contain  a  renegotiation 
clause,  unless  (i)  final  payment  pursuant  to  such  contract  or  subcontract  was 
made  prior  to  April  28, 1942,  or  (ii)  the  contract  or  subcontract  provides  otherwise 
pursuant  to  subsection  (b)  or  (i),  or  is  exempted  under  subsection  (i),  of  section 
403,  or  (iii)  the  aggregate  sales  by  the  contractor  or  subcontractor,  and  by  all 
persons  under  the  control  of  or  controlling  or  under  common  control  with  the 
contractor  or  subcontractor,  under  contracts  with  the  Departments  and  sub- 
contracts thereunder  do  not  exceed,  or  in  the  opinion  of  the  Secretary  concerned 
will  not  exceed,  $100,000  for  the  fiscal  year  of  such  contractor  or  subcontractor; 
provided,  however,  no  renegotiation  of  the  contract  price  pursuant  to  any  pro- 
vision therefor,  or  otherwise,  shall  be  commenced  more  than  one  year  after  the 
close  of  the  fiscal  year  of  the  contractor  or  subcontractor  within  which  comple- 
tion or  termination  of  the  contract  or  subcontract  occurs. 

The  term  "subcontract"  as  used  in  subsection  (c)  is  defined  to  mean  any  pur- 
chase order  or  agreement  to  perform  all  or  any  part  of  the  work,  or  to  make  or 
furnish  any  article,  required  for  the  performance  of  another  contract  or  sub- 
contract. The  term  "article"  is  defined  to  include  any  material,  part,  assembly, 
machinery,  equipment,  or  other  personal  property.  This  definition  of  "subcon- 
tract" is  much  broader  than  under  the  Vinson-Trammell  Act,  in  that  profits  on 
the  production  and  sale  of  articles  required  for  the  peiformance  of  another  con- 
tract or  subcontract  are  subject  to  renegotiation,  as  well  as  profits  on  the  produc- 
tion or  sale  of  all  materials  incorporated  into  the  end  product,  down  to  and  in- 
cluding raw  materials,  except  in  the  case  of  certain  specified  raw  materials  ex- 
empted under  subsection  (i)  (1)  (ii)  of  the  statute.  This  definition  is  interpreted 
to  include  contracts  with  contractors  and  subcontractors  (a)  for  the  sale  or  proc- 
essing of  an  end  product  or  an  article  incorporated  therein,  (b)  for  the  sale  of 
machinery  or  equipment  used  in  the  processing  of  an  end  product  or  of  an 
article  incorporated  in  an  end  product,  (c)  for  the  sale  of  component  parts  of  or 
subassemblies  for  such  machinery  or  equipment,  and  (d)  for  the  performance  of 
personal  services  required  for  the  performance  of  the  contracts  and  subcon- 
tracts included  in  (a),  (b)  and  (c). 

An  allocation  is  made  of  sales  of  such  machinery  and  equipment  based  on  the 
nature  of  the  use  thereof  (i.  e.,  war  or  commercial  production)  and  to  the  extent 
to  which  the  production  of  the  purchasers  to  whom  such  sales  are  made  is  subject 
to  renegotiation,  such  sales  are  considered  renegotiable.  Thus  if  60%  of  the  sa'es 
Of  the  purchasers  to  whom  such  machinery  and  equipment  are  sold  is  renegotinble, 
such  sales  of  machinery  and  equipment  are  considered  renegotiable  to  the  same 
extent.  In  those  cases  where  it  is  unduly  burdensome  or  impractical  to  trace 
^ne  end  use  of  individual  items  of  machinery  or  equipment,  the  Departments  fre- 
quently make  this  determination  on  the  basis  of  industry-wide  estimates  or  by 
some  other  method  mutually  agreed  upon. 

The  term  "article"  has  also  been  interpreted  to  include  commercial  products 
as  well  as  equipment  fabricated  for  particular  uses  or  purposes.  The  fact  that 
jomniercial  products  are  sold  for  industrial  uses,  either  directly  or  through 
J^ODers  or  other  commercial  channels,  does  not  exclude  such  articles  from  this 
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definition.    The  same  tests  are  applied  to  both  ordinary  commercial  products  ana 
equipment  fabricated  for  special  uses  and  purposes. 

The  fact  that  all  or  part  of  such  articles  are  sold  under  price  ceilings  fixed 
by  the  Oflice  of  Price  Administration  does  not  exclude  such  articles  from  this 
definition,  or  exempt  profits  made  on  the  sale  thereof  from  renegotiation. 

J-PAB-2    (a) — 2.   EXEMPTIONS 

2  (a)  Payment  before  Apnl  28, 19^2. — Contracts  and  subcontracts  are  not  sub- 
ject to  renegotiation  under  the  statute  if  final  payment  pursuant  to  such  contract 
or  subcontract  was  made  prior  to  April  28,  1942.  If  final  payment  on  a  contract 
or  subcontract  was  not  made  prior  to  April  28,  1942,  profits  made  thereunder  at 
any  time,  even  in  years  prior  to  1942,  are  subject  to  renegotiation.  The  Depart- 
ments have  adopted  the  policy  that  this  provision  with  respect  to  payment  before 
April  28,  1942,  will  be  interpreted  so  that  payment  will  be  deemed  to  have  been 
made  although  certain  relatively  small  unliquidated  items  may  not  have  been 
finally  determined  and  paid  for. 

This  exemption  raises  the  legal  question  of  when  a  series  of  transactions  con- 
stitute one  contract  or  several  contracts.  If  the  transactions  constitute  one  con- 
tract and  final  payment  had  not  been  made  before  April  2S,  1942,  then  all  the 
transactions  thereunder  are  subject  to  renegotiation.  If,  however,  the  transac- 
tions constitute  several  contracts,  then  only  those  contracts  on  which  final  iiay- 
ment  had  been  made  before  April  28,  1942,  are  exempt.  This  question  arises 
frequently  in  cases  involving  reorders  and  orders  under  option  agreements, 
periodic  deliveries  under  purchase  orders,  and  other  similar  circumstances.  In 
determining  whether  an  order  for  further  quantities  or  work  constitutes  a  new 
and  separate  contract,  the  test  is  whether  a  new  or  a<lditioual  promise  is  given 
by  the  contractor  with  respect  to  the  additional  order,  or  whether  this  a(JditLonal 
quantity  or  work  is  covered  by  an  option,  or  otherwise,  imder  the  initial  contract 

J-PA&-2   (6)    (i) 

2  (&)  (i)  Fixed  exemptions:  Contracts  with  other  governmental  agenciei; 
Defense  Plant  Corporation. — Subsection  (i)  (1)  (i)  of  the  statute  provides  that 
the  statute  shall  not  apply  to  any  contract  by  a  Department  with  any  other 
deparment,  bureau,  agency,  or  governmental  corporation  of  the  United  States 
or  with  any  Territory,  possession,  or  State  or  any  agency  thereof  or  with  any 
foreign  government  or  any  agency  thereof.  Contracts  between  such  agencies 
or  governmental  corporations  and  private  contractors,  and  subcontracts  there- 
under, are  likewise  not  subject  to  renegotiation,  except  in  those  instances  where 
the  agency  or  governmental  corporation  is  acting  as  a  direct  agent  for  a  De- 
partment. In  these  instances,  the  contract  is  deemed  to  be  with  the  principal 
for  whom  the  agency  or  governmental  coriioration  is  acting  as  direct  agent,  ami 
not  with  the  agency  or  governmental  coriwration,  and  accordingly,  if  otherwise 
subject  to  renegotiation,  will  not  be  exempted.  Thus,  contracts  with  Defense 
Supplies  Corporation,  Metals  Reserve  Company,  Rubber  Reserve  Company  and 
similar  governmental  corporations  are  not  subject  to  renegotiation  unless  it 
apiiears  that  the  governmental  corporation  was  acting  as  the  direct  agent  for 
one  of  the  Departments. 

As  to  contracts  with  the  Defense  Plant  Coriwration,  the  following  statement 
of  policy  has  been  approved  by  the  Under  Secretary  of  War  and  the  Under 
Secretary  of  the  Navy : 

"With  respect  to  contracts  placed  by  Defense  Plant  Corporation  for  machine 
tools  and  other  equipment  and  personal  property  to  be  included  in  leased  facilities 
to  prime  contractors  with  or  subcontractors  of  the  War  and  the  Navy  Depart- 
ments, the  War  and  the  Navy  Departments  will  obtain  appropriate  information 
as  to  sales,  costs,  and  profits  on  such  contracts  and  will  include  such  contracts 
in  the  renegotiation  wherever  possible.  If  the  contractors  object  to  such  re- 
negotiation and  the  information  indicates  the  possibility  of  excessive  profits,  the 
informatifn  will  be  transmitted  to  Defense  Plant  Corporation  which  will  examiuf 
the  information  with  a  view  to  renegotiation  in  consultation  with  the  War  or 
Navy  Departments.  Contracts  placed  by  Defense  Plant  Corporation  for  the  con- 
struction of  plants,  as  distinguished  from  the  furnishing  of  equipment  and  sup- 
plies, will  not  be  renegotiated  nor  will  contractors  be  required  to  furnish  infor- 
mation as  to  their  profits  on  those  contracts." 

It  frequently  happens  that  manufacturers  of  machine  tools  and  other  equipment 
and  personal  property  for  Defense  Plant  Corporation  prefer  to  obtain  a  clearance 


from  any  i)Ossible  statutory  liability  for  excessive  profits  on  those  contracts  in- 
stead of  relying  solely  on  the  view  of  the  Departments  that  such  contracts  are 
not  subject  a  renegotiation,  and  this  procedure  enables  them  to  do  so.  The 
Departments  and  Defense  Plant  Corporation  also  prefer  to  have  such  contracts 
included  in  the  renegotiation  whenever  possible  because  in  many  instances  the 
Department  agrees  to  indemnify  the  Defense  Plant  Corporation  against  loss 
thereon. 

J-PAB-2    (h)    (ii) 

2  (6)  (ii)  Fixed  exemptions:  Contracts  for  certain  raw  ma?enaZ«.— Subsection 
(i)  (1)  (11)  provides  that  the  statute  shall  not  apply  to  any  contract  or  sub- 
contract for  the  product  of  mine,  oil  or  gas  well,  or  other  mineral  or  natural 
deposit,  or  timber,  which  has  not  been  processed,  refined,  or  treated  beyond  the 
first  form  or  state  suitable  for  industrial  use ;  and  the  Secretaries  are  authorized 
hy  joint  regulation  to  define,  interpret,  and  apply  this  exemption.  Such  joint 
regulation,  promulgated  as  of  February  1,  1943,  is  as  follows : 

•1.  The  term  'exempted  product,'  as  used  in  this  regulation,  shall  mean  any  of 
the  following  products : 

"Aggregates  consisting  of  washed  or  screened  sand,  gravel,  or  crushed 
stone. 

"Aluminum  ingots  and  pigs;  alumina;  calcined  or  dried  bauxite:  crude 
bauxite. 

"Antimony  ore,  crude ;  antimony  ore,  concentrated ;  antimony  metal :  anti- 
mony oxide. 

"Arsenic  powder;  arsenious  oxide  (white  arsenic). 

"Asbestos  fibre. 

"Bismuth. 

"Cement. 

"Chrominum  ore  and  ferrochrome  not  processed  beyond  the  form  or  state 
suitable  for  use  as  an  alloy  or  refractory  in  the  manufacture  of  steel: 
bichromates;  chromic  acid. 

"China  clay;  kaolin  clay;  fire  clay;  brick  and  tile  made  from  clays  other 
than  kaolin,  china,  or  fire  clay. 

||Coal,  prepared ;  run-of-mine  coal. 

"Copper  ore,  crude;  copper  ore,  concentrated;  copper  billets,  cathodes, 
cukes,  mgots,  ingot  bars,  powder,  slabs,  and  wirebars. 

"Fluorspar  ore;  fluorspar  fluxing  gravel;  lump  ceramic  ground  fluorspar: 
acid  grades  of  fluorspar. 

"Crude  iron  ore;  pig  iron. 

"Gas,  natural,  not  processed  or  treated  further  than  the  processing  or 
treating  customarily  occurring  at  or  near  the  well. 

"Gypsum,  crude;  calcined  gypsum. 

"Lead  oi-e;  refined  lead  bars,  ingots  and  pigs;  antimonial  lead  bars,  ingots, 
and  pigs. 

"Lime. 

"Magnesite;  dead  burned  magnesite. 

'^Metallic  magnesium,  pigs  and  ingots. 

"Manganese  ore ;  ferromanganese ;  silicoinanganese. 

"Oil,  crude,  not  processed  or  treated  further  than  the  processing  or  treat- 
mg  customarily  occurring  at  or  near  the  well. 

"Phosphate  rock;  superphosphate. 

"Ferromolybdenum ;  calcium  molybdate ;  molybdenum  oxide. 

^  Rock  salt ;  common  salt  of  all  grades. 

•^Refined  silver  bars,  shot,  powder,  and  grains. 

"Stone,  rou;2;h  dimension. 

"Sulphur,  crude. 

"Standing  timber,  logs,  logs  sawed  into  lengths,  and  logs  with  or  without 
bark. 

^'Refined  pig  tin. 

"Tungsten  ore  and  concentrates ;  ferrotungsten ;  tungsten  powder. 

Vanadium  ore  and  concentrates ;  ferrovanadium ;  vanadium  pentoxide. 

Zinc  anodes,  balls,  oxides,  powder,  and  slabs." 

dIL^"*1^^^'^^^"  ^^^  ^^^  ^"^  ^^  section  403  of  the  Sixth  Supplemental  National 

uense  Appropriation  Act,  1JM2,  as  amended,  is  interpreted  to  mean  that  each 

ininrnf  ,^^^»^P^^^'  products  is  'the  product  of  a  mine,  oil  or  gas  well,  or  other 

trJnf  1 V^^  natural  deposit,  or  timber,  whir-h  has  not  been  processed,  refined  or 

^'iieu  beyond  the  first  form  or  state  suitable  for  industrial  use.'    The  provisions 
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Of  said  section  403,  as  amended,  shall  not  apply  to  contracts  or  subcontracts  for 

^"S^^Tcases^wherf  a  contractor  or  subcontractor  (a)  processes,  refines,  or 
treats  a  product  to  bring  it  up  to  the  form  or  state  of  an  exempted  product  and. 
W  furtherrefines,  processes^r  treats  such  exempted  product  beyond  the  first 
form  or  state  suitable  for  industrial  use  in  order  to  P^'^^^^^J^^'ftZ 
subcontract,  then  in  such  cases  the  exempted  product  in  its  first  form  or  state 
Ruitable  for  industrial  use  shall  be  considered,  for  the  purposes  of  renegotiation 
Tnder  sectTon^^^^^^^^^^  as  an  item  of  cost  at  its  established  sale  or  market 

^^"T  This  regulation  may  be  amended  from  time  to  time,  revising  the  list  of 
exempted  products  contained  in  paragraph  1  of  this  regulation. 

J-PAB-2    (C) 

2  (c)  Discretionary  exemptions.— Vnder  subsection  (ft)  of  the  statute,  tiie 
Secretary,  if  in  his  opinion  the  provisions  of  the  contract  or  subcontract  are  other- 
^se  adequate  to  prevent  excessive  profits,  may  provide  that  renegotiation  shall 
Tpply  only  to  a  portion  of  a  contract  or  subcontract,  or  shall  not  apply  to  perform- 
IS?e  dui4?^g  a  specified  period  or  periods,  and  may  also  provide  hat  the  contract 
mice  in  efllect  during  anV  such  period  or  periods  shall  not  be  subject  to  renegotia- 
«on  under  subsection  (i)  (2)  of  the  statute  the  Secretary  is  ^^l^^^^^^^^^^'l^^ 
discretion,  to  exempt  from  some  or  all  of  the  provisions  of  the  statute,  both 
inmvidually  and  by  general  classes  or  types:  (i)  any  contract  or  subcontract  to 
teTrtorm^  outside  of  the  territorial  limits  of  the  <^ontinental  United  States  or 
in  \laska:  (ii)  any  contracts  or  subcontracts  under  which,  m  the  opmion  of  the 
Secretary,  the  profits  can  be  determined  with  reasonable  certainty  when  the 
^^[ract  price  is  established,  such  as  certain  classes  of  agreements  for  personal 
services,  for  the  purchase  of  real  property,  perishable  goods  or  commodities  the 
m^Si  price  for  the  sale  of  which  has  been  fixed  by  a  public  regulatory  body,  of 
?^Ls^  and  license  agreements,  and  of  agreements  where  theperiod  of  performance 
under  such  contract  or  subcontract  will  not  be  in  excess  of  30  days  and  (in)  a 
portion  of  anv  contract  or  subcontract  or  performance  thereunder  during  a 
Specified  period  or  periods,  if  in  the  opinion  of  the  Secretary,  the  P^^^^^sions^^^^^^^^^ 
contract  aie  otherwise  adequate  to  prevent  excessive  profits.  Such  contracts 
and  subcontracts  remain  subject  to  renegotiation  until  specifically  exempted  as 

^'al'^Thrslcrefa^^^^  War  has  delegated  to  the  Chiefs  of  the  Supply  Services, 
including  the  Materiel  Command,  Army  Air  Forces,  respectively,  and  the  Secretary 
of  the  Navy  has  delegated  to  the  Under  Secretary  of  the  Navy,  authority  in  the^ 
diiretion  to  exempt,  pursuant  to  subsection  (i)  (2)  (i),  any  contract  or  sub- 
contract to  be  performed  outside  of  the  territorial  limits  of  the  United  States  or 
to  ilaska  from  some  or  all  of  the  provisions  of  the  statute.  This  authority  may 
be  exercised  with  respect  to  existing  contracts  and  with  respect  to  contracts  exe- 

^"^iS  "amhorlty'^has  been  delegated  to  the  Director  of  Procurement  by  the  Secre- 

^^No^contracrorlubcontract  to  be  performed  outside  of  the  territorial  limits  of 
the  United  States  or  in  Alaska  will  be  exempt  except  upon  specific  exemption 
individually  or  as  a  class  by  one  of  the  Chiefs  of  the  Supply  Services,  or  the  Com- 
manding General.  Materiel  Command,  Army  Air  Forces,  of  the  War  Department, 
the  Under  Secretary  of  the  Navy,  or  the  Director  of  Procurement  m  the  Treasury 

^(^tr  The  Departments  deem  it  impractical  to  issue  jointly  any  regulations 
establishing  exemptions  of  classes  of  contracts  or  subcontracts  referred  to  in 
sub^^ection  (i)  (2)  of  the  statute  because  of  variations,  as  between  the  Depari- 
ments  in  the  circumstances  under  which  those  contracts  and  subcontracts  are 
entered  into.  Pursuant  to  that  subsection,  exemptions  may,  however,  from  time 
to  time  hereafter  be  established  by  the  respective  Departments,  applicable  on^ 
to  contracts  with  such  Department  and  subcontracts  thereunder.  Such  an  exemp- 
tion will  not  extend  to  contracts  with  any  other  Department  or  subcontracts  there- 
under, of  the  same  class,  unless  specifically  concurred  in  by  the  Secretary  of  sucd 
other  Department. 

J-PAB-2    {€) 

2  (d)  Subcontracts  under  exempt  contracts.— The  Departments  interpret  sub 
sections  (i)   (1)  (i)  and  (i)   (1)  (ii)  of  the  statute  to  mean  that  subcontract, 


under  a  contract  or  subcontract  exempted  by  those  subsections,  are  likewise 
exempt.  This,  however,  does  not  apply  to  subcontracts  under  a  contract  or  sub- 
contract exempted  by  discretionary  action  of  one  of  the  Secretaries  pursuant  to 
subsection  (i)  (2)  of  the  statute. 

J-PAB-2    (6) 

2  (e)  Annual  sales  under  $100,000.— While  the  statute  provides  that  the  rene- 
gotiation  clause  need  be  included  only  in  contracts  and  subcontracts  for  amounts  in 
excess  of  $100,000,  nevertheless,  contracts  and  subcontracts  for  amounts  of  $100,000 
or  less  are  subject  to  renegotiation,  unless  otherwise  exempted.  The  statute  is 
applicable  unless  the  aggregate  sales  by  the  contractor  or  subcontractor,  and  by 
all  persons  under  the  control  of  or  controlling  or  under  common  control  with  the 
contractor  or  subcontractor,  under  contracts  with  the  Departments  and  subcon- 
tracts thereunder  do  not  exceed,  or  in  the  opinion  of  the  Secretary  concerned  will 
not  exceed,  $100,000  for  the  fiscal  year  of  such  contractor  or  subcontractor. 

J-PAB-3 — 3.   SUBCONTRACTS  FOB  REAL  PEOPEETY  EXCLUDEaj 

The  term  "article"  is  defined  to  include  "any  material  *  *  ♦  or  other  per- 
sonal property."  This  definition,  by  inference  at  least,  excludes  real  property. 
It  follows,  therefore,  that  a  sale  of  real  property  or  the  constructon  of  improve- 
ments thereon  or  of  equipment  to  become  a  part  thereof  which  is  required  to 
perform  another  contract  is  not  included  in  the  definition  of  the  term  "subcon- 
tract." This  situation  must  be  carefully  distinguished  from  the  case  where  the 
sale  of  the  real  property  or  the  construction  of  improvements  thereon  or  equip- 
ment therefor  is  the  subject  matter  of  a  prime  contract  with  one  of  the  Depart- 
ments. Thus,  a  contract  to  sell,  construct,  or  equip  a  building  for  a  contractor 
requiring  it  in  order  to  perform  a  contract  or  a  subcontract  would  be  excluded, 
while  a  contract  to  sell,  construct,  or  equip  a  building  directly  for  a  Department 
(or  for  one  acting  as  an  agent  for  a  Department)  would  constitute  a  prime  contract 
which  would  be  subject  to  renegotiation. 

J-PAB-4 — 4.   STATUTES  OF  LIMITATION 

The  statute  provides  two  statutes  of  limitation— one  on  the  renegotiation  of 
individual  contracts  and  the  other  on  renegotiation  for  an  expired  fiscal  year  or 
years. 

(a)  Renegotiation  of  individual  contracts.— l^o  renegotiation  of  the  contract 
price  pursuant  to  any  provision  therefor,  or  otherwise,  shall  be  commen^-ed  by 
the  Secretary  more  than  one  year  after  the  close  of  the  fiscal  year  of  the  con- 
tractor or  subcontractor  within  which  completion  or  termination  of  the  contract 
%^^"^^m!?*^^^^'  ^^  determined  by  the  Secretary,  occurs.  (See  subsection  (c) 
yy.)  The  Departments  interpret  this  provision  to  mean  that  renegotiation 
commences  on  the  specific  date  set  by  the  Department  conducting  renegotiation 
lor  the  initial  renegotiation  conference  unless  otherwise  agreed  by  the  contractor 

ihe  question  has  arisen  as  to  whether  the  term  "completion  *  *  *  of  the 
contract,"  as  used  in  this  provision,  means  final  delivery,  acceptance,  or  pavment. 
fi  1  ^^P^^tments  have  adopted  the  view  that  completion  of  the  contract  means 
til!f  *  .  !?^^  ^^  acceptance  under  the  contract,  rather  than  final  payment,  and 
toe  fact  that  a  contractor  may  still  have  certain  obligations  under  guarantees 
Lf  J"^^?^^^V^^  ^^^^  ^^^^  ^^^^^  ^«y  ^e  unliquidated  items  outstanding 
acce  tan   ^^^^^  ^^®  *^™®  ^^  completion  beyond  the  date  of  final  delivery  or 

J^\^^'»^OOtiation  for  prior  years.— Any  contractor  or  subcontractor  may  file 
rirj;  «  ^  Secretaries  of  the  Departments  concerned  financial  statements  for  any 
fiPHK  u  i  y^^^  ^^  y^^^^'  "^  s"^^  ^^^^  ^^id  <ietail  as  the  Secretaries  shall  pre- 
tWn  P/  joint  regulation.  The  Secretary  of  each  such  Department  has  one  year 
uereafter  withm  which  he  may  give  written  notice  of  renegotiation,  in  form  and 
to^f ^  ^y^  prescribed  in  such  joint  regulation,  fixing  a  date  and  place  for  an 
oni  ni  f^^^^^ence  to  be  held  within  60  days,  and  unless  such  notice  is  given  by 
dav«  i  ,.^?^r.^^^^L^^  ^"^  renegotiation  commenced  by  such  Secretarv  within  60 
dnfin  ^  "ability  of  the  contractor  or  subcontractor  for  excessive  profits  realized 
uuring  such  year  or  years  will  be  discharged.  (See  subsection  (c)  (5)  ) 
contro^^?^  regulation  prescribing  the  form  of  the  financial  statements  which  the 
'icractor  or  subcontractor  may  file  was  promulgated  as  of  February  1  1943 
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J-PAB-5 5.  RECOGNITION  OF  EXCLUSIONS  AND  DEDUCTIONS  ALLOWED  FOE  FEDERAL  TAX 

PURPOSES 

Under  subsection  (c)  (3)  of  the  statute,  as  amended,  the  Secretary  in  deter- 
mining  the  excessiveness  of  profits  must  "recognize  the  properly  applicable  exclu- 
sions and  deductions  of  the  character"  which  the  contractor  or  sub^-ontracor  la 
allowed  under  chapter  1  and  chapter  2  E  of  the  Internal  Revenue  Code.  Since 
those  items  must  be  properly  applicable  to  the  profits  from  the  contracts  and 
subcontracts  being  renegotiated,  they  must  be  allocated  between  the  renegotiable 
and  nonrenegotiable  business,  even  though  the  full  amount  is  allowed  for  tax  pur- 
poses. The  words  "of  the  character"  disclaim  the  implication  that  the  renego- 
tiating  authorities  are  required  to  compute  and  allow  the  actual  dollar  amount 
of  exclusions  and  deductions  which  the  Bureau  of  Internal  Revenue  would  allow. 

The  Departments  have  issued  the  following  interpretations  with  respect  to  the 
recognition  of  exclusions  and  deductions  allowed  for  Federal  tax  purposes : 

J-PAB-5    (O) 

5  (a)  Amortizatimh  depreciation,  avd  conversioti.—V nder  section  124  of  the 
Internal  Revenue  Code,  if  a  contractor  has  acquired  or  constructed  with  his  owu 
funds  facilities  especially  adapted  for  use  in  war  production,  he  may  amortize 
the  cost  over  a  5-year  period  at  the  rate  of  20  percent  per  year  upon  obtaining 
a  Certificate  of  Necessity  from  the  Secretary  of  War  or  the  Secretary  of  the 
Navy.  Even  though  the  contractor  has  obtained  a  Certificate  of  Necessity,  he 
need  not  amortize  the  cost  at  this  special  rate  but  may,  if  he  desires,  amortize 
his  cost  at  ordinary  rates.  ^      ^ 

In  computing  net  profits  before  Federal  income  and  excess  profits  taxes  of 
any  contractor  or  subcontractor,  for  purpf>ses  of  renegotiation,  the  amount  of 
amortization  allowed  under  section  124  of  the  Internal  Revenue  Code  (except  to 
the  extent  of  der»reciation)  will  not  be  allowed  as  an  item  of  cost.  However,  the 
amount  of  such  amortization  in  excess  of  depreciation  will  be  deducted  from  such 
profits  and  not  considered  as  representing  excessive  profits  for  purposes  of  re- 
negotiation. In  determining  whether  and  the  extent  to  which  profits  remaining 
after  deducting  the  amount  of  such  amortization  are  excessive,  consideration  will 
be  given  to  the  extent  that  it  appears  that  the  contractor  or  subcontractor  will 
have  residual  value  in  the  amortized  facilities  so  far  as  it  may  be  reasonably  as- 
certained. . 

If  the  emergency  is  terminated  during  the  5-year  period,  the  amortization  pe- 
riod may  be  shortened  accordingly,  and  the  contractor  or  subcontractor  will  be 
entitled  to  adjust  his  taxes  for  prior  years,  on  the  conditions  stated  in  the 
Internal  Revenue  Code,  to  give  effect  to  the  corresponding  increase  in  the  de- 
duction taken  in  each  such  year,  but  there  is  no  authority  for  reoi^ening  renego- 
tiation agreements  to  give  consideration  to  this  accelerated  amortization  cor- 
responding to  the  adjustment  of  taxes  for  prior  years  to  which  the  contractor  or 
subcontractor  mav  thus  become  entitled. 

War  facilities  not  covered  by  Certificates  of  Necessity,  representing  permanent 
capital  additions  for  the  manufacture  of  war  products  or  materials,  are  de- 
preciated by  the  Bureau  of  Internal  Revenue,  and  will  be  depreciated  in  renego- 
tiation, at  the  ordinary  rates  of  depreciation  for  corresponding  property.  The 
demands  of  war  production,  however,  frequently  require  the  use  of  facilities  for 
extraordinary  consecutive  periods  of  day  and  night  shifts,  and  under  those  cir- 
cumstances the  Bureau  and  the  renegotiation  authorities  may  allow  depreciation 
on  the  machinery,  but  not  on  the  buildings,  at  higher  rates. 

The  full  amount  of  costs  of  converting  facilities  to  war  production  which  do  not 
represent  permanent  additions,  such  as  rearrangement  of  machinery,  is  allowed 
by  the  Bureau,  and  will  be  allowed  in  renegotiation,  for  the  year  in  which  it  is 
incurred.  This  does  not  include  losses  on  commercial  inventory  which  has  be- 
come unsaleable  as  a  result  of  wartime  regulations  or  loss  of  market. 

J-PAB-5    (?>) 

n  (b)  Losses  from  prior  years.— Section  122  of  the  Internal  Revenue  Code 
authorizes  the  deduction  for  any  taxable  year  of  the  "net  operating  loss"  for  the 
first  and  second  preceding  taxable  years,  subject  to  certain  exceptions  and 
limitations.  The  part  of  such  loss  which  was  attributable  to  contracts  or  sub- 
contracts  subject  to  renegotiation  is  a  "properly  applicable"  deduction  which  is 


allowed  in  renegotiation,  but  the  part  which  was  attributable  to  commercial 
business  or  to  contracts  and  subcontracts  not  subject  to  renegotiation  is  not  al- 
lowed. The  term  "net  operating  loss"  and  the  amount  thereof  which  is  de- 
ductible for  tax  purposes  is  defined  in  the  code.  In  detefhiining  the  amount  of 
"net  operating  loss"  to  be  allowed  for  renegotiation  purposes,  losses  on  con- 
tracts and  subcontracts  pursuant  to  which  final  payment  was  made  prior  to  April 
28  1942,  or  which  for  other  reasons  would  not  be  subject  to  renegotiation  even 
hdd  such  losses  been  incurred  during  the  fiscal  year  or  other  period  under  con- 
sideration, are  not  allowed. 

Even  though  a  contractor  has  no  "net  operating  loss"  to  carry  over  for  tax  pur- 
poses, the  renegotiating  authorities,  nevertheless,  give  consideration,  under  proper 
circumstances,  to  losses  incurred  in  prior  years  on  contracts  and  subcontracts 
subject  to  renegotiation.  This  does  not  necessarily  mean  that  the  full  amount 
of  such  losses  are  to  be  allowed  against  profits  for  the  fiscal  year  or  other  period 
under  consideration,  but  only  that  they  may  be  recognized  as  one  of  the  factors 
in  determining  whether  such  profits  are  excessive. 

The  Interna]  Revenue  Code  also  provides  for  the  "carry-back"  of  "net  operat- 
ing losses"  in  subsequent  years  throuj;h  adjustment  of  taxes  for  prior  years,  but 
there  is  no  authority  for  reopening  renegotiation  agreements  to  give  consideration 
to  net  losses  incurieil  in  periods  subsequent  to  the  periods  covered  by  such 
agreements. 

J-PAB-2    (C) 

5  (c)  War  losses.— BecUon  127  of  the  Internal  Revenue  Code  provides  that 
the  amount  of  the  loss  on  account  of  property  destroyed  or  seized  on  or  after 
December  7,  1941,  in  the  course  of  military  or  naval  operations  by  the  Uniteil 
States  or  any  other  country  engaged  in  the  present  war  may  be  allowed  as  a 
deduction  from  income  in  the  year  in  which  such  destruction  or  seizure  occurs. 
The  fact  that  the  property  has  been  destroyed  or  seized  in  the  course  of  the  war 
does  not  of  itself  establish  the  loss  as  a  "properly  applicable"  deduction  to  be 
recognized  in  renegotiation.  In  order  that  such  a  loss  be  recognized  in  renego- 
tiation, the  contractor  or  sulwon tractor  must  furnish  evidence  satisfactory  to 
the  renegotiating  authorities  of  the  connection  between  the  property  destroyed 
or  seized  and  the  performance  of  the  contracts  or  subcontracts  being  renego- 
tiated. 

J-PAB-5    ((f) 

i)  id)  Interest. — Interest  on  borrowed  capital  is  deductible  under  the  Internal 
Revenue  Code  and  is,  therefore,  allowed  where  properly  applicable  for  purjwses 
of  contract  renegotiation. 

The  general  principle  used  in  the  allocation  of  interest  is  that  all  interest  on 
borrowed  funds  is  allocated  between  sales  subject  to  renegotiation  and  sales  not 
subject  to  renegotiation  on  the  basis  of  the  proportion  which  each  category  of 
sales  bears  to  the  total  business,  with  the  exception  that  in  no  case  is  the 
interest  charged  to  sales  subject  to  renegotiation  less  than  the  interest  on  those 
borrowings  which  can  be  definitely  ascertained  as  applicable  to  such  sales  (e.  g., 
"V"  loans,  advance  payments,  etc.),  and  similarly,  in  no  case  is  interest  charged 
to  sales  not  subject  to  renegotiation  less  than  the  interest  on  those  borrowings 
which  can  be  definitely  ascertained  as  applicable  to  such  sales.  An  appropriate 
portion  of  such  interest  will  be  allocated  to  income,  if  any,  derived  from  sources 
other  than  sales. 

So  long  as  tlie  borowed  capital  is  used  for  war  purposes,  it  does  not  matter 
when  the  obligation  was  incurred.  Interest  on  long-term  bonds  and  obligations 
issued  long  before  the  war  is  allowable  if  the  capital  represented  by  such  obliga- 
tions is  used  for  war  production. 

J-PAB-5    (C) 

5*(c)  AdvertiMng. — Allowances  for  advertising  expenses  are  based  upon  deduc- 
tions allowed  by  the  Bureau  of  Internal  Revenue  for  tax  purposes.  These  allow- 
able deductions  have  been  described  by  Commissioner  Guy  T.  Helvering  of  the 
Bureau  of  Internal  Revenue  in  a  statement  issued  on  September  29,  1042,  as 
follows : 

"To  be  deductible,  advertising  expenditures  must  be  ordinary  and  necessary  and 
bear  a  reasonable  relation  to  the  business  activities  in  which  the  enterprise  is 
^'"saged.    The  Bureau  recognizes  that  advertising  is  a  necessary  and  legitimate 
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business  expense  so  long  as  it  is  not  carried  to  an  unreasonable  extent  or  does 
not  become  an  attempt  to  avoid  proper  tax  payments. 

"The  Bureau  realizes  that  it  may  be  necessary  for  taxpayers  now  engaged  in 
war  production  to  maintain,  through  advertising,  their  trade  names  and  the 
knowledge  of  the  quality  of  their  products  and  good  will  built  up  over  past  years, 
so  that  when  they  return  to  peacetime  production  their  names  and  the  quality  of 
their  products  will  be  known  to  the  public. 

•'In  determining  whether  such  expenditures  are  allowable,  cognizance  will 
be  taken  of  (1)  the  size  of  the  business,  (2)  the  amount  of  prior  advertising 
budgets,  (3)  the  public  patronage  reasonably  to  be  expected  in  the  future,  (4) 
the  increased  cost  of  the  elements  entering  into  the  total  of  advertising  expend- 
itures, (5)  the  introduction  of  new  products  and  added  lines,  and  (6)  buying 
habits  necessitated  by  war  restrictions,  by  priorities,  and  by  the  imavailability 
of  many  of  the  raw  materials  formerly  fabricated  into  the  advertised  products. 

"Reasonable  expenses  incurred  by  companies  in  advertising  and  advertising 
technique  to  speed  the  war  effort  among  their  own  employees,  and  to  cut  down 
accidents  and  unnecessary  absences  and  inefficiency,  will  be  allowed  as  deductions. 
Also  reasonable  expenditures  for  advertisements  including  the  promotion  of 
Government  objectives  in  wartime,  such  as  conservation,  salvage  or  the  sale  of 
War  bonds,  which  are  signed  by  the  advertiser,  will  be  deductible  provided  they 
are  reasonable  and  are  not  made  in  an  attempt  to  avoid  proper  taxation." 

Ordinarily,  product  advertising  specifically  offering  individual  products  for 
current  sale  (as  distinguished  from  institutional  advertising  designed  to  keep  the 
advertiser's  name  or  the  names  of  its  peacetime  products  before  the  public)  is 
charged  in  full  to  commercial  business,  but  product  advertising  by  subcontractors 
may  be  allowed  in  a  reasonable  amount  as  a  charge  against  renegotiable  business 
with  respect  to  products  sold  primarily  for  use  in  war  production. 

The  test  of  whether  expenditures  for  advertising  are  reasonable  is  whether 
they  are  ordinary  and  necessary  and  bear  a  reasonable  relation  to  the  business 
activities  in  which  the  enterprise  is  engaged.  In  making  this  test  of  reasonable- 
ness, consideration  is  given  to  the  amount  spent  for  institutional  advertising,  and 
for  product  advertising  of  the  nature  of  institutional  advertising.  If  such  ex- 
penditures are  extravagant  and  out  of  proportion  to  the  size  of  the  company  or 
to  the  amount  of  its  advertising  budget  in  the  past,  such  payments  will  be 
disallowed  as  elements  of  cost. 

J-PAB-5     if) 

5  (/)  Salaries,  wages,  and  other  compensation.— Subsection  (d)  of  section  403 
provides  that  "in  renegotiating  a  contract  price  or  determining  excessive  profits 
*  *  *  the  Secretaries  of  the  respective  Departments  shall  not  make  any  allow- 
ance for  any  salaries,  bonuses  or  other  compensation  paid  by  a  contractor  to  its 
officers  or  employees  in  excess  of  a  reasonable  amount."  Pursuant  to  such  provi- 
sion consideration  is  given  to  the  nature  of  the  work,  extent  of  responsibility  and 
experience  and  effectiveness  of  the  officer  or  employee,  and  increases  in  com- 
pensation since  January  1,  1939;  and  comparison  is  made  where  possible  with 
the  compensation  of  officers  or  employees  in  similar  positions  in  other  companies 
within  the  particular  industry.  Reasonableness  of  compensation  is  determined 
only  within  broad  limits,  and  weight  is  given  to  the  determination  by  the  com- 
pany of  the  value  to  it  of  the  services  of  an  officer  or  employee. 

Any  statutory  provisions,  and  any  Executive  orders  or  regulations  issued  under 
the  Act  of  Congress  approved  October  2,  1JM2,  regulating  or  limiting  the  payment 
of  wages  and  salaries  will  be  observed  in  renegotiation  so  far  as  applicable. 

J-PA&-6 — 6.    CXJSTS  OF  POST-WAR  CON\nEESlON 

Contractors  frequently  create  reserves  for  the  purpose  of  reconverting  their 
plant  facilities  to  normal  peacetime  operations  at  the  termination  of  the  war. 
It  is  the  policy  of  the  Departments  to  disallow  any  such  charges  for  the  reasons 
that  (1)  the  necessity  for  the  reconversion  may  never  arise;  (ii)  the  nature, 
extent  and  cost  of  reconversion  is  too  conjectural  to  warrant  a  present  deter- 
mination with  respect  thereto;  and  (iii)  the  unknown  duration  of  the  war 
precludes  an  estimate  with  any  degree  of  accuracy  of  the  amount  of  money  which 
may  be  required  for  reconversion.  This  is  in  accordance  with  the  policy  stated 
by  Mr.  Donald  M.  Nelson,  Chairman  of  the  War  Production  Board,  in  a  letter  dated 
March  6,  1942,  addressed  to  the  Under  Secretaries  of  the  War  and  Navy 
Departments. 


J-PAB-7 — 7.   PATENT  ROYALTIES 

Public  Law  768,  77th  Congress,  approved  October  31,  1942,  provides  that  when- 
ever an  invention,  patented  or  unpatented,  is  manufactured  for  the  United  States, 
with  license  from  the  owner,  and  such  license  provides  for  the  payment  of  royalties 
at  rates  or  amounts  "believed  to  be  unnreasonable  or  excessive  by  the  head  of  the 
department  or  agency  of  the  Government  which  has  ordered  such  manufacture", 
rhe  bead  of  the  Department  concerned  shall  notify  the  licensor  and  the  licensee 
and  within  a  reasonable  time  thereafter  shall  "fix  and  specify  such  rates  or 
amounts  of  royalties,  if  any,  as  he  shall  determine  are  fair  and  just,  taking  into 
account  the  conditions  of  wartime  production"  and  shall  authorize  the  payment 
thereof  by  the  licensee  to  the  licensor.  It  further  provides  that  the  licensee  shall 
not  thereafter  pay  to  the  licensor  nor  charge  to  the  United  States  a  royalty  in 
excess  of  that  specified  in  the  order  and  that  the  licensor's  sole  and  exclusive 
remedy  for  royalties  in  excess  thereof  shall  be  by  suit  in  the  Court  of  Claims 
or  in  the  district  courts  having  concurrent  jurisdiction.  The  statute  further 
provides  that : 

"Nothing  herein  contained  shall  be  deemed  to  preclude  the  applicability  of 
Public  Law  528,  77th  Congress  [i.  e.,  section  403],  as  the  same  may  be  heretofore 
or  hereafter  amended  so  far  as  the  same  may  be  applicable." 

As  part  of  the  renegotiation  with  any  contractor  or  subcontractor  who  has 
included  in  costs  substantial  amounts  for  royalties  paid  or  payable  under  patent 
licenses,  inquiry  will  be  made  as  to  any  action  taken,  pending  or  contemplated 
under  the  statute,  and  no  allowance  will  be  made  for  royalties  in  excess  of  any 
rate  or  amount  fixed  and  specified  by  the  head  of  the  department  or  agency  of 
the  Government  which  has  ordered  manufacture  thereunder. 

In  the  absence  of  an  order  under  the  royalty  statute,  the  renegotiation  authori- 
ties will  consider  whether  or  not  the  amount  of  the  royalties  is  fair  and 
reasonable  under  the  circumstances  (taking  into  consideration  the  affiliation,  if 
any,  of  the  licensor  and  licensee). 

J-PAB-8 — 8.   CONTRACTS  WITH  MANUFACTURERS'  REPRESENTATIVES 

Contracts  between  manufacturers  and  their  representatives  are  subject  to 
renegotiation  as  subcontracts  when  the  representative  is  performing,  or  agrees 
to  make  available  on  request,  engineering,  mechanical,  or  other  services  related 
to  the  performance  of  one  or  more  prime  contracts  with  one  of  the  Departments 
or  subcontracts  thereunder,  including  assistance  in  the  obtaining  of  priority 
t^ertificates  and  in  other  matters  required  in  connection  with  performance  of  the 
contract  For  example,  manufacturers'  agents  in  the  machine  tool  industry 
customarily  hold  themselves  ready  to  furnish  engineering  advice,  mechanical 
service,  and  advice  on  training  in  the  use  of  tools  irrespective  of  whether  they- 
are  availed  of  by  the  manufacturer,  and  by  contract  or  custom  the  commissions 
of  the  agent  are  usually  paid  in  either  case  and  charged  by  the  manufacturer 
into  the  cost  of  the  tool.  These  activities  comprise  "part  of  the  work  required  for 
the  performance  of  another  contract"  within  the  definition  of  sub^'ontract  in 
the  renegotiation  statute.  When  a  manufacturer's  representative  also  acts  as 
dealer  he  is  in  substantially  the  same  position  as  a  jobber  and  his  sales  of  articles 
to  one  of  the  Departments  or  a  contractor  with  a  Department  or  a  subcontractor 
thereunder  are  subject  to  renegotiation  whether  the  articles  are  delivered  from 
Ws  own  inventory  or  shipped  direct  by  the  manufacturer.  The  fact  that  the 
prices  on  articles  handled  by  manufacturers'  representatives  and  jobbers  are 
regulated  under  Oflace  of  Price  Administration  price  ceilings  does  not  affect  the 
result.  The  reasonableness  of  such  charges  determines  the  extent  to  which  they 
^'ill  be  allowed  as  costs  of  the  contractor  for  the  purpose  of  renegotiation. 

J-PAB-9 9.    OVEB-AIX  RENEGOTIATION;    OOST-PLUS-FIXED-FEE   CONTRACTS 

Renegotiation  on  the  basis  of  the  over-all  profit  on  the  war  contracts  of  a 
contractor  or  subcontractor  for  a  specified  period  was  not  expressly  authorized  by 
the  original  statute  and  was  adopted  by  the  Departments  as  a  matter  of  policy, 
this  method  is  now  authorized  by  the  statute,  as  amended,  which  expressly  pro- 
vides for  renegotiation  of  contracts  and  subcontracts  as  a  group  without'  sepa- 
rately renegotiating  the  contract  price  of  each  contract  or  subcontract.  The  stat- 
]ite  also  contains,  however,  the  original  provision  for  renegotiation  by  individual 
contraots,  and  in  some  instancpss  the  Secretaries  hnve  found  that  method  more 
^nvenient  in  actual  practice.    Under  renegotiation  on  an  over-all  basis,  excessive 
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profits  are  determined  by  a  study  of  a  contractor's  financial  position  and  tlie 
profits,  past  and  prospective,  from  bis  contracts  and  subcontracts  taken  as  a 
whole  for  a  particular  fiscal  year  or  other  period  rather  than  by  analyzing  each 
individual  contract  or  subcontract  on  a  unit  cost  basis. 

Only  contracts  with  the  Departments  named  in  the  statute  and  subcontracts 
thereunder  are  subject  to  renegotiation  and  accordingly  sales  and  costs  are  segre- 
gated between  them  and  other  contracts  and  business.  War  contracts  not  subject 
to  renegotiation  ordinarily  will  be  renegotiated  if  the  contractor  or  subcontractor 
so  requests,  provided  their  inclusion  does  not  reduce  the  profits  on  the  renego> 
tiable  business,  but  under  no  circumstances  will  commercial  or  civilian  business 
be  included  in  the  renegotiation.  «     ^  - 

In  renegotiation  on  an  over-all  profit  basis,  fees  under  cost-plus-fixed-fee  con- 
tracts will  be  renegotiated  separately  from  the  fixed-price  contracts  of  the  con- 
tractor. 

j_PAB-10 10.    CREDIT  FOB  FEDEIL\L  TAXF8 ;    STATE   AND  LOCAL  TAXES 

Before  the  amendment  to  the  statute,  concern  had  been  frequently  expressed 
that  a  contractor  might  be  required  to  pay  taxes  on  his  profits  and  then  be  required 
at  a  later  date  to  refund  these  profits  as  a  result  of  renegotiation.  The  statute 
originally  made  no  express  provision  for  crediting  against  excessive  profits  elim- 
inated throuirh  renegotiation  Federal  income  and  excess  profits  taxes  assessed 
with  respect  thereto.  In  the  absence  of  such  credit  the  contractor  would  be 
forced  to  pav  twice,  once  in  the  form  of  taxes  and  the  second  time  by  a  refund  of 
excessive  profits.  While  it  seemed  plain  that  the  original  statute  did  not  intend 
such  double  liability,  section  403  was  amended  to  provide  that  in  determining  the 
amount  of  excessive  profits  the  Secretary  shall  allow  the  contractor  or  subcon- 
tractor credit  for  the  amount  of  the  Federal  income  and  excess  profits  taxes  paid 
or  payable  with  respect  to  such  excessive  profits,  as  provided  in  section  380G  of  the 

Internal  Revenue  Code.  „   ,      ,  .  a 

In  case  of  renegotiation  with  respect  to  years  for  which  Federal  income  and 
excess-profits  returns  have  not  been  filed,  the  amount  of  excessive  profits  elim- 
inated may  be  excluded  from  gross  income  in  such  returns,  provided  at  the  time  of 
filing  the  return  the  renegotiation  has  progressed  to  such  a  stage  that  the  amount 
of  excessive  profits  eliminated  has  become  certain.  This  procedure  has  been 
specifically  authorized  by  I.  T.  3577  (Internal  Revenue  Bulletin  1942  (No.  30. 
and  is  subject  to  the  condition  that  a  tax  may  be  assessed  on  any  portion  of  the 
excessive  profits  which  is  not  eliminate<I  by  renegotiation. 

State  and  local  taxes  are  recognized  as  a  proper  item  of  expense,  subject,  ol 
course,  to  allocation  between  renegotiable  and  nonrenegotiable  business. 

j_PAB-ll — 11.   FINAL  AGREEMENTS  ANI>  CLEARANCE 

When  a  contractor  or  subcontractor  has  renegotiated  in  good  faith  for  a 
specified  period  and  agreed  to  eliminate  excessive  profits  for  such  period,  heis 
entitled  to  assurance  that  the  matter  will  not  be  reopened  at  a  later  date.  The 
original  statute  did  not  expressly  provide  for  any  final  clearance  from  liabinty 
for  excessive  profits,  but  under  the  statute  as  amended,  the  Secretaries  are 
expressly  authorized  to  make  agreements  and  "any  such  agreement  shall  he 
final  and  conclusive  according  to  its  terms;  and,  except  upon  a  showing  ol 
fraud  or  malfeasance  or  a  wilful  misrepresentation  of  a  material  fact,  sucii 
agreement  shall  not  be  reopened  as  to  the  matter  agreed  upon,  and  shall  not 
be  modified  bv  anv  officer,  employee,  or  agent  of  the  United  States."  The  Sec- 
retary of  each  Department  has  delegated  to  the  Secretary  of  each  other  Depart- 
ment the  pf)wer  to  sign  final  and  other  agreements  on  his  behalf,  with  re?vf\ 
to  renegotiations  assigned  to  such  other  Department.  Thus,  if  a  case  toi 
renegotiation  is  assigned  to  the  Secretary  of  one  Department  for  renegotiation, 
the  Secretary  of  that  Department  has  the  power  to  sign  a  final  agreement  on 
behalf  of  the  Secretaries  of  the  other  Departments. 

J-PAB-12 — 12.    RESPONSIBn>ITY    OF    CONTRXCTORS     TO    WITHHOLD    PAYMENTS    OF 

EXCESSIVE  PROFITS   TO   SUBCONTRACTORS 

Under  the  terms  of  the  statute,  as  originally  adopted,  concern  was  expressed 
by  many  contractors  in  regard  to  their  liability  to  withhold  excessive  profit^ 
made  by  their  subcontractors.    Under  the  statute  as  amended,  the  contractor 


iti  under  no  obligation  to  withhold  payments  to  a  subcontractor  unless  there 
lias  been  a  determination  by  the  Government  of  the  existence  of  excessive  profits. 
In  other  words,  the  contractor  should  make  payment  to  the  subcontractor  in 
iiccordance  with  the  terms  of  the  subcontract  until  such  time  as  a  determina- 
tion of  excessive  profits  under  the  subcontract  has  been  made  and  the  contractor 
lias  been  directed  to  withhold  payments  to  the  subcontractor.  If  at  such  time 
there  are  futher  payments  due,  t^e  contractor  should  retain  the  amount  specified 
iu  such  direction.  If  all  payments  have  been  made  to  the  subcontractor  prior 
to  the  time  when  the  contractor  receives  notice  of  a  direction  for  withholding 
such  excessive  profits,  the  contractor  has  no  responsibility  or  obligation  in  the 
matter  of  withholding  payments  under  such  subcontract.  Conversely,  a  sub- 
contractor is  liable  to  the  Government  only  for  the  repayment  of  amounts  repre- 
sentative of  excessive  profits  actually  paid  to  him  by  a  contractor  and  not  for  those 
eliminated  through  retluctions  in  contract  prices  or  otherwise. 

The  Chairman.  Does  tliat  conclude  your  main  statement? 

Mr.  KocKEY.  Yes,  sir. 

The  Chairman.  Mr.  Rockey,  on  page  8,  under  the  heading  of  "Re- 
coveries and  price  reductions,"  you  use  the  term,  "granted  clearance" 
twice ;  m  one  instance,  788  cases  were  granted  clearance,  and  in  another 
instance,  five-hundred-odd  cases  were  granted  clearance.  Just  what 
do  you  mean  by  the  term,  "granted  clearance"?  Does  it  mean  finally 
{settled,  or  what  does  it  mean  ? 

Mr.  Rocket.  That  means  that  the  board  has  considered  the  figures 
submitted  by  the  contractor  and  has  informed  the  contractor  that 
in  tJieir  opinion  they  do  not  believe  there  have  been  any  excessive 
protits  for  their  fiscal  year  under  consideration,  and  that  they  are 
granted  a  clearance  under  the  law. 

The  Chairman.  Mr.  Camp  is  recognized. 

Mr.  Camp  Mr.  Rockey.  I  am  particularly  interested  in  the  situa- 
tion as  it  attects  the  textile  industry.  I  note  that  vou  say  in  your 
statement  that  it  should  be  borne  in  mind  that  companies  which 
have  been  able  to  participate  in  war  work  are  in  a  favored  position 
over  companies  which  have  not.  I  believe  that  the  textile  industry 
IS  an  exception  to  that  rule,  and  I  want  to  ask  vou  what  vour  experi- 
ence has  been  m  renegotiating  their  cases.  "  " 

The  textile  mills  that  have  no  war  contracts  in  my  section  of  the 
country  sc^em  to  be  running  full-time  and  are  just  as  busy  as  those 
Which  have  war  contracts;  and  when  you  compare  the  position  of  the 
two  hnancially  it  seems  as  those  who  do  not  have  war  contracts  have 
a  little  edge  on  the  others  after  renegotiation. 

As  I  understand,  these  textile  mills  that  have  Government  con- 
tracts  are  making  the  same  character  of  goods,  in  the  same  way  and 
|>n  the  same  machinery,  without  any  change  whatsoever,  as  thev  were 
^)efore  the  war,  or  before  the  contracts  were  made;  is  that  not  nght? 

M    -p,^^^^-  I  should  say  that  is  generally  true. 

imn!f  •  .^^'  •ll^'^'  /  ^""^  *^^*  ^^^^"  ^^^y  ^^^  called  upon  to  be  re- 
orS-fi^'''^vT'^^'  reference  to  one  mill  which  I  visited,  there  were  4 
eertitied  public  accountants  and  26  girls  or  clerks  preparing  the  data 
^or  renegotiation.  * 

nnLr^^^^  ^^^"  T^^^^^  S^^'^  ^^  s^^^  i^^a  as  to  the  expense  these  com- 
reno^nf^?-  ^"^  '^^r.-'''  P^?P'^^:\^g  ^^ta  and  information  for  you  for 
iSofi  '''''•     This  mill  told  me  that  it  was  necessary  to  do  this 
neoLf  ^H^  "If '^  ''''*  runmng  100  percent  for  the  Government;  it  was  * 
^^essary  tor  them  to  take  out  each  and  every  item  of  civilian  manu- 
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facture  and  separate  it,  with  all  the  costs  and  all  their  records,  before 
they  could  present  the  department  with  the  true  picture  of  the  Gov- 
ernment part  of  their  work. 

Will  you  tell  us  briefly  what  is  required  of  them  for  purposes  of 
renegotiation  ? 

Mr.  Rocket.  As  I  said  in  my  prepared  statement,  we  try  to  make 
the  requirements  as  simple  as  possible.  We  send  one  of  our  account- 
ants in  to  discuss  with  the  treasurer  or  comptroller  of  the  company 
their  method  of  accounting.  If  it  is  at  all  satisfactorj  and  their 
books  are  kept  in  accordance  with  approved  accounting  principles,  it  is 
usually  a  very  simple  matter  to  obtain  the  information  that  is  neces- 
sary without  any  undue  work  on  the  part  of  the  contractor. 

The  main  difficulty,  of  course,  arises  in  connection  with  the  separa- 
tion of  the  costs  of  their  Government  work  from  the  costs  of  the  goods 
sold  in  commercial  channels.  We  do  not  try  to  separate  those  out 
down  to  the  last  penny,  but  try  to  arrive  with  the  contractor  at  a 
mutually  satisfactory  method  by  which  a  reasonable  approximation 
can  be  arrived  at. 

As  to  the  actual  cost  that  different  companies  are  put  to  in  provid- 
ing the  boards  with  the  information  required,  undoubtedly  a  number 
of  contractors  will  appear  before  this  committee  to  testify,  and  they 
are  in  a  better  position  to  give  figures  with  respect  to  that  than  we 
I  might  say,  however,  that  by  and  large  it  does  not  cause  a 


are. 


great  deal  of  inconvenience  or  a  great  deal  of  expense  to  the  large 
majority  of  the  contractors. 

Mr.  Camp.  Do  you  not  think  that  the  textile  industry,  because  of  the 
fact  that  the  cost  of  its  raw  product  can  be  exactly  ascertained  at  any 
time;  because  of  the  fact  that  its  wages  and  hours,  its  wage  scale  or 
schedule,  is  regulated  by  law;  and  because  of  the  fact  that  it  is  a 
highly  competitive  business,  stands  out  in  a  class  entirely  by  itself  on 
this  question  of  renegotiation  of  war  contracts  ? 

Mr.  Rocket.  Ordinarily  I  would  say  so,  but  I  would  like  to  give 
you  an  example  of  one  of  the  largest  textile  concerns  in  the  country. 
Their  peacetime  basis  of  earnings  was  nil.  They  averaged  a  loss. 
Their  margin  of  profit  on  their  sales  in  1942  before  taxes  amounted  to 
26  percent.  I  think  the  very  high  margin  of  profit  that  I  believe  the 
majority  of  the  textile  companies  are  earning  today  is  due  to  the 
fact  that  we  are  in  a  seller's  market.  I  do  not  think  you  have  the  same 
competitive  conditions  existing  today  that  you  have  under  ordinary 
peacetime  conditions. 

I  do  not  think  the  fact  that  because  we  are  in  a  seller's  market  and 
this  particular  textile  concern  was  able  to  earn  a  margin  of  26  per- 
cent is  justification  for  the  Government  allowing  this  concern,  which 
is  practically  doing  the  same  type  of  work,  producing  the  same  ma- 
terials as  they  do  in  peacetimes,  a  margin  of  profit  on  Government 
work  or  business  of  26  percent. 

Mr.  Camp.  Do  you  not  think  the  fact  that,  if  they  were  engaged  m 
civilian  business  and  could  be  so  engaged,  they  would  be  earning  more 
money  now  making  civilian  goods  than  they  were  in  the  past  year 
when  you  say  they  were  making  nothing  should  be  taken  into  consid- 
eration ? 


Mr.  Rocket.  I  think  you  are  perfectly  right.  That  is  one  of  the 
difficulties  our  procurement  agencies  have  had.  We  have  tried  to 
place  orders  with  a  number  of  textile  concerns  who  have  refused  to 
accept  Government  orders  because  of  the  high  margin  of  profit  that 
they  are  able  to  obtain  in  commercial  channels,  due  to  the  existing 
seller's  market,  as  a  result  of  war  conditions.  On  the  other  hand, 
there  have  been  a  number  of  very  patriotic  textile  producers  who,  in 
some  cases,  are  willing  to  turn  their  entire  production  over  to  the 
Government  and,  in  other  cases,  the  largest  amount  of  their  produc- 
tion to  producing  Government  orders. 

Mr.  Camp.  I  am  glad  you  mentioned  that  fact  of  patriotism  there, 
because  I  know  of  three  or  four  towns  where  the  mills  who  are  not 
working  on  Government  orders  are  earning  from  two  to  four  times  as 
much  as  your  mill  that  is  working  on  Government  orders ;  and  that 
cotton  mill  that  is  working  three  shifts  a  day  and  turning  its  entire 
product  over  to  the  Government  is  being  renegotiated  down  to  where 
its  earnings  are  just  what  they  were  prior  to  this  period.  I  do  not 
believe  it  is  the  intention  of  Congress  to  penalize  any  patriotic  indus- 
try in  this  country. 

As  I  see  the  textile  industry,  it  is  standing  in  a  class  almost  by 
itself  in  that  respect.  I  understand  that  after  renegotiation,  these 
mills  are  now  paying  very  little  more  than  their  taxes ;  maybe  you  pay 
in  $250,000,  and  then  they  will  get  maybe  a  $240,000  tax  credit  on  that 
amount,  leaving  only  the  sum  of  $10,000  to  be  paid  in  actually. 

If  you  have  the  figures  at  hand,  or  can  remember  them,  I  would  like 
to  have  you  give  us  some  idea  as  to  how  much  you  really  are  recovering 
back  from  the  textile  industry  as  compared  with  other  industries. 

Mr.  KocKEY.  Practically  all  of  the  textile  industry  is  being  re- 
negotiated by  the  War  Department  Price  Adjustment  Board,  and  we 
m  the  Navy  have  very  few  textile  accounts. 

Mr.  Camp.  But  the  few  that  you  have  you  find  you  are  ffettins:  very 
little  back  from  them ;  is  that  right  ?  &         &       ^ 

Mr.  RocKEY.  Relatively  speaking,  in  view  of  the  size  of  the  com- 
panies being  renegotiated  by  the  Navy  Department,  that  is  true. 

Mr.  Camp.  I  would  like  to  ask  you  this :  The  contracts  that  are  let 
for  Navy  goods,  are  they  let  on  a  competitive  basis? 

Mr.  RocKEY.  In  some  cases. 

Mr.  Camp.  Where  they  are  let  on  a  competitive  basis,  do  you  not  find 
the  price,  after  the  competitive  bidding,  is  very  seldom  changed  after 
renegotiation? 

Mr.  RocKEY.  I  would  not  say  so.  Most  of  the  contracts  that  were 
et  on  competitive  bid  were  let  shortly  after  Pearl  Harbor.  Most  of 
tile  contracts  that  are  being  let  currently— and,  as  a  matter  of  fact, 

\f^  ^^y  practically  all— are  on  the  basis  of  negotiated  contracts. 

Mr.  Camp.  I  believe  that  is  all  this  time,  Mr.  Chairman. 

Ihe  Chairman.  Mr.  Knutson  is  recognized. 

Mr.  Knutson.  Mr.  Rockey,  for  the  record,  what  business  were  you 

Sr^^    m  before  you  went  into  Government  service? 

Mr.  Rockey.  When  I  got  out  of  college,  I  went  with  a  bank  in  New 
fn  1  7*  '^^  January  1919  I  went  to  London  and  opened  an  office 
^or  that  bank  there.    I  returned  to  New  York  in  1922  and  became  a 
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national  bank  examiner  in  charge  of  the  examination  of  the  larger 
New  York  City  banks.  Two  years  later  I  became  a  partner  in  a  bank- 
ing  firm  in  New  York. 

In  1930  I  became  the  president  and  managing  director  of  a  sugar 
company  in  Mexico.    In  1931  I  became  identified  with  the  Chilean 

nitrate  industry. 

I  retired  from  active  business  in  1939  and  was  asked  to  accept  this 

position  I  have  today  in  March  1942. 

Mr.  KnutsOn.  I  am  not  asking  you  as  a  matter  of  curiosity;  I  ]ust 
wanted  to  get  your  background,  because  you  hold  a  very  responsible 

position. 

Mr.  Rocket.  I  might  say,  in  addition  to  that,  that  I  was  in  active 
charge  of  this  sugar  mill,  refinery,  and  distillery  for  4  years.  I  am 
at  the  present  time  connected  with  one  of  the  large  tobacco  companies 
as  a  director  and  have  been  for  7  years;  and  I  am  also  the  president 
and  a  director  of  a  copper  company  in  Chile. 

Mr.  Knutson.  Mr.  Rockey,  I  would  like  to  direct  your  attention 
to  page  4  of  your  statement,  the  first  paragraph,  where  you  say : 

Where  costs  become  known  and  close  pricing  is  possible,  the  Navy  Depart- 
ment has  been  endeavoring  to  have  contracts  written  that  wonld  be  exempt 
from  renegotiation.  Our  experience  has  been,  however,  tliat  many  contractors 
do  not  want  to  enter  into  a  contract  with  close  prices. 

Then  you  go  on  and  give  the  reasons.  In  taking  that  *  position, 
would  you  not  say  that  they  are  just  merely  observing  good  busi- 
ness prudence,  ordinarv  business  prudence? 

Mr.  Rocket.  In  some  cases  I  might  say  that  they  are  observing  an 
exaggerated  business  prudence. 

Mr.  Knutson.  That  is  a  matter  of  personal  opinion. 

Mr.  Rocket.  That  is  a  question  of  opinion,  naturally. 

Mr.  Knutson.  Yes. 

Mr.  Rocket.  But  once  we  have  established  costs  with  a  manu- 
facturer—suppose it  costs  him  $10  to  make  an  item  and  we  say,  "Now, 
we  are  willing  to  give  you  a  contract  at  $11,  which  will  give  you  10 
percent  profit,  and  we  will  not  make  that  contract  subject  to  renego- 
tiation." That  is  the  attraction.  He  will  say,  '^Oh,  no.  Tins  is  an 
order  for  100,000  items.  I  do  not  know  but  what  later  on  you  may 
cut  it  back  to  50,000  items  and  my  costs  will  be  entirely  different. 
Of  course,  labor  is  supposed  to  be  stabilized  now,  but  I  may  have  t^ 
increase  mv  wages.  The  costs  of  my  raw  materials  are  pretty  well 
set  by  O.  P.  A.  but  thev  mav  change  just  the  same.  Therefore,  I  am 
unwilling  to  do  that.  *  I  would  prefer  to  take  the  order  at  $14  and 
take  mv  chances  on  renegotiation." 

Mr.  Knutson.  Now,  those  who  entered  into  contracts  with  you  in 
1942  did  not  know  what  the  tax  was  going  to  be  until  October. 

Mr.  Rocket.  That  is  correct.  . 

Mr.  Knutson.  Ten  months,  i)erhaps,  after  they  had  entered  into 
a  contract.  And.  as  I  recall,  Congress  at  that  time  raised  the  normal 
and  surtax  from  80  to  40  percent.  Your  statement  would  sort  of  carry 
the  implication  that  thev  are  trying  to  gouge  the  Government  when 
I  think  they  are  trying*  merely  to  protect  the  assets  of  their  stocK- 
holders.  to  whom  they  are  responsible,  in  the  final  analysis. 


Mr.  Rocket.  The  thought  that  I  tried  to  convey  was  that  we  in  the 
yavy  Department  are  anxious  to  have  the  contractors  enter  into  con- 
tracts with  us  on  a  close-price  basis  which  would  enable  the  Navy 
department  to  exempt  those  contracts  from  renegotiation. 

I  have  tried  to  point  out  some  of  the  reasons  why  we  are  not  met 
with  a  receptive  attitude  on  the  part  of  the  contractors.  I  am  not 
criticising  the  position  that  they  are  taking.  I  am  merely  trying 
to  explain  the  reason  why  we  have  not  been  successful. 

Mr.  Knutson.  Is  it  to  be  wondered  at  that  you  are  not  successful  ? 

Mr.  Rocket.  After  all,  are  they  not  usually  faced  with  those  same 
conditions  under  ordinary  peacetime  competitive  business? 

Mr.  Knutson.  Well,  I  do  not  know  as  to  that.  I  presume  they  are. 
They  have  certain  business  vicissitudes  to  overcome.  But  here  we 
have  an  instance  where  the  Government  is  going  in  and  taking 
practically  the  entire  output  of  a  concern,  and  the  management  has 
very  little  to  say  as  to  what  the  price  should  be.  That  rests  with 
the  renegotiation  in  the  final  analysis.  In  other  words,  the  Govern- 
ment holds  them  entirely  at  its  mercy.    Is  not  that  true? 

Mr.  Rocket.  I  would  not  agree  with  that  statement. 

Mr.  Knutson.  Well,  you  agreed  with  substantially  the  same  state- 
ment, only  worded  differently,  when  the  gentleman  from  Georgia 
interrogated  you ;  when  he  made  the  comparison  between  companies 
that  are  oi^erating  for  domestic  consumption  and  those  that  are  oper- 
ating for  Government  consumption.     I  am  just  asking  you. 

Mr.  Rocket.  After  all,  the  over-all  profits  of  a  contractor  are  sub- 
ject to  review  by  the  Renegotiation  Board. 

Mr.  Knutson.  Yes. 

Mr.  Rocket.  If  a  mutually  satisfactory  agreement  as  to  a  reasonable 
amount  of  profit  to  be  made  on  that  business  is  not  arrived  at  between 
the  contractor  and  the  Price  Adjustment  Board,  the  matter  is  referred 
to  the  Under  Secretary  of  the  Navy.  The  contractor  has  certain  relief 
if  he  does  not  agree  with  the  Board  or  with  the  final  determination  of 
the  Under  Secretary. 

Mr.  Knutson.  Well,  of  course,  where  all  the  agreements  were  entered 
into  amicably  and  without  any  duress  whatever,  that  would  be  one 
thing.  But  where  they  are  obliged  to  accept  a  settlement,  that  is  an- 
<Hher  thing;  because,  after  all,  the  Government  can  say  whether  it 
will  have  material  in  the  future,  and  probably  shut  off  their  credit 
through  the  Federal  Reserve ;  there  are  so  many  ways  that  the  Govern- 
ment has  of  bringing  pressure. 

Mr.  Rocket.  I  know  of  no  cases  where  such  pressure  has  been 

W'ought. 

Mr.  Knutson.  Well,  of  course,  we  do  not  know  about  that,  because 
we  are  only  in  the  beginning  of  our  hearings.  We  are  only  hearing 
I'le  (lovernment's  side  of  it  at  this  time. 

I  liave  here  a  copy  of  the  New  York  Times  for  vesterdav  that  I  would 
"ke  to  read : 

v^^t  ^^^'^^^^*y  "^oard  of  the  Lincoln  Electric  Co.,  representing  1,400  employees 
'  la  headed  by  J.  F.  Lincoln  as  chairman,  made  public  yesterday  a  telegram 
uaressed  on  Monday  to  Comdr.  H.  Royall  McLaren,  United  States  Naval  Re- 
Yort  \'^^  chairman  of  the  Navy  Department  Price  Adjustment  Board  in  New  . 
onml'  ^".^llenging  the  present  contract  renegotiation  procedures  regarding  tho 
company's  1942  operations. 
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"««n«  manv  of  the  workers  are  stockholders  and  all  share  In  tte  profits,  this 
matlS^sTv^tai  lmpoT°ance  to  all  of  us,"  the  telegram  said.    "Hence  we  want 

'"^  ^ra"eVodu?ll>^aV'morTth^io„r  times  the  rate  ,^r  man-hour  of  an, 
of  our  eom^tUorl  as  you  know  from  your  investigation.  How  much  must  we 
?ednce  thlTlffleiency  and  raise  costs  to  keep  from  being  penalized  in  renegotiation? 
Ptea^  tl^  sS     sCld  It  be  reduced  on^quarter,  one-half,  three^uarters,  or 

""^'Have  you  squared  your  policy  with  the  War  Production  Board  and  the 
TreasuS?  War  Pr(SuSion  Bolrd  asks  for  more  efficiency.  The  Treasury  asks 
tor  more  taxes     The  penalty  you  set  up  will  tremendously  reduce  both. 

"3  This^nalty  for  efficiency  was  not  made  public  in  the  renegotiation  law 
as  pkied  bfc^niress.    Why?    No  such  penalty  for  efficiency  is  apparent  in  out 

""We^re^eVueliing  our  chairman,  Mr._  Lincoln,  to  foUow  the  matter  so  that 
this  penalty  on  efficiency  may  be  stopped." 

I  would  like  to  have  your  comment  upon  that  telegram,  if  you  please. 

Mr  Rocket.  We  have  been  in  touch  with  the  Lincoln  Electric  to. 
for  a  number  of  months,  endeavoring  to  secure  from  them  the  informa- 
tion required  by  the  Price  Adjustment  Board  to  determine  whether  or 
not  that  company  has  made  excessive  profits.  Our  report  m  connection 
with  that  company  has  not  as  yet  been  completed,  so  I  am  not  in  a 
position  at  this  time  to  say  whether  or  not  the  Board  may  or  may  not 
Snd  excessive  profits.  A  meeting  has  been  arranged  with  the  Linwln 
Electric  Co.  for  September  24,  at  which  time  we  will  discuss  that 
question  with  Mr.  Lincoln.  In  reply  to  the  telegram  which  you  have 
lUSt  read,  we  informed  Mr.  Lincoln  that  he  would  have  full  oppor- 
tunity to  present  his  case  and  all  the  facts  to  the  Board. 

Mr.  Knutson.  Now,  in  computing  profits  does  your  committee  take 
into  consideration  the  item  of  taxes-possible  taxes,  both  Federal  and 

^*^Mr  Rocket.  No,  sir.   As  far  as  State  taxes  are  concerned,  we  allo^ 
them  as  an  item  of  cost.    As  far  as  local  taxes  are  concerned— and  1 
assume  that  you  are  referring  to  municipal  taxes,  ajd  so  forth-—- 
Mr  KNOTioN.  You  said  "Itate"  the  first  time.    You  mean  Federal 
Mr.  Rocket.  No,  Statej  the  individual  States.    In  local  taxes  I 
assume  that  you  are  referring  to  municipal  taxes. 

Mr.  KNimoN.  I  am  referring  to  all  taxes,  Mr  Rockey,  becaw 
they  are  all  properly  an  item  of  production  cost,  just  as  much  as  labor 

and  material.  .  ,  •     i.i,„i.  ,^cr^et 

Mr.  Rocket.  I  am  sorry  I  cannot  agree  with  you  in  that  respec  ■ 
But  we  do  take  into  consideration  and  treat  as  an  itern  of  cost  au 
taxes  outside  of  Federal  taxes.    In  other  words,  we  follow  the  same 
procedure  in  that  respect  as  the  Internal  Revenue  Bureau  foUovvs. 
Mr.  Knutson.  What  would  happen  to  a  contractor  who  tailed  w 

P'^^f  Rc^St!  Thaf  is  a  question  for  the  Treasury  Department  to 

Mr.'KNirrsoN.  No;  I  think  it  is  properly  a  question  that  I  couiQ 
put  to  you,  because  we  are  dealing  now  with  costs  and  prohts. 

Mr  Rockey.  From  my  knowledge,  if  they  fail  to  pay  their  taxe^j 
the  Treasury  Department  may  decide  to  give  the  ^5^<^r/^c*«^.^^\"^^-    '. 
may  decide  to  realize  on  certain  of  his  assets.    I  understand  it  is  sonie 
what  discretionary  with  the  Treasury  Department.    It  does  n^J.'^j, 
come  me  very  well  to  express  for  the  Treasury  Department  what  trie 
attitude  would  be. 


Mr.  Knutson.  We  are  not  discussing  attitude;  we  are  talking  about 
procedure  under  the  law.  I  think  they  are  required  to  pay  their  tax 
within  12  months,  are  they  not? 

Mr.  Rocket.  I  do  not  know.    I  could  not  say. 

Mr.  Knutson.  Well,  anyway,  the  matter  would  be  turned  over  to 
the  United  States  district  attorney  and  he  would  start  proceedings 
against  the  company.  xVnd  yet.  Uncle  Sam  comes  first,  you  know.  He 
gets  his  first,  and  then  the  rest  of  them  get  theirs  afterward.  We  know 
that.  That  is  all  right.  I  am  not  criticizing  that  part  of  it.  But  don't 
you  think  that  renegotiation  should  be  had  after  taxes,  the  same  as 
after  considering  cost  of  material  and  labor  ? 

Mr.  Rockey.  No,  sir. 

Mr.  Knutson.  You  do  not  concede  that? 

Mr.  Rockey.  No,  sir. 

Mr.  Knutson.  And  you  have  been  in  business  since  1922? 

Mr.  Rockey.  No  ;  since  1916. 

Mr.  Knutson.  1916.  Well,  that  does  not  improve  it  any,  but  it  is 
at  least  a  testimonial  to  your  frankness.  All  right ;  we  will  pass  that 
up. 

On  page  12  of  your  statement  the  first  paragraph  reads : 

There  are  many  technical  features  of  the  tax  law  which  make  it  impossible 
to  determine  what  taxes  the  contractor  will  actually  pay. 

Is  not  your  statement  a  convincing  argument  for  having  renegotia- 
tion after  taxes  ?  ©         & 

Mr.  Rockey.  I  do  not  think  it  is.  I  am  trying  to  point  out  in  this 
way  that  renegotiation  is  intimately  tied  up  with  procurement,  and  in 
view  of  the  fact  that  there  are  these  various  factors  which  make  it,  as 
I  say,  impossible  to  determine  now  what  will  be  the  eventual  tax  to 
be  paid  by  the  contractor,  that  it  would  delay  renegotiation  until  such 
determination  were  made,  which  might  be  2  years  or  more  after  the 
fact. 

Mr.  Knutson.  Well,  assuming  that  it  would  take  2  years,  would  it 
not  be  better  to  take  2  years  aud  see  that  the  rights  of  an  American 
citizen  are  fully  protected  than  to  see  that  Uncle  Sam  gets  it  immedi- 
ately ?  ^ 

Mr.  Rockey.  One  of  the  main  criticisms  of  the  renegotiation  law, 
Which  was  remedied  by  the  amendments  last  October,  was  the  fact 
that  there  was  such  a  long  period  of  time  given  to  the  Price  Adjust- 
ment Board  to  come  to  a  final  conclusion  as  to  the  amount  of  excessive 
prohts  for  a  company's  fiscal  year.  The  contractors  pointed  out  that 
It  was  impossible  for  them  to  determine,  within  any  reasonable  length 
01  time,  just  where  they  stood,  and  it  was  for  that  reason  that  the 
^w  was  amended  to  provide  that  renegotiation  must  be  commenced 
Jithm  1  year  of  the  end  of  the  fiscal  year  in  which  the  contract  was 
completed. 

tli^\^?^^^^'  ^^^'  ^"^  ^^^  ^^  ^*  possible  for  any  body  of  men,  even 
tnoiigh  they  have  the  wisdom  of  Solomon,  to  determine  what  the  profits 

Zl  ^?^^^^"  ^^'^  until  all  the  expenses  have  been  paid  in  connection 
rith  the  operation? 

Mr.  Rockey.  Our  determination  is  made  upon  the  basis  of  the  profits 
I  "^lore  taxes. 

Mr.  Knutson.  I  understand  that. 
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Mr.  RocKEY.  Not  after  taxes. 

Mr.  Knutson.  No.  That  is  what  I  am  talking  about ;  that  you  deter- 
mine the  profits  before  taxes,  and  that  is  one  of  the  big  items,  and  it  is 
becoming  bigger  each  year.    Is  not  that  a  fact  ? 

Mr.  RocKEY.  I  agree  with  that  statement.  ,11. 

Mr.  Knutsojs.  1  am  not  criticizing  you.  I  reahze  what  the  law  is. 
We  are  holding  these  hearings  to  determine  what  changes  we  should 
make  in  the  law.  Now,  don't  you  think,  as  man  to  man,  that  an  Ameri- 
can citizen  doing  business  with  his  Government,  taking  all  the  chances 
that  he  is  obliged  to  take— renegotiation,  strikes,  mcreases  m  pay,  far 
beyond  what  he  anticipated  when  he  entered  into  the  contract— -all 
these  things  are  important  factors?  Now,  would  you  not  say  iranklv. 
as  man  to  man,  if  you  were  in  business,  tliat  you  were  eiit  it  led  to  deduct 
taxes  before  renegotiation  proceedings  wen-  entered  into  ?  I  am  asknig 
you  now  as  a  producer  of  copper,  not  as  chairman  of  the  Navy  Board. 
[After  a  pause.]  Well,  I  will  witlidraw  the  question.  I  do  not  want 
to  embarrass  you.     I  think  I  know  what  you  would  answer. 

After  all,  I  realize  that  it  is  not  quite  fair  to  ask  you  \yhat  your 
personal  opinion  is,  because  you  are  here  in  an  official  capacity,  and  I 
withdraw  the  question.    Now  let  us  go  on.    I  shall  only  take  another 

moment,  Mr.  Chairman.  ,  ^.  .    j.     r^ 

Would  you  thir.k  it  would  be  absolutely  proper  and  tair  for  Congress 

to  make  a  provision  in  the  next  tax  law  for  reconversion,  replacement, 

retooling?     [After  a  pause.]     I  will  withdraw  that  question,  because 

I  realize  tha.t  you  are  here  in  an  official  capacity. 
That  is  ail,  Mr.  Chairman. 
Mr.  DiNGELL.  Mr.  Chairman,  then  I  would  like  to  ask  the  question 

that  has  been  withdrawn. 

Mr.  RocKEY.  Thank  you.  «.  •     .  . 

Mr  DiNGELL.  Would  vou  allow  a  manufacturer  a  sufhcient  amount 
of  his  profits  for  reconversion  ?  Let  us  get  that  straight.  My  ques- 
tion covers  an  instance  where  they  had  converted  to  war  work  and 

are  reconverting.    Would  you?  ,      .1     r,  ^-  *•       A.f 

Mr  Rocket.  Under  the  pi-esent  law,  under  the  Renegotiation  Act, 
we  do  not  take  into  consideration  the  expenses  which  a  company  might 
have  to  incur  in  reconverting  from  war  work.  ^ 

Mr  DixGELL.  I  think  I  understand  that,  but  I  waut  to  get  your 
opinion.  Is  it  fair  to  allow  a  manufacturer  who  lias  converted  t<)  war 
work  to  put  away  a  certain  amount  for  reconversion?  I  want  to  get 
your  opinion  on  that  as  a  businessman.  I  think  it  is  peilment  to  knoAA 
the  reaction  of  some  of  you  men  who  are  m  direct  contact  with  it,  a^ 
to  whether  it  is  a  fair  thing  for  this  committee  to  allow  reconversion 
costs,  or  a  reserve,  I  should  say— a  reconversion  reserve— to  be  set 

aside  for  that  purpose.  m  ^^  -     ^^  ^.^o 

Mr.  RocKEY.  I  think  that  any  corporation  official  m  the  manage- 
ment  of  his  company  should  certainly  make  provision  out  of  his  profits 

for  such  reconversion.  t  ^i.-  1   u  k 

Mr  DiNGEix.  I  thought  that  would  be  your  answer.     1  think  it  is 

perfectly  fair.     And  I  hold  to  the  proven  fact  that  foresighted— and  t 

repeat— alert  businessmen,  manufacturers,  industrialists,  have  niacte 

reasonable  provisions  for  reconversion. 

I  put  into  the  record  here,  I  think,  2  years  ago,  an  exceri)t^froni  ti.* 

Deti-oit  Free  Press  fir.ancial  page  to  show  that  General  Motors,  a 


believe  had  put  away  in  that  year— I  do  not  know  what  the  total 
.miount  was,  but  it  was  anywhere  from  18  to  23  or  24  milhon  dollars 
for  several  unforeseen  contingencies  and  for  reconversion;  and  I  think 
it  is  proper.  I  think  it  is  sound.  I  think  it  would  be  helpful  to  the 
post-war  cushioning  and  getting  back  to  normal.  So  I  wanted  to 
,ret  your  reaction  to  it. 
"^  Mr.  RocKEY.  Thank  you. 

Mr.  DiNGELL.  I  mean  taken  out  of  the  regular  profits  as  they  go 
almK'.  I  wanted  to  get  your  reaction  to  it,  and  I  wanted  you  to  give 
the  committee  the  benefit  of  your  mature  judgment  as  a  proven  busi- 
ness man.  ,  i  i 

Now,  let  me  ask  you  this :  Much  has  been  said  here  today  and  yes- 
terday with  regard  to  taking  into  account  in  your  renegotiation  pro- 
cedure the  question  of  taxes,  and  whether  or  not  your  decision  should 
be  based  upon  a  consideration  of  profit  after  taxes.  Can  you  tell  me 
of  any  businessman— I  do  not  care  how  shrewd  he  is— that  can  go 
beyond  an  estimate  to  tell  what  his  taxes  are  going  to  be?  I>o  you 
know  anybody,  any  industrialist  or  any  producer  now  that  could  go 
beyond  that?  In  other  words,  he  could  only  estimate  what  his  taxes 
are  going  to  be? 

Mr.  RocKEY.  Yes,  sir. 

Mr.  DiNGELL.  Therefore  this  talk  about  after  taxes  ]ust  does  not 

square  up,  does  it?  . 

Mr.  RocKEY.  It  would  be  a  very  difficult  thing  for  any  businessman 
to  determine  today  exactly  what  his  taxes  are  going  to  be. 

Mr.  DiNGELL.  And  moi-e  than  that,  are  not  taxes  levied  upon  the  net 
profits  and  not  upon  the  gross? 

Mr.  RocKEY.  Yes,  sir. 

Mr.  DiNGELL.  Certainly.    And  renegotiation  is  based  on  the  gross, 

is  it  not  ? 

M^r  RocKEY  Y'es  sir. 

Mr.  DiNGELL.  Right.  Therefore  there  is  a  gap  between  the  two  that 
you  cannot  reconcile? 

Mr.  RocKEY.  That  is  correct. 

Mr.  DiNGELL.  You  are  not  concerned  about  what  the  Treasury  will 
do  with  a  defaulter?  That  is  not  your  business;  that  is  up  to  the 
Treasury  and  the  defaulter  ? 

Mr.  RocKEY.  Yes,  sir. 

Mr.  DiNGELL.  That  is  all,  Mr.  Chairman. 

Mr.  Simpson.  Mr.  Rockey,  I  note  in  your  statement  that  the  names 
of  contractors  and  subcontractors  are  obtained  through  the  Joint  As- 
signment Section  of  the  Navy  Department  as  provided  by  the  Price 
Adjustment  Board.    Is  that  correct? 

Mr.  RocKEY.  The  Joint  Assignment  Section  is  a  section  that  has  been 
set  up  in  the  War  Department,  to  which  are  assigned  representatives 
from  the  different  departments. 

Mr.  Simpson.  And  from  them  you  get  the  names  of  the  contractors 
and  subcontractors  ? 

Mr.  RocKEY.  Yes,  sir. 

Mr.  Simpson.  To  whom  you  later  send  a  preliminary  letter  request- 
ing information  from  them  ?  .    • 

Mr.  RocKEY.  That  is  right. 
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Mr.  Simpson.  Then  I  come  to  these  suggested  amendments.  You 
suggest  increasing  the  exemption  from  $100,000  to  $500,000  on  nego- 
tiable  business;  is  that  correct? 

Mr.  Rocket.  That  is  correct,  sir. 

Mr.  Simpson.  Why  do  you  do  that? 

Mr.  Rocket.  Mainly  from  the  point  of  view  of  the  administrative 
problem  that  we  have.  And  I  would  like  to  call  your  attention  to  the 
fact  that  the  suggestion  is  made  only  for  1943  business.  In  other 
words,  the  suggestion  does  not  apply  to  1942  business.  The  reason 
for  that  is  that  we  have  already  renegotiated  a  large  number  of  con- 
tractors whose  business  has  been  less  than  half  a  million  dollars  in  1942, 
and  we  think  that  it  would  be  inequitable  now  to  have  an  amendment 
passed  which  would  let  out  the  other  people  or  require  us  to  make 
refunds  to  those  who  have  been  already  renegotiated. 

Mr.  Simpson.  But  beginning  with  the  1943  business,  those  doing  less 
than  $'00,000  annually  would  not  be  renegotiated? 

Mr.  Rocket.  That  is  correct. 

Mr.  Simpson.  Now,  on  the  second  amendment,  which  would  require 
all  contractors  to  file  financial  data  with  the  Price  Adjustment  Board, 
my  question  is.  Why  will  you  require  all  contractors,  including  those 
doing  less  than  $500,000  of  business,  to  file  that  financial  statement? 

Mr.  Rocket.  We  have  a  considerable  amount  of  difficulty  in  obtain- 
ing the  names  of  the  subcontractors  who  are  doing  Government  busi- 
ness indirectly,  and  we  think  it  only  fair  and  equitable  that  all  people, 
aD  contractors,  should  be  brought  within  the  scope  of  the  act. 

Mr.  Simpson.  They  need  not  do  that  today,  as  I  understand. 

Mr.  Rocket.  That  is  correct.  In  other  words,  we  have  to  go  out 
and  find  them  today. 

Mr.  Simpson.  You  get  some  names  from  this  Joint  Assignment 
Section,  but  you  are  not  going  to  get  all  ? 

Mr.  Rocket.  No,  sir. 

Mr.  Simpson.  But  it  is  proposed  by  this  amendment  to  require  every 
contractor  or  subcontractor  to  file  a  financial  statement? 

Mr.  Rocket.  That  is  correct. 

Mr.  Simpson.  The  result  would  be,  then,  if  I  understand  correctly, 
to  require  the  subcontractor,  even  though  his  business  is  trivial  in 
amount,  to  file  a  financial  statement  ? 

Mr.  Rocket.  I  do  not  think  that  that  necessarily  follows.  If  the 
proposed  amendment  is  adopted,  I  should  think  that  it  would  be 
advisable  to  restrict  it  to  those  who  do  Government  business  of  $500,000 
or  more. 

Mr.  Simpson.  Then  you  would  favor  an  amendment  to  this  sug- 
gested amendment  which  would  require  only  the  mandatory  state- 
ments from  contractors  or  subcontractors  who  do  a  business  in  excess 
of  $500,000  a  year  ? 

Mr.  Rocket.  That  is  correct,  if  the  first  amendment  were  adopted. 

Mr.  Simpson.  I  recognize  that  to  require  all  subcontractors  and  con- 
tractors to  furnish  such  financial  data  as  you  may  want  would  cer- 
tainly impose  a  heavy  burden  on  any  small  subcontractor. 

Mr.  Rocket.  I  agree  thoroughly  with  you. 

Mr.  Simpson.  I  know  some  who  do  a  very  trivial  amount  of  busi- 
ness, who  have  very  small  shops,  who  could  not,  within  reason,  afford 
to  provide  financial  data.    Thank  you. 


Mr.  Rocket.  Thank  you,  sir. 

Mr.  Ltnch.  Mr.  Rockey,  as  I  understand  it,  your  theory  of  this 
renegotiation  law  is  that  it  is  not  a  punitive  measure,  nor  is  it  a 
tax-collection  measure.    Is  not  that  correct? 

Mr.  Rocket.  Yes,  sir. 

Mr.  Ltnch.  Your  idea  is  that  by  reason  of  this  renegotiation  law 
the  Navy  and  the  other  Departments  are  enabled  to  obtain  information 
from  the  accounts  of  the  various  firms  with  which  the  Government 
does  business,  and  as  a  result  of  that— there  being  no  real  competition 
in  the  manufacturing  of  war  supplies — you  are  able  to  come  to  a  con- 
clusion as  to  what  is  a  fair  price  ? 

Mr.  Rocket.  Yes,  sir. 

Mr.  Ltnch.  Your  experience  has  been,  as  I  understand  you,  that, 
because  of  conditions,  there  has  been  no  competition  in  the  manufacture 
of  war  supplies,  to  any  great  extent,  and  because  of  the  lack  of  knowl- 
edge of  the  manufacturers  with  respect  to  their  cost  at  the  time  they 
entered  into  contracts  with  the  government  that  they  have,  in  very 
many  instances,  got  profits  far  beyond  what  is  reasonable. 

Mr.  Rocket.  Yes,  sir. 

Mr.  Ltnch.  My  colleague  from  Minnesota  [Mr.  Knutson]  quoted 
a  letter  from  some  gentleman  named  Lincoln.  You  recall,  do  you  not, 
that  he  testified  before  the  House  Committee  on  Naval  Affairs? 

Mr.  Rocket.  Yes,  sir. 

Mr.  Ltnch.  And  you  will  remember  that  he  was  one  who  was  most 
vociferous  against  any  renegotiation  of  any  kind;  is  that  correct? 

Mr.  Rocket.  Yes,  sir. 

Mr.  Ltnch.  I  will  read  now  from  page  698  of  the  hearing  on  "In- 
vestigation of  the  progress  of  the  war  effort"  held  by  the  Committee 
on  Naval  Affairs  last  June,  particularly  with  reference  to  the  renego- 
tiation of  contracts.    This  is  a  question  by  Mr.  Cole : 

Mr.  Cole.  You  believe  any  manufacturer,  any  producer,  who  through  his  genius, 
his  inventive  genius,  succeeds  in  reducing  costs  which  are  substantial,  such  as  in 
the  case  of  Mr.  Hawley  and  others,  should  at  the  same  time  be  allowed  excessive 
profits  in  the  production  of  that  article,  even  at  the  reduced  price? 

Mr.  Lincoln  answered  in  this  way: 

Mr.  Lincoln.  Mr.  Cole,  let  me  answer  that  question  completely.  There  is  just 
one  measure  as  to  what  should  be  done  and  that  is  this:  Keep  the  incentive. 
Over  in  England  they  have  incentives  by  calling  people  "Sirs,"  and  people  wiU 
spend  a  long  time  and  much  money  in  order  to  get  that  sort  of  thing.  All  right, 
I  don't  care  what  the  incentive  is,  if  it  is  money,  if  it  is  position,  if  it  is  recogni- 
tion—I  don't  care  what  it  is,  as  long  as  the  incentive  is  kept.  All  I  am  saying 
is,  renegotiation  not  only  eliminates  the  incentive;  it  penalizes  the  individual 
for  doing  a  good  job. 

Mr.  Cole.  Now  answer  my  question. 

Mr.  Lincoln.  What  was  the  question  ;  I  am  sorry. 

Mr.  Cole.  Do  you  think  any  industrialist  who  succeeds  in  producing  an  article 
8t  a  greatly  reduced  price  through  the  incentive  and  genius  system  should  in 
the  production  of  that  article  be  allowed  excessive  profits? 

Mr.  Lincoln.  If  that  is  the  only  way  the  incentive  can  be  retained,  yes,  but 
tty  guess  is  that  I  have  seen  very  few  people  who  would  not  go  along  with  a 
reduction  on  the  basis,  not  of  a  club— they  will  resist  that,  thank  God,  if  they 
are  Americans — but  on  the  basis  of  saying,  "Here,  let's  kick  in." 

Now,  Mr.  Kockey,  do  you  agree  with  Mr.  Lincoln,  who  my  colleague 
irom  Minnesota  [Mr.  Knutson]  has  quoted,  in  his  letter,  to  the  effect* 
^liat  excessive  profits  should  be  retained  on  these  contracts  for  war 

»iaterials? 
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Mr.  RocKEY.  I  certainly  do  not  agree  with  Mr.  Lincoln. 

In  this  renegotiation  work  we  come  up  against  all  different  types  of 
individuals.    Let  me  give  you  an  example  of  the  two  extremes. 

We  had  one  manufacturer  come  in  from  New  England  who  repre- 
sented a  very  efficient  industry  prcnlucing  critical  material.  He  said 
that  they  vv^ere  in  agreement  witli  renegotiaticm  and  that  their  board 
of  directors  had  felt  their  profits  were  excessive.  We  went  throuj):]i 
the  meeting  that  morning  and  wlien  we  had  obtained  all  the  necessaiy 
information  we  asked  them  to  retire  while  the  board  considered  their 

case. 

The  Board  arrived  at  a  conclusion  and  asked  them  to  return.  I 
remembered  what  the  contractor  had  said  at  the  beginning  of  the 
meeting,  so  before  I  told  them  what  the  Board  was  going  to  suggest  I 
asked  them  whether  their  board  of  directors  had  decided  upon  the 
amount  of  excessive  profits  that  they  would  return  to  the  Government. 
He  said,  yes,  the  board  has,  and  I  said,  "Well,  what  is  it  ?" 

He  said  a  certain  sum  of  money,  which  was  just  331/3  percent  more 
than  the  Board  itself  had  felt  should  be  returned. 

I  told  the  contractor  that  they  were  placing  the  Board  in  a  very 
embarrassing  position,  that  it  had  carefully  considered  the  case  and 
had  decided  that  his  company  had  had  excessive  profits  in  a  sub- 
stantially lower  figure,  but  that  it  was  entirely  up  to  the  company  it- 
self to  determine  whether  or  not  they  should  return  the  figure  or  the 
amount  that  their  own  board  had  suggested,  or  whether  they  would 
accept  the  figure  which  had  been  arrived  at  by  the  Price  Adjustment 
Board. 

The  representatives  of  that  company  insisted  upon  returning  the 
higher  figure.  They  had  arrived  at  that  higher  figure  by  eliminating 
all  profit  from  their  government  business. 

There  are  cases — very  few  fortunately — of  other  companies  where 
the  heads  of  those  companies  have  said  to  our  Board,  "either  you  are 
going  to  allow  us  such  and  such  an  amount  of  profit,  or  we  are  going 
to  stop  making  war  materials,  and  I  am  going  fishing.-' 

So,  between  those  two  extremes  we  have  come  up  against  a  great 
many  individuals  and  a  great  many  people  that  have  different  idea? 
regarding  their  i-esjKuisibility  under  this  act  and  to  the  war  effort. 

I  am  looking  forward  to  my  conference  with  Mr.  Lincoln. 

Mr.  Lynch.  In  other  words,  you  find,  Mr.  Rockey,  that  there  are 
some  people  who  are  perfectly  willing  to  go  along  with  the  Govern- 
ment, and  others  who,  of  course,  are  not  willing  to  go  along;  is  that 
correct  ? 

Mr.  RocKEY.  Yes  sir,  that  is  true. 

Mr.  Lynch.  Do  you  find  from  your  experience  in  renegotiation 
that  renegotiation  penalizes  an  efficient  and  industrious  manufacturer. 

Mr.  RocKEY.  No,  sir. 

Mr.  Lynch.  Do  you  find  that  renegotiation  has  in  any  wise  robbed 
the  manufacturer  of  incentives  i 

Mr.  Rockey.  I  think  to  a  large  extent  that  depends  on  the  individ- 
ual. I  think  as  to  the  man  who  wanted  to  go  fishing,  it  has  a  rather 
dampening  aspect  upon  him;  but  I  think,  by  and  large,  looking  at 
American  industry  as  a  whole,  it  certainly  has  not  had  such  an  effect. 

Mr.  Lynch.  In  other  words,  as  to  the  man  who,  unless  he  gets  a 
profit  out  of  the  war  would  not  help  the  war  effort,  to  that  extent,  as 


far  as  such  a  man  is  concerned,  renegotiation  might  have  caused  him 
a  loss  of  incentive ;  is  that  correct  ? 

Mr.  Rockey.  Yes;  that  is  correct. 

Mr.  Lynch.  Have  you  considered  the  desirability  of  exempting 
standard  commercial  articles,  manufactured  competitively,  and  which 
were  sold  in  peacetimes  as  well  as  being  sold  now  in  wartimes,  from 
renegotiation  ? 

iVIr.  Rockey  Yes,  sir. 

Mr.  Lynch.  What  is  your  conclusion  with  respect  to  them  ? 

Mr.  Rockey.  Our  conclusion  with  respect  to  that  matter  is  that  some 
of  the  highest  margin  of  profits  that  are  being  made  today  are  in 
those  particular  items,  even  though  there  have  been  in  many  cases 
the  ceiling  set  by  fhe  O.  P.  A.  That,  to  a  large  extent,  is  due  to  the 
fact  that  a  standard  commercial  article  is  an  item  which  lends  itself  to 
mass  production. 

With  the  tremendous  increase  on  the  volume  of  such  merchandise, 
due  to  war  conditions,  the  margin  of  profit  on  those  items  has  gone  up 
tremendously. 

Mr.  Lynch.  Then  I  take  it  that  under  those  circumstances  you  are 
still  in  favor  of  renegotiating  contracts  for  those  standard  articles ;  is 
that  correct  ? 

Mr.  Rockey.  Yes,  sir. 

Mr.  Lynch.  You  probably  know  that  within  the  past  few  months 
there  has  been  developed  a  new  philosophy  with  respect  to  excess 
])rofits,  a  philosophy  that  for  the  first  time  in  tax  history  would  include 
excess  profits  as  an  item  of  cost. 

Do  you  know  from  your  experience,  of  any  instance  where,  before 
accepting  a  contract,  either  under  competitive  bidding,  or  otherwise, 
a  manufacturer  ever  in  his  bid  liad  considered  the  excess-profits  tax. 
as  an  element  of  cost  in  his  business  ? 

Mr.  Rockey.  Not  to  my  knowledge. 

Mr.  I^YNCH.  And  yet,  now  for  the  first  time  since  renegotiation  has 
been  in  effect,  we  are  hearing  that  excess  profits  should  be  considered 
as  an  element  of  cost ;  is  not  that  a  fact  ? 

Mr.  Rockey.  Yes,  sir. 

Mr.  Lynch.  Did  you,  in  all  your  experience,  prior  to  renegotiation, 
ever  hear  of  any  company  that  entered  into  any  contract,  by  com- 
petitive bidding  or  otherwise,  who  included  in  the  figures  of  their 
Md  the  setting  up  of  reserves  as  an  element  of  cost  in  the  making  of 
their  bid?  ^ 

Mr.  Rockey.  No,  sir. 

Mr.  Lynch.  You  have  had  experience  in  business  since  1916,  I 
believe. 

Mr.  Rockey.  Yes.  sir. 

.  Mr.  Lynch.  Under  this  new  philosophy  that  has  been  developed, 
Jimilur  to  the  Ruml  plan,  whereby  corporations  shall  be  free  from 
|arp  amounts  of  taxable  income,  if  reserves  before  taxes  are  allowed 
|o  be  set  up,  insofar  as  renegotiation  is  concerned,  there  would  be  a 

iJV^'^^^"^  loss  to  the  Government  in  the  taxes,  would  there  not? 

Mr.  Rockey.  I  believe  so. 

Mr.  Lynch.  On  the  other  hand,  if  you  try  to  renegotiate  contracts 
Yter  taxes  have  been  paid,  you  would  never  be  able  to  renegotiate 
^ne  contracts  fairly,  would  you  ? 
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Mr.  Rocket.  I  think  it  would  be  impossible  to  be  fair  to  everyone  if 

we  renegotiated  on  that  basis.  ,  .       i,  xi_ 

Mr.  Ly>ch.  The  ordinary  way  of  business,  in  all  the  years  past, 
by  great  industrial  concerns,  has  been  for  reserves  to  be  set  up  after 
taxes  and  before  the  distribution  of  profits;  is  not  that  correct  i 

^A.T  TiccKEY   Yes  sir. 

Mr!  Lynch.  When  you  stated  that  you  would  recommend  an  amend- 
ment to  increase  the  exemption  of  contracts  up  to  $500,000  for  the 
vear  1943,  assume  this  state  of  facts,  that  the  fiscal  year  of  the  com- 
pany runs  from  July  1,  1942,  to  June  30,  1943,  and  that  they  had 
$1  0,000  of  contracts  spread  over  that  period  of  time. 

Would  they,  under  your  amendment,  be  exempted,  in  view  of  the 
fact  that  the  contract  was  entered  into  in  1942,  partially  completed 
in  1942  and  where  they  carry  over  for  1943  ?  ^u  .     r^. 

Mr.  RccKEY.  I  think  the  fair  thing  would  be  to  exempt  that.  Of 
course,  that  would  depend  on  the  wording  of  the  actual  amendment 

itself. 

Mr.  Lynch.  Your  proposed  suggestion  would  therefore  be  to 
exempt  all  those  whose  contracts  in  any  fiscal  year,  whether  carried 
over  into  the  period  you  suggest  or  not,  or  were  fully  completed  in 
that  period,  up  to  $500,000 ;  is  that  correct  ? 

\jp  "RccKEY    Y^es  sir. 

Mr.  McLean.  Mr.  Rockey,  I  come  from  an  industrial  district  and 
the  place  is  thoroughly  decorated  with  Army  and  Navy  E  award  flags. 
They  do  not  have  any  more  ceremonies  because  they  found  the  cere- 
monies were  taking  too  much  time,  so  they  reduced  the  time  from  35 
minutes  to  20  minutes.  . 

I  am  inclined  to  think  we  are  drifting  here  into  a  failure  to  recog- 
nize the  importance  of  American  industry  in  this  war  effort. 

The  place  of  American  industry  in  the  war  effort  will  be  evaluated 
some  day,  and  in  my  judgment  that  evaluation,  if  I  gather  it  cor- 
rectly from  the  display  of  Army,  Navy,  and  merchant  marine  award 
banners  flying  in  my  district,  will  be  much  in  favor  of  American 

industry.  .  -    -  ,  -^        i 

The  evidence  that  has  been  adduced  here  is  proof  of  the  capacity  and 
the  integrity  of  American  industry  as  a  whole,  making  due  allowance 
for  the  rare  exceptions  of  selfish,  unpatriotic,  and  excited  people  who 
are  in  a  state  of  mind  such  as  the  fisherman  you  cited.  I  think  he  felt 
better  the  next  day  and  probably  came  along. 
Mr.  Rcckey.  That  is  correct. 

Mr.  McLean.  Yesterday  Mr.  Karker  told  us  that  40  percent  of  the 
contracts  they  have  examined  required  no  deductions  whatever,  and 
that  the  60  percent  remaining  carried  an  average  of  I61/2  percent. 
He  also  said  there  would  be  some  flagrant  cases  which  would  increase 
the  average  by  1  percent  up  to  some  given  point,  within  a  favorable 

margin  for  error.  , 

I  gather  from  your  evidence  that  you  have  handled  1,386  cases,  ana 

that  you  have  screened  out  about  88  of  those  cases.    I  assume  those 

are  cases  that  are  not  subject  to  any  charge  for  excessive  profits,  but 

have  not  been  cleared. 

Mr.  RocKEY.  That  is  correct. 


Mr.  McLean.  There  are  125  you  found  to  be  exempt  and  788  have 
been  cleared,  which  makes  a  total  of  1,001,  and  385  are  in  various 
stages  of  renegotiation.  Out  of  the  385  a  number  will  probably  fall 
into  the  classes  that  are  cleared  or  will  be  cleared. 

But  at  any  rate,  assuming  that  the  385  are  subject  to  renegotiation, 
that  is  21  percent,  according  to  my  figuring. 

In  other  words,  79  percent  of  the  cases  which  you  have  examined 
have  been  found  to  be  exempt  from  application  of  the  Renegotiation 
Act,  so  far  as  reimbursement  is  concerned.    That  is  just  approximate. 

Mr.  RocKEY.  Yes,  sir ;  that  is  true,  and  308  cases  have  been  found  to 
have  excessive  profits  of  the  total  of  1,386. 

Mr.  McLean.  The  point  I  want  to  make  and  emphasize — and  I 
hope  that  you  can  agree  with  me — is  that  the  results  of  the  applica- 
tion of  the  Renegotiation  Act  by  the  Navy  Department  prove  the 
integrity  and  capacity  of  American  industrialists  and  their  patriotic 
devotion  to  the  war  effort ;  is  that  a  fair  statement  ? 

Mr.  RocKEY.  I  agree  with  you. 

Mr.  McLean.  And  that  it  is  not  fair  to  take  these  extreme  and 
exceptional  cases  as  representative  of  American  industry  as  a  whole. 

Mr.  Cooper.  Mr.  Rockey,  I  would  like  to  ask  you  a  question,  if  I 
may,  about  an  amendment  you  suggest  here.  I  a'm  just  seeking  some 
li<rht  and  some  information  on  this,  in  the  light  of  your  experience  in 
this  work. 

You  suggest  that  the  act  be  amended  so  as  to  increase  the  exemp- 
tion  from  $100,000  to  $500,000. 

Do  vou  think  there  would  be  any  danger  of  that  resulting  in  orders 
being  broken  up  more  ? 

Mr.  Rockey.  To  a  small  extent  I  think  that  attempts  would  be  made 
to  do  that,  but  I  do  not  think  it  would  amount  to  a  great  deal. 

Mr.  Cooper.  You  do  not  think  you  would  encounter  any  difficulty 
along  that  line. 

Mr.  Rockey.  No,  sir. 

Mr.  Dewey.  Mr.  Rockey,  in  your  prepared  statement  on  page  5, 
under  the  heading  "Principles,  Policies  and  Procedure,"  the  second 
paragraph  on  that  page,  in  part,  reads  as  follows : 

In  order  to  maintain  uniformity  of  policy  and  approach  the  personnel  of  the 
aifrerent  Price  Adjustment  Boards  are  in  constant  touch  with  one  another.  The 
secretaries  of  the  War  and  Navy  Departments  hold  frequent  joint  meetings, 
attended  by  the  Under  Secretaries,  members  of  all  the  Boards,  their  counsel,  a 
representative  of  the  War  Production  Board— Mr.  Carman  G.  Blough— who  is  on 
all  of  the  Boards,  and  the  senior  procurement  officers.  The  War  and  Navy  Price 
Adjustment  Boards  have  each  assigned  a  member  to  sit  with  the  other  Board 
at  all  of  its  policy  meetings.  Four  joint  conferences  of  all  of  the  Price  Adjust- 
ment Boards,  which  usually  last  3  days,  have  been  held. 

That  shows,  apparently,  an  effort  to  coordinate  the  general  renego- 
tiating ideas  and  principles,  but  as  far  as  I  can  understand,  there  has 
oeen  no  publication  of  principles  or  practices,  so  that  industries,  to  a 
certain  extent,  are  not  informed  in  advance  of  how  to  set  up  their 
operations  and  to  keep  within  the  general  ideas  of  these  Boards. 

In  fact,  the  findings  of  the  Renegotiation  Boards  have  been  more  or 
^ess  kept  secret,  as  I  understand  it. 

I  would  like  to  ask  you  this  question :  How  do  you  feel  toward  the 
appointing  of  a  board  of  directors,  we  might  say,  or  a  policy  board 
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that,  out  of  the  experiences  of  the  past,  would  set  up  some  regulations 
which  might  be  beneficial  to  industry  in  knowing  how  to  proceed,  and 
eliminate  a  lot  of  the  necessity  for  renegotiation^ 

Mr.  Rocket.  I  would  like  to  say  first  that  there  has  been  a  ]oint 
statement  brought  out  by  the  War  Department,  the  Navy  Department, 
the  Treasury  Department,  and  the  Maritime  Commission  Price  Ad- 
justment Boards. 

Mr.  Dewey.  I  have  that  here.   *  ,        •  •     i*  n 

Mr.  Rocket.  And  in  that  the  general  purposes  and  policies  followed 
by  the  Boards  are  outlined. 

We  have,  in  an  informal  way,  which  is  described  in  my  statement, 
endeavored  to  coordinate,  and  1  think  successfully  so,  the  policies  fol- 

lowed  by  the  Boards. 

However,  active  steps  have  been  taken  within  the  past  few  weeks 
to  organize  an  over-all  policy  board  which  would  consist  of  the 
Chairmen  of  all  of  the  Boards  and  which  would  have  the  right  to  deter- 
mine the  policies  which  would  govern  the  procedures  to  be  followed  and 
policies  regarding  the  interpretation  and  the  application  of  the  Rene- 
gotiation Act. 

It  is,  as  I  say,  merely  the  formalizing  of  what  has  informally  been 
accomplished  in  the  past,  but  at  least  it  would  form  a  central  unit 
able  to  communicate  with  the  public  in  regard  to  the  policies  and 
interpretations  of  the  Renegotiation  Act. 

Mr.  Dewey.  I  have  had  some  complaint  as  to  differences  in  pro- 
cedure between  the  Army  and  the  Navy.  I  understand  that  the  Army 
does  not  renegotiate  on  profits  accrued  prior  to  April  28, 1942,  and  that 
the  Navy  does.  That  would  eliminate  a  difference  of  that  nature,  but 
why  is  there  that  difference  in  policy  ? 

Mr.  Rocket.  I  do  not  think  there  really  is  a  difference  in  that  re- 
spect. The  law  requires  the  Board  to  consider  all  profits  made  on  con- 
tracts that  were  not  completed  and  paid  for  prior  to  April  28, 1942. 

I  know  that  the  War  Department  takes  such  profits  into  considera- 
tion, even  though  the  profits  may  have  been  actually  made  in  1941  and 
the  contracts  not  having  been  completed  until  after  April  28,  1942. 

Mr.  Dewet.  I  thought  the  War  Department  did  not  do  that  and 
that  the  Navy  Department  did  do  it. 

Mr.  Rocket.  I  certainly  know  that  the  War  Department  takes 
those  profits  into  consideration. 

Mr.  Dewet.  I  have  been  informed  otherwise. 

Here  is  another  thing  in  that  connection  about  which  T  would  like  to 
ask  you :  Would  such  a  Board  decide  what  were  fair  profits  ?  I  under- 
stand there  has  been  a  good  deal  of  talk  about  incentive  here.  I  under- 
stand that  in  various  cases  the  Navy  has  allowed  up  to  12  or  13  percent 
for  companies  that  would  be  regarded  as  inefficient  companies,  ana 
have  not  shown  anv  increase  in  production,  whereas  sometimes  tlie 
companies  that  have  shoAvn  an  increased  output  and  a  reduction  m 
price  have  not  been  given  as  large  a  profit. 

Mr.  RcCKET.  Of  course,  it  is  difficult  to  comment  upon  that,  as  regards 
the  differences  in  the  margin  of  profit,  until  you  know  all  of  the  facts 

in  each  case. 

However,  it  was  not  contemplated,  outside  of  determining  the  gen- 
eral policies  to  be  followed  by  each  board,  that  this  policy  board  would 
in  nnv  wav  act  as  a  board  of  review  of  the  cases  settled  by  the  different 


departments.     They  might  discuss  the  question  of  settlement  as  a  broad 
principle,  but  not  in  individual  cases. 

Mr.  Dewet.  We  have  a  well-known  system  of  ])rogressive  rates 
for  income  tax  surtax ;  would  it  be  possible  to  use  something  similar 
to  that,  and,  as  a  company  increases  its  output  and  deducts  costs, 
for  them  to  know  by  a  schedule  how  much  they  could  increase 
their  profits,  merely  based  on  some  percentage  of  reduction  in  price 
and  increased  production  rather  than  leaving  it  just  to  the  hands  of 
individuals  who  allow  a  greater  profit  in  one  case,  and  a  different  profit 
in  another  case.  Would  it  or  would  it  not  be  possible  to  work  out  some 
schedule,  based  on  experience? 

Mr.  Rocket.  I  think  it  would  be  rather  difficult  to  apply  that 
to  all  businesses  as  a  whole.  The  general  feeling  of  the  boards  is  that 
as  the  volume  of  Government  business  goes  up  the  margin  of  profit 
shoidd  go  down. 

Mr.  Dewet.  On  that  basis,  as  has  been  brought  out,  you  take  away 
the  incentive,  to  a  great  extent;  whereas  if  the  person  had  a  well- 
developed  schedule  in  advance  so  that  he  could  set  his  effort  accord- 
ingly, he  would  know  how  much  increased  profit  he  would  get  as  the 
price  drops  and  the  production  goes  up;  whereas  the  individual  who 
has  a  steady  constant  run  of  delivery  and  a  constant  cost  is  not  showing 
any  incentive  nor  increasing  the  war  effort.  It  seems  to  me  without 
some  definite  kind  of  schedule  there  is  no  incentive  because  additional 
profits  may  be  taken  away,  and  taken  away  in  different  amounts,  de- 
pending upon  the  individual  negotiator  and  how  he  feels  in  regard  to 
the  matter. 

Mr.  Rockey.  We  generally  feel  the  same  as  in  commercial  busi- 
ness— that  if  the  concern  does  an  ordinary  amount  of  business,  say, 
of  a  million  dollars  a  year  and  makes  10  percent  profit  on  that,  and  an 
entirely  new  customer  came  along 

Mr.  Dewet.  Makes  10  percent  of  profit  on  what? 

Mr.  Rocket.  On  his  sales  of  a  million  dollars,  and  an  entirely  new 
nistomer  came  along  and  says,  ''Now,  I  will  give  you  an  order 
for  another  million  dollars;  what  price  will  you  quote  me?" — under 
ordinary  commercial  conditions  that  manuf  actiirer  would  be  willing  to 
accept  that  additional  amount  of  business  at  a  lower  margin  of  profit. 
And  the  same  with  the  Government;  we  feel  the  same  condition  should 
result  with  the  Government.  We  say  to  the  manufacturer,  "Here,  we 
will  give  you  an  order  for  a  million  dollars,"  and  then  we  increase  that 
amount  of  business  later  on,  we  think  he  should  be  satisfied  with  a 
ower  margin  of  profit  on  the  increased  business.  The  same  thing 
has  existed  under  peacetime  competitive  conditions. 

Mr.  Dewet.  Have  you  made  public  any  schedules  or  plans  regarding 

Mr.  RorKET.  The  Under  Secretary  of  War  and  the  Under  Secretary 
01  the  Navy  have  made  a  joint  statement  in  that  respect. 

Mr.  Dewet.  I  would  like  to  shift  the  questioning  now  to  one  other 
«ngle  m  this  situation,  and  that  is  the  reconversion  situation.  On 
page  15  of  your  statement,  you  say,  in  part  : 

wnri,**  *    ^^  ^^^  ^^"  "^^  determine  how  long  the  war  wiU  last;  to  what  new 

"fK  It  any  a  company  engaged  in  war  work  may  wish  to  convert;  the  extent 

1  uie  reconversion  that  will  be  necessary ;  and  what  the  price  level  will  be  for 

conversion  materials  at  the  time  of  reconversion.    If,  on  the  other  hand    a 
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uniform  allowance  is  given  all  companies,  it  would  amount  to  a  gratuity  to 
some  and  perhaps  prove  inadequate  for  others.  Moreover,  if  a  company  13 
allowed  a  reserve  out  of  its  profits  there  is  always  the  possibility  that  the 
company  may  decide  to  use  the  reserve  for  other  than  post-war  purposes. 

Now,  if  an  increased  unit  price  was  allowed  to  set  up  reserves  for 
reconversion,  provided  it  would  be  possible  to  estimate  what  that  re- 
serve reconversion  requirement  would  be,  what  would  be  the  effect  on 
the  prices  to  the  Government  generall}^  ? 

Mr.  RocKEY.  They  would  have  to  be  very  substantially  in- 
creased, because,  under  the  tax  law  at  the  present  time,  in  order  that 
the  contractor  could  keep  a  dollar  of  reserves,  we  would  have  to,  in 
most  cases,  give  him  $5  01  extra  profit. 

Mr.  Dewey.  Due  to  the  excess-profits  tax? 

Mr.  RocKEY.  Due  to  such  reserves  being  taxable  under  the  present 
Revenue  Act. 

Mr.  Dewey.  So  it  would  really  be  just  increasing  the  price  of  pro- 
curement. Would  the  ability  of  companies,  dependmg  on  their  capital 
and  base  period  earnings,  have  anything  to  do  with  their  ability  to  set 
up  such  reserves  ? 

Mr.  Rgckey.  It  would  to  a  certain  extent. 

Mr.  Dewey.  What  I  mean  is  this :  Would  it  be  more  easy  for  such 
companies  as  General  Motors,  or  one  of  the  larger  companies,  with  a 
large  capitalization  and  a  good  earning  experience  over  the  base  pe- 
riod— would  it  be  more  easy  for  them  to  set  up  reserves  than  for  a 
small  company  with  a  limited  capital  which  had  been  blown  up  to  a 
production  of  four  or  five  times  its  usual  production  ? 

Mr.  RocKEY.  Yes,  sir.  It  certainly  would.  Because  I  do  not  be- 
lieve, for  instance.  General  Motors  is  in  the  80-percent  bracket,  and 
the  amount  of  extra  profit  that  would  be  allowed  them  from  which  to 
create  those  reserves  would  be  subject,  say,  to  a  tax  of  65  percent; 
while,  in  the  other  case,  it  would  probably  be  subject  to  an  80-percent 
tax. 

Mr.  Dewey.  So  smaller  companies,  of  which  there  are  many  thou- 
sands of  lubcontractors  and  sub-subcontractors,  and  a  few  prime, 
which  would  probably  wish  to  convert  to  peacetime  production  and 
which  had  been  blown  up  probably  to  two  or  three  times  their  ordi- 
nary production,  will  find  themselves  in  a  difficult  position? 

Mr.  RccKEY.  That  is  true. 

Mr.  Dewey.  Did  you  notice  a  statement  I  put  into  the  record  re- 
garding an  extension  of  credit  through  ordinary  banking  channels 
and  providing  a  guarantee,  where  necessary? 

Mr.  RccKEY.  Yes,  sir;  I  studied  that  very  carefully. 

Mr.  Dewey.  Would  you  care  personally  and  in  your  position  as  a 
Government  official  to  comment  on  the  practicability  of  that  plan,  as 
to  whether  it  could  be  worked,  since  you  have  had  experien(;e  now  in 
the  renegotiation  of  a  great  many  companies  and  might  be  able  to 
forsee  their  difficulties  at  the  termination  of  the  war? 

Mr.  RocKEY.  It  is  my  personal  opinion  that  the  proposal  which 
provides  for  making  advances  to  keep  a  company  reconvert  after  the 
war  through  their  local  banks,  with  a  varying  degree  of  guarantees 
being  given  by  the  Government,  is  an  excellent  one;  primarily  for  the 
reason  that  it  will  afford  a  source  of  money,  a  source  of  credit,  to 
companies  when  they  need  it  most,  particularly  during  that  period 


of  time  when  they  are  awaiting  the  final  liquidation  of  any  Govern- 
ment contracts  which  they  may  have.  I  hope,  though,  that  it  won't 
be  necessary  to  guarantee  such  a  large  percentage  of  such  loans  as 
it  has  been  in  the  case  of  the  present  "V"  loans  which  are  being  made 
to  war  industries. 

Mr.  Dewey.  The  advantage  of  such  a  plan  would  be  that  those  com- 
panies which  had  not  been  able  to  set  up  reserves,  due  to  conditions, 
would  have  the  opportunity  of  getting  credit,  while  those  larger 
companies  that  have  not  been  in  the  80  and  90  percent  bracket  and 
had  set  up  reserves,  would  financially  not  have  to  take  advantage  of 

it? 

Mr.  RocKEY.  That  is  correct. 

Mr.  Dewey.  I  think  that  is  all. 

Mr.  Wasielewski.  Mr.  Rockey,  on  page  14,  on  the  lower  half  of  the 
page,  of  your  prepared  statement,  you  make  the  statement : 

♦  ♦  *  And  in  any  consideration  of  the  post-war  requirements,  it  should 
be  home  in  mind  that  companies  which  have  been  able  to  participate  in  war 
work  are  in  a  favored  position  over  companies  which  haven't  been  able  to  do  so 
and  whose  business  has  been  seriously  curtailed. 

The  question  arises  in  my  mind  in  regard  to  certain  industries 
located  in  my  district  which  manufacture  heavy  machines  and  capital 
goods  like  cranes,  excavating  machinery,  machine  tools,  murine  ma- 
chines, and  the  like,  which,  because  of  the  war  effort,  have  been  called 
upon  to  increase  production  to  such  an  extent  thnt  they  face  the 
saturation  point  and,  if  the  war  should  end,  they  will  find  themselves 
out  of  business— at  least,  they  won't  be  able  to  continue  in  the  field 
in  which  they  are  now  engaged — and  I  was  wondering  whether  or  not, 
in  your  dealing  with  those  companies,  any  special  treatment  was 
accorded  them,  or  whether  this  is  taken  into  account  in  renegotiation? 

Mr.  Rockey.  Yes,  I  can  assure  you  it  is.  It  is  one  of  the  factors  that 
we  give  very  careful  consideration  to.  The  statement  made  in  my 
statement  at  the  beginning,  is  naturally  subject  to  exceptions  in  par- 
ticular cases. 

Mr.  Wasielewski.  I  have  had  a  number  of  those  people  get  m 
touch  with  me  while  I  was  at  home  and  I  was  wondering  if  you  could 
give  us  some  idea  of  what  is  being  done  or  what  treatment  they  are 
getting,  separate  from  the  others,  where  they  did  not  have  to  recon- 
vert and  are  still  continuing  in  the  same  field  that  they  normally  did, 
the  only  difference  being  they  have  oversupplied  the  need  for  their 
particular  goods  and,  unless  they  can  branch  out  into  a  new  field  of 
endeavor,  they  will  be  out  of  business. 

Mr.  RrcKEY.  Yes,  sir. 

Mr.  Wasielewski.  A  lot  of  those  concerns  have,  on  their  own,  ex- 
panded their  facilities  and  some  of  them  had  Government  monev  to 
expand  and,  as  a  result,  they  find  themselves  in  a  very  difficult  position. 

Mr.  Rockey.  Yes,  sir. 

Mr.  Wasielewski.  Now,  getting  to  another  subject :  Regarding  re- 
negotiation after  taxes,  the  thought  has  occurred  to  me  that  if  that 
philosophy  or  rule  should  be  pursued  in  the  course  of  renegotiation, 
you  would  fall  into  an  era  of  inflation ;  because,  naturally,  would  not 
you  suppose,  if  you  are  going  to  give  the  manufacturers  that  con- 
sideration of  figuring  their  net  income  after  taxes,  that  the  individual 
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wage  earner  and  salaried  man  would  feel  he  should  be  given  an  increase 
in  salary  to  take  care  of  his  taxes  ? 

Mr.  Rocket.  Exactly. 

Mr.  Wasielewski.  And,  as  a  result,  everything  would  get  out  of 
gear  and,  instead  of  having  some  semblance  of  control,  the  whole  thing 
would  run  wild  ? 

Mr.  EocKEY.  Yes,  sir. 

Mr.  Wasielewski.  In  determining  the  fair  and  reasonable  profit 
in  the  course  of  renegotiation,  do  you  solely  consider  the  relationship 
of  income,  do  you  solely  consider  the  net  earnings  to  capital  invested, 
or  do  you  figure  it  solely  on  the  basis  of  the  amount  of  business  handled? 

Mr.  RocKEY.  Both  of  those  are  factors  that  aie  taken  into  con- 
sideration, with  a  great  many  more.  If,  for  instance,  we  tried  to 
arrive  at  our  conclusions  upon  tlie  basis  of  previous  earnings,  we 
probably  would  not  allow  the  aviation  industry  any  profit  at  all, 
because  they  did  not  have  any  earnings.  What  we  try  to  do,  taking 
all  of  these  various  factoi*s  into  consideration,  is  to  arrive  at  what  we 
consider  a  reasonable  profit  for  the  job  done. 

Mr.  Wasielewski.  The  reason  I  ask  that  question  is  because  I  have 
had  some  objection  raised  to  renegotiation  on  the  ground  that  although 
some  of  those  concerns  have  been  doing  two  or  three  times  and  four 
times  as  much  business  as  they  normally  did,  an  attempt  was  being 
made  to  hold  down  their  profits  to  what  their  profits  were  in  normal 
times.  And  they  thought,  in  view  of  the  fact  they  were  incurring 
greater  risk  and  a  greater  burden  on  their  equipment,  that  they  should 
be  given  some  consideration  for  that.  That  is  the  reason  I  have  raised 
the  question,  because  I  know  certain  cases  that  could  not  be  guided 
by  either  one  of  those  elements  you  mention. 

Mr.  Rocket.  That  is  true. 

Mr.  Wasielewski.  Thank  you. 

Mr.  Geakhart.  Mr.  Rockey,  in  your  most  excellent  paper  you  rec- 
ommend but  two  amendments.  After  listening  to  the  testimony  of 
yourself  and  the  gentleman  who  preceded  you  on  yesterday,  I  think 
I  see  a  fundamental  defect  in  this  act  which  ought  to  have  amenda- 
tory treatment.  My  objection  to  the  act  arises  out  of  its  complete 
lack  of  mutuality.  *  I  believe  that  all  laws,  at  least  in  theory  if  not 
in  fact,  should  operate  equally  upon  the  Government  and  all  persons 
who  are  brought  in  contact  with  the  law.  In  other  words,  I  think 
that  sauce  for  the  goose  ought  to  be  sauce  for  the  gander. 

Now,  the  very  existence  of  a  renegotiation  statute  on  our  statute 
books  presupposes  bureaucratic  incompetence,  bureaucratic  ineffi- 
ciency, bureaucratic  carelessness;  presupposes  the  necessity  of  escaping 
the  consequences  of  that  incompetence,  inefficiency,  and  carelessness 
which  occurs  in  the  first  instance  when  the  contract  is  originally  negoti- 
ated. Now,  if  the  Government  is  to  be  allowed  to  escape  the  con- 
sequences of  its  original  sin,  why  should  not  the  contractor,  when  he 
is  overtaken  by  the  consequences  of  the  same  elements — why  should 
not  his  original  sin  also  be  washed  away ;  why  should  not  he  be  allowed 
to  come  into  a  meeting  of  the  Board  of  Renegotiation  and  say,  "I  ani 
in  a  bad  way ;  I  made  some  mistakes  in  the  beginning"  or  "conditions 
have  changed,  and  I  want  my  contract  renegotiated."  And  why 
should  not  you,  as  members  of  that  Board,  proceed  to  rewrite  that 


contract  so  as  to  make  it  possible  for  the  contractor  to  come  out  whole? 
What  objection  is  there  to  giving  to  the  contractors  who  find  them- 
selves in  a  bad  financial  situation  as  a  consequence  of  having  made  a 
biid  contract  in  the  beginning  the  right  to  receive  the  same  relief  which 
the  Govermnent  proceeds  to  take  under  the  authority  of  this  renego- 
tiation law'^ 

Mr.  Rockey.  I  believe  the  contractor  is  already  provided  wath 
that  relief  through  the  authority  which  has  been  given  to  the  Secretary 
of  the  Navy  and  the  other  departmental  secretaries  in  connection  with 
the  First  War  Powers  Act,  to  amend  the  price  of  contracts.  And  I 
know  of  no  instance  in  the  Navy  Department  where  a  contractor  has 
incurred  a  loss — perhaps  there  have  been  cases  where  he  has  been  an 
inefficient  producer — but  w^here  he  has  incurred  a  loss  through  no 
real  fault  of  his  own,  that  some  adjustment  has  not  been  made  either 
in  connection  with  a  change  in  the  price  of  the  contract  or  perhaps 
through  giving  new  contracts  at  a  higher  price  to  that  contractor. 

As  a  matter  of  fact,  I  know  of  some  instances  where  a  contractor 
put  in  a  bid,  for  instance,  to  the  Navy  Department,  and  the  contracting 
officer  said,  "Now,  you  have  made  a  mistake  in  this ;  you  cannot  make 
this  item  for  that  amount.  You  are  going  to  be  faced  with  a  loss 
on  it."  And  they  have  gone  over  the  figures  with  the  contractor  him- 
self and  persuaded  him  that  that  was  true,  and  they  arrived  at  a 
higher  price. 

I  think  it  is  the  general  attitude— I  know  it  is  on  the  part  of  the  Navy 
I)ei)artment--to  be  fair  and  equitable  with  contractors.  We  think 
they  are  entitled  to  a  fair  margin  of  profit  for  a  good  job  done. 

Mr.  Gearhart.  Well,  now,  when  the  Government  makes  a  mistake, 
tlie  renegotiation  which  immediately  becomes  your  business  makes 
you  just  a  money  recapturing  agent' of  the  Government;  you  imme- 
diately are  constituted  a  collection  agency  against  the  contractor, 
you  turn  the  guns  upon  him  and  levy  upon  him  a  searchlight  of  inves- 
tigation and,  as  such,  you  proceed  to  get  your  pound  of  flesh.  Now, 
do  ijot  you  think  the  public  generally  would  have  greater  confidence 
m  the  boards  that  have  been  erected  for  renegotiation  if  they  were 
impartial  boards  charged  with  the  obligation  and  the  duty  of  serving 
not  only  the  Government,  but  its  people  as  well?  And.  after  you 
have  made  your  investigation  and  after  you  have  arrived  at  your 
niKJings,  if  it  should  appear  to  you  it  was  the  contractor  who  was 
entitled  to  relief  rather  than  the  Government,  why  should  not  you,  at 
that  time  and  at  that  point,  see  to  it  that  the  contractor  gets  his  relief  ? 

Now,  you  say  he  can  go  back  to  the  original  negotiator,  to  the  one 
Who  got  him  down,  who  took  an  unfair  but  unintentional  advantage 
of  him.  Don't  you  think  it  will  be  harder  for  him  to  get  relief  from 
somebody  who  thinks  he  has  put  over  a  very  tight  contract  for  the 
benefit  of  Uncle  Sam  ?  Do  not  you  think  it  will  be  less  likely  for  him 
Jo  get  relief  there  than  if  he  came  to  an  impartial  board  charged  with 
l^ie  duty  and  responsibility  of  being  fair  not  only  to  the  Government 
out  to  the  contractors  as  well? 

Mr.  Rockey.  Well,  unofficially,  we  have  drawn  the  attention  of  the 
procurement  officers  of  the  Navy  Department  to  instances  of  that  kind.  * 
^»  the  other  hand,  we  believe  that  the  bureaus  in  the  Navy  themselves 
^no,  with  their  technical  men,  are  dealing  with  these  different  com- 

rH)G21 — 43 12 


ijr: 


It  t* 


U' 


m 


172 


RE-NEGOTIATION   OF  WAR   CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


173 


II 


petin*:^  contractors,  are  in  a  better  position  to  know  the  reasons, 
whether  justifiable  or  not,  as  to  why  a  loss  was  made  on  a  contract. 
I  think  it  has  never  been  the  intention  of  the  officers  m  the  Navy 
Department  to  bring  a  price  so  low  that  it  will  result  intentionally  m  a 

contractor  having  a  loss.  .  i      ..i.  xt_ 

The  Price  Adjustment  Boards  deal,  as  I  have  said,  with  the  over-all 
profit  picture.  A  company  may  make  a  loss  on  one  contract,  but  a 
substantial  profit  on  another  one.  We  look  at  the  over-all  picture; 
not  at  the  individual  contract.  Of  course,  there  have  been  some  in- 
stances arise  where  a  contractor  may  only  have  one  or  two  contracts 
and  he  may  run  into  a  loss  through  a  cut-back  in  the  contract,  or  some- 
thing of  that  kind.  But,  in  those  cases,  we  have  called  the  attention 
of  the  procurement  officers  in  the  interested  bureau  to  that  fact. 

Mr.  Ge^rhart.  I  want  to  say  in  tribute  and  compliment  to  both  you 
and  Mr.  Karker,  who  appeared  here  in  the  last  2  days,  that  each  of 
you  have  inspired  great  confidence  in  the  members  of  this  committee. 
Mr.  Rocket.  Thank  you.   "  n  •       •  x 

Mr.  Gearhart.  And  we  believe,  also,  that  you  would  inspire  greater 
confidence  in  the  country  if  mutuality  were  introduced  into  your 
proceedings— if  you  would  set  up  an  impartial  board  to  serve  not 
only  the  country  but  the  contractors  as  well.     And  I  do  not  think, 
when  you  run  across  cases  where  contractors  should  be  relieved,  that 
it  should  be  necessary  for  them  to  run  back  and  ask  anybody  else  to 
give  them  relief;  you  ought  to  be  empowered,  by  a  proper  amendnient 
to  the  act,  to  give  relief  to  the  contractor  yourself;  because  certainly 
you  are  proceeding  with  greater  information  than  the  original  nego- 
tiators of  the  contract  could  possibly  have.    You  would  have  a  review- 
ing' ability  which  is  based  upon  an  accumulation  of  facts,  some  of 
which  have  been  developed  since  the  original  contract  was  executed. 
So  I  want  to  say  something  for  the  contractors.    I  think,  as  others 
have  expressed  themselves  here,  that  they  are  doing  a  magnificent  job. 
The  production  results  of  American  industry  have  surpassed  our  fond- 
est dreams ;  they  have  amazed  the  world,  and  I  think  greater  miracles 
are  in  the  offing.     So  when  a  contractor  runs  up  against  bad  s^ia- 
ticns  after  the  contract  is  signed— a  change  in  State,  local,  or  Fed- 
eral taxation,  or  losses  by  virtue  of  an  act  of  God,  or  eneniy  action, 
sabotage,  or  the  consequences  of  a  strike,  the  necessity  of  raising  wages 
to  an  astronomical  figure,  situations  beyond  anything  he  anticipated  at 
the  time  the  contract  was  made,  or  where  the  contractor  runs  into  an 
unexpected  drying  up  of  his  sources  of  supply,  or  he  is  confronted  with 
an  unexpected  increase  in  cost  of  raw  materials,  or  increased  transpor- 
tation charges,  or  the  places  of  delivery  are  removed  to  places  farther 
than  he  anticipated— I  think  the  best  thing  would  not  be  to  compel  him 
to  go  back  to  the  Government  with  a  tin  cup  in  his  hand  and  beg 
the  one  who  signed  the  contract  with  him.    I  think  that  contractor 
ought  to  have  a  right  to  come  to  an  impartial  board  which  has  the 
power  to  grant  the  contractor  the  relief  which  he  needs,  just  as  you 
now  have  the  power  to  grant  relief  to  the  Government  which  in  equity 
and  justice  it  should  have.  . 

So  I,  at  the  proper  time,  am  going  to  propose  an  amendment  m 
addition  to  the' two  amendments  that  you  introduced  into  our  con- 
siderations and  which  I  hope  will  not  be  vigorously  opposed  by  tne 


administration  leadership.  I  do  not  think  they  should  be.  Would 
you  care  to  express  yourself  on  a  third  amendment  along  the  lines 
that  I  have  suggested  ? 

Mr.  KocKEY.  Of  course,  I  am  only  an  administrative  officer  and  not 
one  that  makes  policy.  I  would  not  want  to  express  myself  officially 
on  that  proposal. 

Mr.  Gearhart.  But  you  feel  thoroughly  competent  to  disperse  equal 
justice  to  the  contractors  and  the  Government  ? 

Mr.  KocKEY.  We  have  a  pretty  difficult  administrative  task  now, 
but  as  a  practical  matter  we  do  not  let  our  responsibilities  lie  only 
with  the  recovery  of  profits.  In  many  cases  we  try  to  assist  con- 
tractors in  solving  problems  facing  them  which  go  beyond  the  scope 
of  our  statutory  duties. 

Mr.  Gearhart.  Well,  if  we  did  make  this  amendment,  we  would 
only  be  accomplishing  directly  that  which  you  are  now  accomplish- 
ing indirectly. 

You  say  you  send  messages  to  the  original  negotiators  and  ask  them 
to  look  into  it.  Of  course,  the  mere  request  that  they  look  into  it 
carries  with  it  the  implied  direction  to  get  busy  on  it,  does  it  not? 

Mr.  RocKEY.  That  is  true.  But,  quite  frankly,  with  the  informa- 
tion that  we  are  able  to  give  the  different  bureaus,  I  think  they  are  in  a 
better  situation  to  handle  the  cases  than  we  would  be.  If  we  assume 
that  responsibility,  we  would  have  to  depend  very  heavily  upon  the 
technical  advice  that  we  would  have  to  obtain  from  the  bureaus. 

Mr.  Gearhart.  Well,  in  order  to  determine,  Mr.  Rockey,  whether 
or  not  a  contract  should  be  revised  upward  or  downward,  all  of  the 
evidence  would  have  to  be  considered.  You  would  not  only  get  expert 
advice  pointing  downward.  Expert  advice  should  be  impartial.  It 
might  point  upward.  If  it  points  upward,  why  should  you  not  act 
on  that  finding  just  as  well  as  when  it  points  downward? 

I  think  that  that  is  all  I  have  on  my  mind  today. 

Mr.  Cooper.  May  I  ask  just  one  question  ?  Mr.  Rockey,  on  that  point 
just  discussed  which  is  very  interesting,  of  course,  I  was  rather  im- 
pressed with  the  statement  made  by  Mr.  Karker  yesterday  in  reply 
to  a  similar  question. 

It  looks  like  we  would  have  to  take  into  consideration  the  element 
of  fairness  among  contractors.  Suppose  that  a  half-dozen  contractors 
come  along  to  bid  on  a  certain  contract  and  one  of  them  says,  "Well, 
I  will  just  offer  a  low  bid  and  get  it,"  knowing  that  later  he  can  get 
an  adjustment.  That  freezes  the  other  men  who  are  absolutely  honest 
and  sincere  and  prevents  the  right  bid  in  their  opinion  in  the  first 
instance.    That  element  should  be  considered,  of  course,  should  it  not  ? 

Mr.  Rockey.  Yes,  sir. 

Mr.  Gearhart.  May  I  ask  one  more  question  along  that  line  ? 

Mr.  Cooper.  Without  objection,  Mr.  Gearhart  may  pursue  his  exam- 
ination. 

Mr.  Gearhart.  What  percentage  of  the  contracts  are  on  a  competi- 
tive basis? 

Mr.  Rockey.  I  do  not  know  the  exact  percentage,  but  I  should  say  . 
a  very,  very  small  percentage  at  the  present  time. 

Mr.  Gearhart.  Nearly  all  the  contracts  are  on  a  negotiated  basis? 
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Mr!  Gearhart.  Therefore,  the  argument  was  suggested  by  the  gen- 
eral  who  was  at  Mr.  Karker's  side  yesterday  is  not  of  great  importance 
in  connection  with  negotiated  contracts.  It  might  be  of  importance 
in  its  relation  to  the  very,  very  few  competitive  contracts.    That  is  the 

situation,  is  it  not?  .     .^.,     vr 

Mr.  RocKEY.  Of  course,  what  actually  happens  is,  if  the  JNavy  wants 
to  buy  a  certain  tvpe  of  shell,  they  may  ask  for  prices  from  half  a 
dozen  manufacturers  but  then  having  submitted  those  prices,  or  having 
been  asked  to  come  in  and  discuss  price  with  them,  then  the  price  is 
negotiated  with  them.  As  I  pointed  out  before,  there  have  been  in- 
stances where  a  contractor  names  a  price  which  we  know  very  well 
he  never  will  be  able  to  come  out  whole  on,  and  we  have  refused  to 

accept  such  low  prices.  /»      , 

Mr.  Gearhart.  And  such  an  individual  making  such  an  offer  does 
not  get  the  contract  in  the  original  instance? 

Mr.  RocKEY.  No,  sir. 

Mr.  Gearhart.  That  is  right. 

Mr.  Cooper.  Mr.  Disney  of  Oklahoma  may  inquire. 

Mr.  Disney.  Mr.  Rockey,  the  $500,000  amendment  that  you  suggest 
would  not  run  into  any  particular  difficulty  because  under  the  present 
wording  of  the  statute,  on  the  $100,000  exemption,  the  contracts, 
except  where  there  is  a  joint  venture  between  the  contractor  and  some 
other  contractor,  are  negotiated  in  the  aggregate  for  the  fiscal  year. 

Mr.  RocKEY.  In  most  cases;  yes.  One  exception  is  in  connection 
with  long-term  ship  contracts  that  run  over  a  period  of  years. 

Mr.  Disney.  Just  by  way  of  comment,  I  think  on  page  4  you  put 
your  finger  on  one  of  the  wholesome  features  of  the  renegotiation  act 
when  you  say  that  some  of  the  large  contractors  prefer  to  have  their 
contracts  renegotiated  in  order  that  there  may  be  an  examination  of 
their  profits,  and  Government  approval  given  of  their  war  earnings. 

It  seems  to  me  that  that  is  of  assistance  and  much  can  be  said  for 
that  in  the  post-war  aftermath. 

Let  me  ask  you  one  or  two  questions  about  recalcitrants:  Has  any- 
body ever  tried  to  take  you  into  court  on  any  of  these  contracts? 

Mr.  RocKEY.  No,  sir. 

Mr.  Disney.  They  would  hardly  dare,  would  they  ? 

Mr.  RocKEY.  Oh,  I  do  not  know.  Some  of  the  contractors  have 
questioned  the  constitutionality  of  the  act.  We  have  told  them  that 
we  would  be  glad  to  be  of  assistance  to  them  if  they  cared  to  bring 
that  into  court,  but  none  have  actually  taken  any  steps  to  do  so. 

Mr.  Disney.  But  under  this  section  2,  paragraph  2,  "the  Secretary 
may  withhold  from  amounts  otherwise  due  the  contractor,  or  sub- 
contractor, any  amount  of  surh  excessive  profits  as  the  Secretary  may 
have  determined,"  so  I  imagine  when  a  contractor  has  certified  to  it, 
the  Secretary  will  point  that  out,  that  section,  and  Mr.  Contractor 
would  sign  up  rather  than  have  the  amount  withheld  that  had  been 
previously  determined,  or  determined  at  that  hearing  to  be  excessive 

profit.  ,  ^     ^       ^        ,    , 

Mr.  RocKEY.  Well,  we  have  had  two  cases  where  the  Secretary  naa 

ordered  the  withholding  of  payments.     In  one  case,  it  involved  '^ 

company  whose  stock  ownership  was  in  the  hands  of  trustees  ap- 
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pointed  by  the  court.  The  lawyer  of  that  company  preferred  that 
those  steps  should  be  taken  rather  than  his  agreeing  for  the  company 
to  return  the  excessive  profits.  In  that  case,  as  soon  as  the  nioneys 
were  withheld,  the  company  came  in  and  signed  the  contract  with  the 
Price  Adjustment  Board. 

In  the  other  case  where  moneys  were  withheld  by  the  Secretary,  no 
a^Tcement  has  been  reached. 

^Mr.  Disney.  Anyhow,  this  is  a  very  powerful  weapon  in  case  the 
need  arises  where  it  must  be  resorted  to,  and  he  does  not  want  to  sign 
a  renegotiation  and  the  Secretary  has  the  power  to  withhold  payments 
on  his  contract. 

Mr.  Karker  was  right  in  saying  yesterday  the  power  is  on  the  side 
of  the  Government,  and  I  think  it  should  be,  no  doubt. 

Xow,  in  your  statement,  you  referred  to  it  as  a  pricing  statute,  but 
it  is  hardly  treated  as  one  in  actual  operation.  It  is  treated  as  an 
excess-profits  tax  statute,  is  it  not?     Pricing  is  sort  of  a  basis. 

Mr.  RocKEY.  You  are  probably  right  in  that  respect,  but  after  all, 
as  I  pointed  out  before,  under  war  conditions  it  is  really  difficult  to 
get  a  contractor  to  price  his  goods  closely.  What  the  procurement 
officer  does  in  effect  is  sit  down  with  the  contractor  and  say,  "Here 
now,  we  want  to  arrive  at  a  proper  price  for  this  item,"  and  the  con- 
tractor immediately  says,  "Well,  I  have  got  to  have  this  much  for 
contingencies  with  respect  to  increased  costs  of  materials.  I  also  need 
a  little  bit.  more  because  my  wages  may  go  up.  I  want  protection  on 
that. 

So  they  finally  come  to  a  price  agreement. 

Well,  now,  the  renegotiation  act  in  effect  says,  "Well,  all  right,  we 
will  allow  you  this  price  which  is  a  negotiated  price  and  it  contains 
provisions  for  all  these  various  contingencies,  but  when  the  contract 
IS  completed,  then  we  are  going  to  sit  down  with  you  and  see  just  how 
you  made  out  on  this  contract,  see  whether  you  required  all  these  con- 
iingencies,  and  so  forth.  Now,  if  you  have  not  spent  that  money  for 
those  contingencies,  why,  then,  we  feel  you  should  give  a  certain 
amount  of  this  excess  profits  back,"  and  that  in  effect  is  what  the  Price 
Adjustment  Boards  are  doing. 

Mr.  Disney.  In  the  final  analysis,  it  comes  to  the  determination  of 
profit. 

Mr.  Rockey.  What  a  reasonable  profit  should  be  on  the  job  done  by 
the  contractor. 

Mr.  Disney.  And  you  report  to  the  committee  the  excess  profit 
rather  than  the  price.  That  final  operation  is  a  determination  of 
profit.  That  is  so  because  in  effect,  it  is  a  recapturing  of  excess  j)rofits 
m  the  statute,  and  do  you  think  your  arguments  about  reserves  and 
renegotiation  after  taxes  are  so  sound  as  if  you  adhered  strictly  to  the 
correction  of  prices  ?     Does  that  make  any  difference  ? 

Mr.  RocKEY.  I  do  not  see  materially  that  it  does.  After  all,  what 
^^e  are  interested  in  is  getting  the  goods  delivered  to  the  Government 
at  a  reasonable  price  and  allowing  a  reasonable  profit  to  the  manu- 
facturer. Now,  what  he  does  with  that  reasonable  profit,  or  the 
amount  which  may  be  left  to  him  after  he  has  paid  his  taxes  as  de- 
termined by  Congress  is  something  for  him,  for  that  corporation,  or 
for  that  individual  to  determine. 
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Mr.  Disney.  That  is  a  pretty  serious  element. 

Mr.  RccKET.  It  is  to  all  of  us. 

Mr.  Disney.  In  taking  a  contract,  or  in  settling  one-;-and  you  are  a 
man  that  commands  respect  and  I  would  want  your  judgment  as  to 
whether  you  approve  of  the  excess  profits  statute  which  provides  for 
a  postwar  refund,  or  postwar  credit.  You  remember  in  that  statute 
it  is  required  that  this  postwar  credit  be  used  for  certain  purposes; 
that  is,  the  employment  of  labor,  the  reconversion  of  machinery,  and 
so  forth,  and  it  cannot  be  spent  for  anything  other  than  that. 

Mr.  RocKEY.  In  principle  I  am  in  agreement  with  that. 

Mr.  Disney.  Yes.  I  would  not  think  of  following  the  suggestion 
you  made  in  your  paper  of  letting  the  contractor  have  five  times  the 
estimated  reserve  out  of  his  excess  profits.  That  is  not  my  thought  at 
all.  But  it  is  my  thought  that  in  these  considerations  the  postwar 
reserve  ought  to  receive  consideration.    Now,  have  you  no  suggestions 

along  that  line  at  all? 

Mr.  Rocket.  There  is  one  thing  I  would  like  to  pomt  out  and  that 
is  this:  Suppose  a  company  comes  before  one  of  our  boards.  It  is 
producing  the  same  kind  of  article  it  always  did.  It  did  not  require 
any  conversion  to  the  war  effort  whatever.  Now,  we  think  that  the 
profits  from  operations  of  that  sort  should  be  on  one  level,  but  you 
take  another  company  that  may  have  been  making  sewing  machines 
before  the  war.  They  cannot  make  sewing  machines  now.  They 
have  ripped  out  all  of  their  machinery  and  they  have  gone  m  to  put 
in  some  new  equipment,  perhaps  furnished  by  the  Government,  and 
started  making  shell  cases.  We  think  that  that  second  company 
should  have  a  higher  margin  of  profit  than  the  first  company.  Now^ 
to  that  extent,  we  do  use  that  as  one  of  the  factors  in  determining 
what  is  a  reasonable  margin  of  profit. 

Mr.  Disney.  But  do  you  not  consider  the  matter  of  reserve  for 
reconversion,  or  other  problems  of  that  kind  ?     Or  the  employment  of 
labor  after  the  war? 
jlTj»  Rockey.  No  sir. 

Mr!  Disney.  Of' course,  companies  like  General  Motors  and  the 
Aluminum  Co.,  they  have  reserves  from  normal  earnings.  They 
probably  would  not  need  any  post-war  reserves,  the  problem  that 
confronts  us,  whereas  other  companies,  as  you  say,  might  not  know 
right  now  what  reserves  they  will  need.  There  would  be  some  guess- 
work about  it.  It  seems  to  me  that  your  experience  ought  to  be 
sufficient  to  give  us  some  advice  on  that  very  problem.  I  wonder  it 
you  have  it.  I  do  not  think  that  you  oppose  the  idea  of  the  post-war 
credit  if  it  is  required  to  be  used  for  labor,  machinery,  and  conversion. 
Mr.  Rockey.  Of  course,  the  tax  law  does  make  certain  provisions 
for  relief  in  that  connection.  You  asked  me  my  opinion  before  on 
this  question  of  this  10  percent  of  excess-profits  tax  being  set  aside  for 
these  purposes.  I  personally  think  that  that  is  the  best  solution  that 
has  been  offered  so  far,  if  that  actual  cash  is  to  be  required. 

Mr.  Disney.  Well,  if  we  should  enlarge  this  under  some  kind  of 
program  or  formula,  and  you  did  not  take  it  into  consideration  in  the 
renegotiation,  I  am  afraid  with  the  one  hand  we  would  be  trying  to  do 
something  and  with  another  arm  of  the  Government  we  would  be 
undoing  what  we  are  trying  to  do  under  the  tax  bill.  Have  you 
any  suggestion  on  that? 


Mr.  Rocket.  I  do  not  think  that  they  would  be  entirely  incompatible. 
After  all,  I  do  not  think  that  the  Government  should  pay  a  substantial 
amount  of  additional  profit  to  a  contractor  so  that  his  excess  profits  tax 
will  be  that  much  higher  so  that  the  10  percent  of  that  tax  which  is  to 
be  set  up  for  this  post-war  reserve  can  be  achieved.  I  think  that  it 
would  be  entirely  wrong  to  follow  a  procedure  of  that  kind. 

Mr.  Disney.  Have  you  given  any  thought  to  the  idea  of  impound- 
ing these  funds  and  a  determination  later  as  to  what  reserve  might  be 
set  up  under  given  circumstances  ? 

Mr.  Rocket.  I  have  given  no  particular  thought  to  that,  no,  sir. 

Mr.  Disney.  I  think  that  is  all. 

No ;  I  think  that  I  would  like  to  make  this  statement :  I  think  it 
would  be  more  profitable  to  this  Government  and  to  the  people  them- 
selves if  these  companies  can  go  ahead  and  employ  labor  and  continue 
in  business  after  this  war  under  some  kind  of  a  reserve  system  than 
to  simply  take  the  money  and  put  it  back  in  the  Treasury  and  maybe 
have  to  appropriate  it  later  for  W.  P.  A.,  or  something  kindred  to  it. 
I  think  the  wisest  plan  would  be  to  screen  these  things,  as  the  Renego- 
tiation Board  does,  to  find  out  some  plan  or  system  by  which  that  can 
be  done  and  save  as  much  of  this  aftermath  after  the  war  of  Govern- 
ment appropriations  as  we  can. 

Mr.  Cooper.  Mr.  Carlson  of  Kansas. 

Mr.  Carlson.  There  has  been  considerable  discussion  about  incen- 
tives for  production  this  morning.  Has  the  Navy  had  any  difficulty 
in  securing  the  production  of  needed  war  materials? 

Mr.  Rockey.  I  do  not  believe  so. 

Mr.  Carlson.  As  I  understand  it,  the  Navy  has  a  division  of  incen- 
tive headed  by  Admiral  Woodward,  whose  duty  it  is  to  encourage  pro- 
duction by  labor  and  in  the  factory. 

Are  you  familiar  with  the  operations  of  it? 

Mr.  Rockey.  Only  in  a  very  general  way. 

Mr.  Carlson.  Do  you  know  how  large  a  staff  they  have  ? 

Mr.  Rockey.  I  think  Mr.  Kenney,  one  of  the  members  of  our  board, 
would  be  able  to  give  you  more  information  on  that  than  I. 

Mr.  Kenney.  I  believe  Admiral  Woodward's  office  is  concerned  more 
with  the  examination  of  the  operations  of  the  companies  to  determine 
whether  or  not  they  should  be  entitled  to  receive  a  production  award, 
the  so-called  Army  and  Navy  E. 

Mr.  Carlson.  But  in  your  opinion,  there  has  been  no  question  as  to 
the  willingness  of  both  labor  and  management  to  produce  ? 

Mr.  Rockey.  No;  I  think  thej^  have  done  a  splendid  job. 

Mr.  Carlson.  I  want  to  read  just  one  sentence.  I  was  intrigued  by 
Jt.  I  find  it  on  page  38  in  the  committee  report  of  the  House  Naval 
Affairs  Committee  on  the  renegotiation  of  war  contracts.  I  want  you 
to  listen  to  this  sentence : 

We  are  of  the  opinion  that  where  the  Price  Adjustment  Boards  and  other 
persons  in  the  Naval  Establishment  become  aware  of  a  tendency  in  the  manage- 
ment of  a  contractor  to  depend  primarily  upon  profits  for  incentive,  they  should 
apprise  the  Incentive  Division  of  such  a  situation  and  the  Incentive  Division 
snould  attempt  to  fan  the  spark  of  patriotism  in  the  management. 

Now,  I  was  wondering,  in  view  of  that  one  sentence,  if  we  have  gotten 
to  the  place  in  this  country  where  we  need  to  have  an  Incentive  Divi- 
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sion  in  the  Navy  Department  to  fan  the  spark  of  patriotism  among 
our  manufacturers  and  contractors. 
Mr.  RocKEY.  I  do  not  believe  so. 

Mr.  Carlson.  If  and  when  the  tin\e  comes  that  you  refer  some  of 
these  contractors  to  the  Incentive  Division,  what  sug^j^estions  do  you 
have  to  fan  this  spark  of  patriotism? 

Mr.  RocKEY.  We  have  never  found  it  necessary  to  do  that  so  far. 

Mr.  CARI.S0N.  That  is  all.  Mr.  Chairman. 

Mr.  Cooper.  Mr.  McGranery  of  Pennsylvania. 

Mr.  McGranery.  Mr.  Rockey.  there  has  been  a  great  deal  of  talk 
about  conversion  and  reconversion.  It  has  always  been  my  under- 
standing that  the  Government  paid  for  the  conversion.  Is  that  not 
correct  ? 

Mr.  RocKEY,  That  is  true. 

Mr.  McGranery.  So  I  was  wondering  what  confusior*  seems  to 
exist  in  tlie  minds  around  here  about  conversion.  They  have  already 
been  paid  for  that. 

Mr.  RocKEY.  Yes.  sir. 

Mr.  Disney.  But  it  goes  into  gross  income. 

Mr.  McGranery.  Everything  goes  into  gross  income.  I  would  like 
to  remind  my  good  friend  that  I  am  interrogating  the  witness. 

Mr.  Disney.  I  beg  your  pardon. 

Mr.  McGranery.  Now,  I  hear  a  lot  said  about  what  is  going  to 
happen  after  the  war  when  they  will  have  to  go  back  and  reconvert 
for  peacetime  needs. 

Is  there  anything  in  their  contracts  now  where  on  conversion  from 
peace  to  war!  where  they  have  paid  for  that  and  the  employer  has 
suffered,  or  the  contractor  has  suffered  nothing,  is  there  anything  in 
that  contract  that  would  require  the  Government  to  establish  him  at 
his  old  status  after  the  war? 

Mr.  RocKEY.  There  are  some  contract  provisions  where  a  contractor 
has  taken  out  his  old  machinery  and  put  m  some  additional  machinery 
that  may  have  been  furnished* by  the  Government  where  the  Govern- 
ment ha*^s  the  obligation  to  remove  that  machinery  and  to  make  the 
foundation  and  so  forth  hold.  Usually  the  obligation  does  not  go  so 
far  as  to  cover  the  cost  of  again  putting  the  manufacturer's  machinery 
back  into  place. 

Mr.  McGranery.  So  this  business  of  speaking  about  the  establish- 
ment  of  a  reserve  is  a  lot  of  nonsense.  You  can  not,  by  rule  of  thumb, 
lay  down  any  figure  that  is  going  to  cover  these  contractors  as  a 
whole;  in  other  words,  there  would  be  no  formula  that  we  coiiM 
establish. 

Mr.  RocKEY.  It  would  be  most  difficult,  and  every  case  would  have 
to  be  judged  on  its  own  merits. 

Mr.  McGranery.  Again,  when  they  speak  of  the  establishment  of 
reserves,  I  have  always  felt  it  is  nonsense  and  poppycock.  It  strikes 
me  at  the  beginning  of  the  war  effort  I  think  that  every  Member  of 
Congress  was  pestered  by  people  in  his  district,  contractors,  that  said, 
"Here,  if  I  can  not  get  war  work  I  am  going  out  of  business  because 
my  business  is  nonessential.  Please  get  me  something  in  the  ^^^^l' 
edort  so  I  can  continue,  so  I  can  keep  my  force  going  until  after  the 
war  is  over." 

Now,  they  have  got  their  foot  in  the  door,  and  having  it  in  there,  it 
looks  like  they  want  us  to  use  an  eviction  proceeding  to  get  .them  o'lt- 


I  would  like  to  have  an  expression  from  you  as  to  whether  or  not  those 
who  liave  been  engaged  in  the  war  effort  as  contrasted  to  a  man  in  a 
business  which  was  nonessential  and  has  lost  the  entire  business,  it  is 
obvious  that  they  are  in  a  much  happier  class,  do  you  not  think  ? 

Mr.  RocKEY.  Yes;  generally  speaking  I  do,  and  I  believe  I  said  that 
in  my  prepared  statement. 

Mr.  McGranery.  So,  if  we  are  going  to  adopt  a  very  sympathetic 
attitude  and  a  most  generous  one  to  contractors  who  have  made  money 
out  of  the  war,  kept  their  force,  kept  their  plants  going  and  in  good 
shape,  it  would  strike  me  as  being  entirely  un-American,  downright 
unpatriotic  to  say  to  a  man  whose  plant  has  already  been  abandoned — 
he  is  broke,  his  business  is  gone — ^'^We  can  not  do  anything  for  you." 

Would  you  consider  it  to  be  fair  in  the  light  of  those  facts  to  es- 
tablish reserves  now  for  contractors  engaged  in  the  war  effort? 

Mr.  RocKEY.  I  certainly  do  not  believe  that  we  should  allow  them 
that  as  an  element  of  cost  in  considering  profits  on  Government  busi- 
ness, which  is  the  policy  which  at  present  is  being  followed  by  the  Price 
Adjustinent  Boards.    We  do  not  allow  them. 

Mr.  McGranery.  What  would  have  been  your  position,  if^at  the 
beginning  of  thenar  you  were  engaged  in  a  very  active  business,  but 
nonessentiallathe-waiL-effort,  and  then  the  war  came,  your  business 
went  by  the  boards,  you  were  broke— how  would  you  feel  in  watch- 
ing these  men  going  along  with  their  plants  in  good  shape,  doing  a 
hplendid  job,  m  the  war  effort,  but  making  money  all  the  time,  and 
at  the  end  of  the  war  they  find  themselves  pretty  much  in  clover 
would  you  feel  as  though  you  had  been  let  down  a  little  bit  ?  ' 

Mr.  RocKEY.  Personally,  I  do  not  think  there  is  any  question  about 

Mr.  McGranery.  You  are  darned  right.    That  is  all. 

Mr.  Cooper.  Mr.  Wasielewski. 

Mr.  Wasielewski.  Regarding  the  amendment  that  was  suggested 
by  you  to  exempt  from  renegotiation  contracts  under  $500,000,  can  you 
tell  us  whether  in  your  experience  in  the  renegotiation  of  these  various 
contracts  you  have  found  any  contractor  with  a  contract  of  less  than 
W0,000  who  has  made  an  excessive  profit  ?     Have  you  found  many  of 

Mr.  RocKEY.  Yes;  we  have. 

Mr.  Wasielewski.  How  many  would  you  say  ?  Can  you  give  us  any 
Idea  out  of  the  numbers  you  have  that  would  come  within  that  classi- 
tmom  ^^  ^^^"  ^^  general  as  it  has  been  among  those  above 

Mr.  Rockey.  I  would  not  say  so.  A  great  deal  less.  I  would  say 
between  5  and  10  percent.  ^ 

Mr  Wasielewski.  Has  the  excess  profit  been  very  appreciable,  or 
«as  It  been  negligible  ?  ^     rr-  , 

(]^\^'  ?P^^^^'  ft  has  not  amounted  in  dollars  and  cents  to  a  great 
amo    t    ^^^  ^^^^  ^^^^^  ^^  against  the  whole,  it  is  a  very,  very  small 
Mr.  Cooper.  Mr.  Knutson. 

Mr.  Knutson.  The  gentleman  from  New  York,  Mr.  Lynch,  while 

icerrogatmg  you  asked  you  if  you  knew  of  any  concern  that  included 

/oil  r'^V^d  "N^"        production  cost  when  submitting  bids,  to  which 


••3T 


-■J       ■ 


Jt 


i 


rk'. 


I 


180 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


181 


I 


Let  me  ask  you  that  question  another  way :  Do  you  know  of  any 
reputable  and  successful  concern  that  does  not  take  into  consideration 
all  costs,  including  taxes,  when  figuring  on  a  job?  j   •    /; 

Mr.  Rocket.  As  far  as  my  business  experience  is  concerned,  in  bx- 
ine  prices  we  usually  take  all  our  costs,  exclusive  of  taxes. 

Mr.  Knutsox.  When  you  say  "We,"  are  you  speaking  editorially  or 
like  a  man  with  a  tapeworm. 

Mr.  RocKEY.  I  am  referring  to  myself,  and  allow  for  a  certain 
mart'in  of  profit.  We  take  in  what  our  estimated  labor  cost  is,  the  cost 
of  materials,  our  officers'  salaries,  overhead  items  of  that  nature  not 
excluding  taxes,  add  that  all  up,  then  figure  a  reasonable  margin  of 
profit  on  that  and  arrive  at  a  price.  ..       -,   •    i  j       n 

Mr.  Kntjtson.  That  reasonable  profit  you  mentioned  includes  aU 
incidental  expenses  that  may  arise  afterward  in  connection  with  the 

job,  such  as  taxes?  x    4!      ^C4. 

Mr.  Rocket.  Any  taxes  would  have  to  be  provided  out  of  protits. 

Taxes  are  based  on  profits. 

Mr.  Knutson.  That  answers  the  question.  i     j-j 

Mr.  Cooper.  We  thank  you  for  your  appearance  and  the  splendid 
statement  that  you  have  made. 

Mr.  Knutson.  I  move  that  we  recess.  , ,    .    i.         x-      xu  . 

Mr.  Cooper.  And  we  thank  you  for  the  valuable  information  that 
you  have  given  the  committee. 

The  committee  stands  adjourned  until  2  o'clock. 

afternoon  session 

The  recess  having  expired,  the  committee  reconvened  at  1  p.  m., 
Hon.  Jere  Cooper  presiding.  ,     .        -, 

Mr.  Cooper.  The  committee  will  please  be  m  order.  •,.,!. 

Mr.  Dewey.  Mr.  Chairman,  I  ask  consent  to  have  inserted  m  the 
record  at  the  close  of  this  morning's  hearings,  my  statement  of  June 
30  before  the  Naval  Affairs  Committee  of  the  House,  on  Financing 
reconversion  from  war  production  to  peace  production." 

Mr.  Cooper.  Without  objection,  it  is  so  ordered. 

(The  matter  referred  to  is  as  follows :) 

^  June  30,  194a 

Statement  of  Hon.  Charles  S.  Dewey,  Member  of  Congress,  Ninth  District  or 
Illinois,  Before  House  Naval  Affairs  Committee 

During  the  hearings  of  your  distinguished  committee  on  the  so-called  renego- 
tiation law,  frequent  reference  has  been  made  to  the  fact  that  the  Price  Adjust- 
ment Boards  do  not  allow  reserves  for  post-war  reconversion  purposes  in  tneii 
determination  of  "excessive  profits"  or  fair  prices  on  war  contracts.  Itjs/J 
this  question  that  I  shall  confine  this  brief  statement  you  have  kindly  permittea 

me  to  present  for  your  consideration.  .      ^  ^ «^,inHnn 

While  I  believe  that  the  subject  of  reserves  for  reconversion  from  war  productiou 
to  peace  production  is  more  appropriately  one  of  taxation  than  of  renegot^iatiOD, 
and  accordingly  one  to  be  considered  by  my  own  Committee  on  Ways  and  Meanj, 
the  recommendations  which  your  committee  may  make  as  a  result  of  these  neaf 
ings  will  necessarily,  and  quite  rightly,  exert  singular  influence  upon  the  \V  ay^ 
and  Means  Committee  and  Congress  as  a  whole.  Having  given  considerable  stiioy 
and  thought  to  this  particular  matter,  I  felt  constrained  to  ask  for  this  oppon 

nity  to  present  my  views  for  whatever  they  may  be  worth.  

It  is  my  conviction  that  in  not  allowing  reserves  for  reconversion  P«rp«ses J" 
the  renegotiation  of  war  contracts  the  Price  Adjustment  Boards  have  assiduous^/ 


sought  to  carry  out  the  expressed  will  and  intent  of  Congress.  Only  the  broadest 
and  most  questionable  interpretation  of  the  law  would  permit  the  allowance  of 
such  reserves,  however  important  they  may  be  to  individual  companies  concerned. 
In  this  respect  I  personally  believe  that  the  Price  Adjustment  Boards  should  be 
commended.  If  any  criticism  is  justified,  it  is  of  the  law  itself  and  certainly  not 
the  agencies  charged  with  its  administration. 

Section  801  (c)  (3)  of  the  Revenue  Act  of  1942  provides  that  in  determining 
"excessive  profits"  the  allowable  exclusions  and  deductions  shall  be  those  allowed 
under  chapters  1  and  2E  of  the  Internal  Revenue  Code.  The  Price  Adjustment 
Boards  rightly  interpret  this  amendment  to  the  renegotiation  law  as  meaning  that 
the  Boards  should  follow  the  Internal  Revenue  Code  as  to  what  shall  be  allowed 
as  an  item  of  cost.  This  being  the  case,  a  reserve  for  post-war  reconversion  could 
not  be,  and  accordingly  has  not  been,  treated  as  an  allowable  cost  in  determining 
"excessive  profits." 

Under  the  circumstances  the  only  way  by  which  the  Price  Adjustment  Boards 
could  permit  the  setting  up  of  the  reconversion  reserves  would  be  to  treat  such 
reserves  as  part  of  the  profit  to  be  allowed.  Such  a  policy  would  be  most  ill- 
advised.  It  would  tend  to  defeat  the  primary  purpose  of  the  renegotiation  law 
itself,  which  is  to  secure  war  materials  at  lower  costs.  As  a  part  of  the  profit  of  a 
company,  such  reserves  as  the  Boards  might  allow  would  be  subject  to  taxation 
under  the  law. 

It  has  been  estimated  that,  on  the  average,  it  would  be  necessary  for  the  Boards 
to  allow  a  profit  of  $5  for  every  $1  of  reserve.  That  is  to  say,  if  it  were  decided 
that  a  war  contractor  should  be  permitted  to  have  a  reconversion  reserve  of 
$1,000,000,  the  Price  Adjustment  Boards  would  be  obliged  to  allow  the  contractor 
$5,000,000  additional  profit.  And,  obviously,  this  $5,000,000  would  constitute 
an  increase  in  the  price  of  the  product,  whereas  the  very  purpose  of  renegotiation, 
as  I  understand  it,  is  to  reduce  the  price  of  war  products. 

But  even  assuming  the  Price  Adjustment  Boards  were  to  adopt  such  a  policy — 
which  happily  they  have  not — in  the  absence  of  new  legislation  restricting  the 
use  of  such  reserves  to  reconversion  costs,  there  could  be  no  guarantee  that  the 
company  allowed  the  reserve  would  use  it  for  reconversion  purposes.  A  company 
may  decide  to  use  the  accumulated  reserve  even  before  the  war  ends.  A  board 
of  directors  may  vote  to  distribute  all  or  part  of  the  reserve  as  a  dividend  to 
stockholders. 

It  is  clear,  I  think,  that  under  existing  law  it  is  impossible  for  the  Price  Adjust- 
ment Boards  to  allow  reserves  for  reconversion  purposes,  either  as  an  item  of  cost 
or  as  an  item  of  profit.  We  are  thus  brought  to  the  question  as  to  whether  the 
law  should  be  so  amended  as  to  provide  that  the  Price  Adjustment  Boards  should 
allow  reserves  for  reconversion  purposes  as  an  appropriate  item  of  cost. 

The  administrative  diflSculties  of  such  a  program  would  be  tremendous.  I  do 
not  see  how  any  group  of  men,  however  experienced,  or  even  the  contractors 
themselves,  could  handle  such  a  job.  We  would  be  requiring  both  the  Price 
Adjustment  Boards  and  the  contractors  to  evaluate  the  unknown  future  in  terms 
of  the  present. 

When  the  Price  Adjustment  Boards  determine  "reasonable  profits"  of  a  com- 
pany they  are  dealing  with  facts,  known  facts  and  figures.  If  they  were  required 
to  determine  what  reserves  should  be  allowed  for  reconversion'  purposes,  they 
would  be  entering  into  the  realm  of  conjecture.  Not  only  would  they  have  to 
determine  what  industries  will  need  to  convert  in  order  to  engage  in  peacetime 
production,  they  would  have  to  determine  what  machinery  will  be  necessary  and 
what  such  machinery  will  probably  cost.  They  would  even  have  to  determine 
DOW  long  the  war  will  last  if  they  are  to  arrive  at  any  degree  of  accuracy  as  to 
What  reserve  should  be  allowed  each  year. 

It  has  been  suggested  that  the  allowable  reserve  could  be  a  uniform  percentage 
^f  earnings,  with  perhaps  variations  in  accordance  with  the  classification  of  in- 
dustries, and  that  by  this  method  the  administrative  difficulties  of  scrutinizing 
each  mdustry  or  company  will  be  somewhat  eliminated.  Such  a  proposal,  how- 
ler, assumes  that  all  companies  will  have  a  reconversion  problem.  Indeed 
"ajy  companies  may  decide  not  to  convert. 

Many  companies  engaged  in  war  work  are  producing  virtually  the  same  product 

loey  produced   in  peacetime.     Some  companies   still   retain   their   commercial 

usiness,  often  at  a  larger  volume  than  before  the  war,  with  war  contracts  repre- 

^^ting  only  a  fraction  of  their  total  production.     On  the  other  hand,  many 

'•^mpanies  engaged  solely  in  war  production  will  need  to  make  radical  changes 
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in  their  machinery  and  facilities  in  order  to  return  to  peacetime  production.  It 
should  also  be  borne  in  mind  that  there  are  many  companies  which  were  created 
since  the  war  solely  for  turning  out  materials  of  war.  ,  •     ^    ,       _  ,  • 

A  company  which  made  civilian  clothing  in  peacetime  and  is  today  making 
uniforms  has  no  reconversion  problem;  nor  does  a  company  that  produced  radio 
equipment  before  the  war  and  is  now  supplying  radio  equipment  to  the  armed 
forces-  nor  one  which  made  optical  instnmients  and  is  now  doing  practically  the 
same  work.  Thev  present  an  altogether  different  situation  in  c<miparison  with 
a  company  which'made  metal  furniture  in  peacetime  and  is  now  making  she  Is, 
r)r  a  company  which  manufactured  automobiles  and  is  now  producing  tanks. 
And  the  situation  is  still  diff*n-ent  in  comparison  with  a  company  that  made 
leather  goods  before  the  w^ar  and  is  today  making  leather  goods  and  gas  masks, 
or  a  company  which  made  wooden  toys  and  household  utensils  l)efore  the  war 
and  is  today  making  wooden  toys,  household  utensils,  and  also  rifle  stocks. 

Clearly  a  uniform  percentage  of  earnings  to  be  allowed  as  a  tax-free  reserve 
for  reconversion  will  tend  to  enrich  some  companies  and  prove  insufficient  for 
others.  No  two  companies  are  exactly  alike,  even  in  their  own  particular  classi- 
fication.    It  would  be  folly  to  attempt  to  treat  them  as  alike. 

While  I  recognize  that  many  industries  will  he  confronted  with  the  very  real 
problem  of  converting  their  plant,  machinery,  and  facilities  to  making  peacetime 
products,  I  do  not  believe  that  the  setting  up  of  reserves  for  this  inirpose  in  con- 
nection with  the  i-eiiegotiation  of  war  contracts  is  the  solution  or  the  best 
approach.  I  believe  it  would  be  serious  error  if  your  distinguished  Committee 
should  recommend  such  procedure. 

The  transition  from  war  production  to  peace  production  has  been  a  matter  of 
great  concern  to  me,  as  I  am  sure  it  has  to  every  Member  of  Congress.  I  am 
concerned  not  only  about  the  contractors  who  must  convert  their  plant  and  facili- 
ties to  get  into  peacetime  production.  I  am  even  more  concerned  about  the 
thousands  of  little  companies  throughout  the  country  who  haven't  been  able  to 
carry  on  their  normal  peacetime  business  because  of  lack  of  materials  and 
haven't  been  able  to  secure  war  work.    They  have  become  the  industrial  casualties 

of  the  war.  »       ^  ^  -a 

It  is  incumbent  upon  us  to  make  preparation  now  for  the  post-war  period. 
Ways  and  means  to  facilitate  the  transition  must  be  developed.  Plans  must  be 
devised  by  which  companies  now  producing  war  materials  can  readily  convert 
back  to  producing  civilian  goods.  But  I  fear  that  in  our  anxiety  to  find  a  solu- 
tion we  will  fail  to  nognize  the  practical  difficulties  of  putting  some  proposals 
into  efifect.  I  fear  this  to  be  the  case 'in  connection  with  the  suggestion  that  the 
Price  Adjustment  Boards  be  required,  by  appropriate  amendment  to  the  tax  laws 
and  the  renegotiation  law.  to  allow  reserves  for  reconversion. 

How  then,  can  the  problem  be  met  without,  as  stated  by  Congressman  Maas, 
establishing  a  gigantic  Work  Projects  Administration  for  industry  ?  It  is 
important,  whatever  program  is  developed,  that  it  be  with  a  minimum  partici- 
nation  on  the  part  of  the  Federal  Government.  ^  ^     ,    •     «^ 

As  you  know  there  are  several  provisions  in  the  Internal  Revenue  Code  designed 
to  alleviate  the  dlffiniltles  which  may  confront  the  war  contractor  m  the  post-war 
period.  There  is  the  10  percent  post-war  credit  in  the  excess  profits  tax  law 
(Sec  780  with  its  accompanying  relief  for  debt  retirement  m  Sec.  784).  There 
is  the  provision  for  the  unused  excess-profits  tax  credit  carry-back  and  cnrr>- 
over  (Sec  710.)  There  is  the  provision  for  net  operation  losses  carry-baoK 
andcarr-over  for  2  years.  (Sec.  122  (b).)  And  there  is  the  Provision  for 
the  amortization  of  emergency  facilities  at  the  rate  of  20  percent  for  5  years 
or  le«s  if  the  war  terminates  before  5  years.  (Sec.  124.)  There  is  an  80  percen 
failing  on  the  total  normal,  surtax,  and  excess-profits  fax.  (S^'c.  710  (a)  H)' 
Moreover,  if  I  interpret  the  testimony  of  the  Navy  Department  correctly,  a 
termination  clause  is  being  written  into  war  contracts  so  as  to  in^w^"^  Pr«3 
payment  of  money  to  the  contractor  on  such  claims  as  he  may  have  on  finisnw 
products,  on  products  in  process,  and  on  inventories 

I  mention  these  items,  not  with  a  view  to  contending,  by  any  means,  that  tne> 
are  sufficient  in  themselves  to  take  care  of  the  problem  which  will  face  war  oou 
tractors  at  the  end  of  the  war.  but  simply  with  a  view  to  indicating  that  we  ha>^ 
already  developed  some  methods  by  which  the  war  contractors  problem  win  v 
alleviated.    Perhaps  these  can  be  further  developed  and  improved  upon. 

Moreover,  if  a  careful  survey  were  made  into  the  "reasonable  profits  al  ov^e 
war  contractors  by  the  Price  Adjustment  Boards,  I  believe  i^t  will  be  founfl  tn« 
in  the  majority  of  cases  these  profits  after  taxes  are  sufficiently  high  to  pernut  ^i 
settin*'  up  of  some  reserve  by  the  individual  company  for  the  post-war  pt^n" 


It  will  be  found  that  in  spite  of  the  existing  high  tax  rates  the  earnings  of  many 
industries,  after  taxes,  are  larger  than  at  any  time  in  their  history.  This  is 
particularly  true  of  those  companies,  and  there  are  many,  who  have  been  able  to 
continue  their  commercial  business  along  with  the  war  business.  As  I  stated 
before,  the  companies  I  am  most  concerned  about  are  those  who  haven't  been 
iible  to  secure  any  appreciable  business,  commercial  or  war. 

It  seems  to  me  that  instead  of  amending  the  tax  law  whereby  unknown  and 
undeterminable  reconversion  costs  are  made  a  direct  charge  to  the  Government, 
the  solution  to  the  problem  lies  in  encouraging  private  capital,  now  being  invested 
extensively  in  Government  securities,  being  made  available  to  xVmerican  industries 
in  the  post-war  period.  Such  a  program  envisages  a  return  to  normalcy,  when 
private  capital  held  by  the  thousands  of  local  banks  throughout  the  country,  is 
used  for  developing  our  great  productive  power  for  filling  peacetime  requirements 
of  the  American  people.  As  a  result  of  this  war  there  will  be  great  demands, 
both  at  home  and  abroad,  for  the  many  products,  some  of  which  will  be  entirely 
new,  American  industry  is  capable  of  producing.  To  meet  this  demand  and  to  aid 
industries  now  engaged  in  war  work  to  make  whatever  reconversion  may  be  neces- 
sary, private  capital  rather  than  Government  capital  should  be  employed. 

Incidentally,  I  should  like  to  call  your  attention  to  the  fact  that  American 
industry  had  its  humble  beginnings  through  what  is  known  as  risk  capital  baing 
available  and  seeking  investment.  If  risk  capital  is  to  be  induced  to  resume 
its  historic  place  in  American  industrial  development,  our  tax  law  should  be  so 
amended  as  to  offer  an  incentive  for  people  to  rihk  investment  in  new  and  uncer- 
tain undertakings.  Under  existing  taxes  wdiatever  gain  is  realized  on  a  risk  is 
promptly  taxed  away  and  the  tax  system  gives  little  compensation  to  whatever 
Wa  may  be  sustained.  When  the  war  terminates  and  returning  soldiers  are 
seeking  jobs  or  are  desirous  of  setting  up  new  enterprises  themselves,  our  tax 
system  should  be  so  amended  that  it  will  favor  these  adventurers  in  trade  and 
industry  instead  of  handicapping  their  initiative. 

But  for  the  consideration  of  your  committee  in  connection  with  the  reconversion 
problem  I  am  today  merely  suggesting  that  thought  be  given  to  how  the  enormous 
funds  now  held  by  the  banks  can  be  made  available  to  American  business.  Loans 
by  local  banks  to  local  industries  is  the  most  practical  solution  to  the  reconver- 
sion problem. 

It  is  axiomatic  that  the  local  banker  can  best  determine  whether  a  particular 
industry  under  a  particular  management  represents  a  good  credit  risk.  The  local 
banker  invariably  knows  the  entire  history  of  the  local  businesses  and  is  per- 
sionally  acquainted  with  the  managing  officials.  lie  can  best  determine  whether 
the  contemplated  peacetime  program  of  the  local  industry  is  basically  sound, 
whether  the  product  or  products  the  company  may  propose  to  manufacture  con- 
stitute a  wildcat  adventure  or  whether  to  fill  an  existing  or  prospective  demand. 
And,  in  cooperation  with  the  company,  the  local  bank  will  be  in  a  position  to 
tiet ermine  what  the  reconversion  requirements  are,  which  is  something  that 
tannot  be  determined  in  the  uncertain  present  for  the  even  more  imcertain  future 
by  a  Government  agency  in  Washington. 

In  a  great  niany  cases,  perhaps  the  majority,  local  banks  will  need  no  encourage- 
ment of  any  kind  to  finance  the  reconversion  of  local  industries.  But  in  order 
that  there  may  bo  assurance  that  capital  in  the  hands  of  the  banks  is  made  avail- 
able to  industry,  a  certain  protection  may  have  to  be  given  the  banks.  For  this 
purpose  I  believe  that  Government  machinery  already  in  existence  could  be 
';mployed.  It  could  be  done  simply  through  the  device  of  the  Government  execut- 
ing guaranties  of  loans  made  for  reconversion  purposes.  Such  loans  by  the 
local  banks  might  be  guaranteed  up  to  a  maximum  of  90  percent  and  have  a 
maturity  not  in  excess  of  10  years. 

'riie  plan  could  be  so  worked  out  that  the  amount  of  return  which  the  local 
bank  would  receive  on  its  loan  to  the  local  industry  would  be  based  on  a  graduated 
*^«de  to  encourage  the  local  bank  to  assume  a  higher  proportion  of  the  ri^k.  In 
other  words,  the  local  bank  would  make  the  reconversion  loan  to  the  local  industry 
^t  a  stipulated  rate  of  interest.  Prom  the  interest  on  the  lean  paid  bv  industry 
would  be  deducted  a  "guaranty  fee."  but  the  amount  of  "guaranty  fee"  the 
Government  would  charge  the  bank  would  depend  upon  the  percent  of  the  loan 
Kiiai-anteed  by  the  Government.  Inasmuch  as  the  graduated  guaranty  charge 
won  d  reduce  the  local  bank's  interest  return,  there  would  be  the  natural  tendency 
n  the  part  of  the  bank  to  keep  the  percentage  of  Government  guaranty  at  a 
minimum. 

^  Some  such  procedure,  as  I  have  outlined,  is  followed  in  the  so-called  V-loan 
ogram  of  the  War  and  Navy  Departments,  operated  in  cooperation  with  the 
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Federal  Reserve  System.    I  believe  it  could  be  readily  adapted  as  a  practical 
solution  to  the  reconversion  problem. 

I  do  not  wish  to  burden  your  committee  with  unnecessary  details.  Suffice  it 
to  sav  that  it  is  my  conviction  that  the  solution  to  the  problem  of  reconversion  does 
not  lie  in  allowing  reserves  for  this  purpose  in  the  renegotiation  of  war  contracts. 
For  reasons  I  have  discussed,  it  would  be  a  serious  mistake  if  the  law  were 
amended  in  this  respect.  Other  solutions  to  the  problem  must  be  found.  I  have 
suggested  one  which  I  hope  you  agree  merits  exploration. 

Mr.  Lynch.  Mr.  Chairman,  I  should  like  to  ask  Mr.  Kockey  a  few 

questions. 

Mr.  Cooper.  Without  objection,  Mr.  Rockey  will  resume  the  stand 
and  Mr.  Lynch,  of  New  York,  will  inquire. 

STATEMENT  OF  HON.  K.  H.  KOCKEY— Resumed 

Mr.  Lynch.  Mr.  Rockey,  this  morning  I  said  that  in  my  opinion 
this  attempt  to  amend  the  renegotiation  law  so  as  to  provide  for  rene- 
gotiation only  after  taxes  and  after  a  set-up  of  reserves,  was,  in  effect, 
to  Rumlize  the  renegotiation  law  for  the  benefit  of  these  companies 
that  have  made  excess  profits  out  of  the  war.  That  opinion  was 
strengthened  by  the  questions  that  were  last  asked,  just  before  we 

Now,  in  all  your  experience  as  a  successful  businessman,  from  1916 
to  1943,  had  you  at  any  time  prior  to  3  minutes  before  the  morning 
session  ended,  ever  heard  that  profits  were  a  part  of  the  cost? 

]Vlr  Rockey.  No.  sir. 

Mr.  Lynch.  And  had  you  at  any  time  ever  heard  that  profits,  being 
a  part  of  the  cost,  ergo,  taxes  paid  out  of  profits  were  a  part  of  the 

cost? 
IVlr  Rockey  No  sir. 
Mr.  Lynch.  Now,  if  you  had  no  profits,  you  would,  of  course,  pay 

no  taxes;  is  that  correct? 

J^r  Rockey.  Yes  sir. 

Mr.  Lynch.  Nevertheless,  you  would  have  to  pay  the  cost  of  produc- 
tion in  any  event ;  is  that  right? 

IVTr  Rockey   Y'es  sir. 

Mr.  Lynch.  And  that  cost  of  production  would  cover  those  items 
which  you  mentioned  this  morning;  cost  of  material,  cost  of  labor, 
management  overhead— they  would  constitute  probably  all  the  cost 
of  production ;  is  that  right  ? 

Mr.  Rockey.  Generally,  yes. 

Mr.  Lynch.  That  is  all. 

Mr.  Dewey.  Mr.  Chairman 

Mr.  Cooper.  The  gentleman  from  Illinois  is  recognized. 

Mr.  Dewey.  Mr.  Chairman,  while  I  have  been  very  much  impressed 
with  the  statement  of  my  colleague  from  New  York,  he  used  the 
expression,  "Rumlize  taxes."  I  would  like  to  draw  his  attention  to 
the  fact  that  the  Ruml  Plan  only  applied  to  personal  income  taxes 
and  not  corporation  taxes.  - 

Mr.  Lynch.  Mr.  Chairman,  if  I  may  respond  to  my  distmguisliea 
colleague  from  Illinois,  the  attempt  is  now  being  made  to  give  wind- 
falls to  the  corporations,  just  as  the  Ruml  plan  gave  windfalls  to  those 
individuals  who  paid  high  taxes.  That  is  the  reason  I  call  it  Rumlizing 
the  renegotiation  plan. 


Mr.  Cooper.  Are  there  any  further  questions? 

Mr.  Disney.  I  should  like  to  ask  a  question,  Mr.  Chairman. 

Mr.  Rockey,  as  I  understand.  Treasury  regulations  require  that  re- 
payments for  conversion  be  made  a  part  of  the  gross  income.  Are 
you  familiar  with  that  ?  The  money  must  be  returned  as  part  of  the 
gross  income. 

Mr.  Rockey.  You  are  referring  to  conversion  costs? 

Mr.  Disney.  Yes,  payments  by  the  Government. 

Mr.  Rockey,  Yes,  that  is  true. 

Mr.  Disney.  That  is,  under  the  Treasury  regulations.  What  is 
your  opinion  of  that  ? 

Mr.  Rockey.  I  think  it  is  correct. 

Mr.  Disney.  You  agree  with  that  regulation  ? 

Mr.  Rockey.  Yes,  sir. 

Mr.  Disney.  Very  well. 

Mr.  Cooper.  We  thank  you  for  your  appearance  and  the  valuable 
information  you  have  given  the  committee. 

Mr.  Rockey.  Thank  you. 

Mr.  Cooper.  The  next  witness  appearing  on  the  calendar  is  Mr. 
John  R.  PauU,  representing  the  Maritime  Commission. 

Mr.  Paull,  please  come  forward  and  give  your  name  and  address, 
and  the  capacity  in  which  you  appear  for  the  benefit  of  the  record. 

STATEMENT  OF  HON.  JOHN  R.  PAULL,  MEMBER  OF  THE  PRICE 
ADJUSTMENT  BOARD,  MARITIME  COMMISSION 

Mr.  Paull.  Mr.  Chairman  and  gentlemen : 

My  name  is  John  R.  Paull.  I  am  a  member  of  the  Price  Adjustment 
Board  of  the  Maritime  Commission.   The  address  is  Hotel  Statler. 

Mr.  Cooper.  Would  you  prefer  to  make  your  main  statement  with- 
out interruption,  answering  questions  later,  Mr.  Paull  ? 

Mr.  Paull.  I  have  no  main  statement  to  make.  Commander  Ryd- 
strom,  who  had  planned  to  be  here,  is  not  here.  He  is  away  on  his  vaca- 
tion. Probably  you  would  rather  hear  him  than  to  hear  me,  but  I 
should  be  glad  to  go  on,  if  you  care  to  have  it  that  way. 

Mr.  Cooper.  I  am  sure  it  would  be  agreeable  to  the  committee  for 
you  to  proceed  in  your  own  way,  and  if  the  commander  desires  to  be 
heard  when  he  returns,  and  the  hearings  have  not  yet  been  closed,  I  am 
sure  the  committee  would  be  glad  to  hear  him. 

Without  objection,  you  will  be  recognized,  and  you  may  proceed 
without  interruption  until  you  have  completed  your  statement. 

Mr.  Paull.  I  have  no  statement,  Mr.  Chairman,  I  should  be  glad  to 
answer  any  questions  you  may  care  to  ask  me. 

Mr.  Cooper.  Are  there  any  questions  ? 

There  does  not  seem  to  be  any.  If  you  do  not  care  to  make  a  state- 
ment now,  you  may  arrange  with  the  clerk  for  the  appearance  of  the 
commander  when  he  returns. 

Mr.  Paull.  Thank  you. 

^Ir.  Cooper.  The  next  witness  on  our  calendar  is  the  Hon.  Jesse 
Jones,  the  Secretary  of  Commerce.  The  Chair  understands  that  Mr. 
Jones  has  not  yet  arrived  and  without  objection  the  committee  will 
stanrl  in  recess  until  the  arrival  of  Mr.  Jones. 

(Whereupon  the  committee  took  a  recess.) 
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Mr.  Cooper  (presiding).  The  next  witness  on  the  calendar  is  the 
Honorable  Jesse  Jones,  Seci^tary  of  Commerce. 

STATEMENT  OF  HON.  JESSE  H.  JONES,  SECRETARY  OF  COMMERCE 

Mr.  Cooper.  Mr.  Jones,  do  you  desire  to  make  your  main  statement 
without  interruption  and  answer  questions  later? 

Secretary  Jones.  I  have  a  little  file  that  1  mio:ht  put  in  tlie  recoid, 
which  includes  some  of  our  observations  in  the  Department,  the  R.  F. 
C.  particularly,  and  the  correspondence  that  we  have  liad  in  connec- 
tion with  it  with  other  Departments.  I  can  put  it  in  the  record  and 
then  answer  questions. 

Mr.  Cooper.  Have  you  any  istatement  that  you  would  Jike  to  make, 
in  your  own  way,  before  questions  are  asked  by  members  of  the  com- 

mittee  ^ 

Secretary  Jones.  I  think  it  would  be  a  little  better  if  you  would 
ask  questions.  I  am  not  very  well  acquainted  with  your  procedure 
or  with  the  subject.  •  .  . 

Mr.  Cooper.  It  is  usually  customary  for  the  witness  appearing  to 
make  such  statement  as  he  desires  to  make,  and  then  members  ask 
*ny  questions  that  they  may  desire  to  ask. 

Secretary  Jones.  I'have  a  little  prepared  statement  here. 

Mr.  Cooper.  All  right.  You  are  recognized  to  present  your  pre- 
pared statement. 

Secretary  Jones.  Mr.  Chairman,  I  am  here  today  m  response  to  a 
request  received  from  the  clerk  of  this  committee  that  a  representative 
of  the  K.  F.  C.  appear  before  the  Committee  and  give  any  views 
and  information  R.  F.  C.  may  have  on  the  subject  of  the  renegotiation 

of  war  contracts.  . 

Since  the  contracts  of  the  R.  F.  C.  subsidiaries— Defense  1  lant  Cor- 
poration, Metals  Reserve  Company,  Defense  Supplies  Corporation, 
and  Rubber  Reserve  Companv— were  made  subject  to  tlie  renegotia- 
tion statute  onlv  recently,  and  we  are  just  now  comi^leting  our  organi- 
zati(m  and  preliminary  plans  for  ctmducting  renegotiation  i)riK'ee(l- 
m^rs  I  do  not  believe  there  is  much  that  I  can  contribute  to  your  hear- 
ings'on  this  subject.  I  will  explain  briefly  the  manner  in  which  tne 
contracts  of  the  four  R.  F.  C.  subsidiaries  were  brought  witlnn  tlie 
statute  and  the  type  of  organization  and  procedure  which  has  been 
established  for  the  renegotiation  of  those  contracts.  Following  this.  1 
shall  be  glad  to  try  to  answer  any  questions  the  members  of  the  com- 
mittee may  desire  to  ask.  ,.  ,  X-  ^-^n 

I  understand  that  the  question  of  amending  the  renegotiation 
statute  to  include  the  contracts  of  the  four  R.  F.  C.  subsidiaries  tirst 
arose  when  it  was  found  that  a  substantial  portion  of  the  business 
done  by  contractors  or  subcontractors  being  renegotiated  by  the  War 
or  another  Department  subject  to  the  statute  was  covered  by  contracts 
with  the  Defense  Plant  Corporation  or  one  of  the  other  R.  F.  C.  sub- 
sidiaries and  therefore  not  subject  to  renegotiation.  Ofttimes,  the 
contiacts  with  D.  P.  C.  and  the  War  Department  were  practically 
identical,  and  certainly  it  was  not  logical  for  some  of  them  to  be  sub- 
iect  to  renegotiation  and  some  not.  The  first  official  inquiry  I  belieye 
we  had  about  the  subject  came  from  the  House  Xaval  Affairs  Investi- 


(fjiting  Committee  which  was  planning  to  hold  hearings  on  the  subject 
of  renegotiation  last  June.  In  connection  with  that  inquiry,  I  ad- 
,''-  od  a  ]et*^or  under  date  of  June  9  to  the  Honorable  Carl  Vinson, 
chairman  of  that  committee,  copy  of  which  is  attached  as  exhibit  A, 
in  which  I  stated  tliat  the  R.  F.  C.  agencies  have  endeavored  to  pro- 
vide every  safeguard  that  could  have  been  taken  at  the  time  their 
contracts  were  originally  negotiated  to  prevent  excessive  or  unan- 
tiripated  profits,  but  that  specific  authority  would  appear  to  be  desir- 
able to  renegotiate  any  contracts  in  which  an  error  in  judgment  or  a 
chnnge  in  conditions  would  otherwise  result  in  excessive  or  unantici- 
pated profits. 

After  the  hearings  by  the  House  Naval  Affairs  Investioating  Com- 
mittee had  begun,  but  before  they  were  concluded,  an  amendment  was 
added  on  the  floor  of  the  House  to  the  Military  Appropriations  Act 
of  1944  which  would  have  brought  the  contracts  of  Defense  Plant 
Corporation  and  Defense  Supplies  Corporation  within  the  statute. 
Wt'  sought  to  have  some  clarifying  changes  made  in  the  amendment 
and  on  June  24,  1943,  our  general  counsel  addressed  a  letter  to  the 
Honorable  Elmer  Thomas,  chairman  of  the  Senate  Appropriations 
Coniniittee,  copy  of  which  is  attached  as  exhibit  B. 

The  Senate  Appropriations  Committee  struck  the  House  amendment 
and  (lid  not  include  in  the  bill  as  reported  any  of  the  amendments 
which  had  been  suggested  by  the  general  counsel  of  R.  F.  C.  The 
amendment  suggested  for  use,  in  tlie  event  the  Congress  wished  to 
make  subject  to  renegotiations  the  R.  F.  C.  subsidiary  contracts  under 
which  final  payment  had  not  been  made  prior  to  April  28,  19-12,  was 
added  in  conference  on  the  Military  Appropriations  Act  of  1944. 
I  cull  attention  to  this  particularly  since  it  seems  to  me  to  clearly 

idence  the  intention  of  the  Congress  that  the  amendment  was  to  be 


ev 


retroactive  in  its  application  to  the  contracts  of  the  four  R.  F.  C.  sub- 
>idiaries. 

Each  of  the  R.  F.  C.  subsidiaries,  the  contracts  of  which  have  been 
made  subject  to  renegotiation,  has  executed  the  usual  type  of  dele- 
ctation to  the  War,  Navy,  and  Treasury  Departments,  the  Maritime 
C'ommission,  and  the  War  Shipping  Administration,  whereby  those 
a«rencies  may  include  the  contracts  of  the  R.  F.  C.  agencies  as  to  any 
contractor  assigned  to  them  for  renegotiation.  Assignments  among 
the  Departments  are  usually  on  the  basis  of  the  predominant  interest, 
iliose  agencies  on  the  other  hand  have  executed  similar  delegations 
to  the  R.  F.  C.  subsidiaries. 

In  order  to  maintain  centralized  c(mtrol  and  uniformity  with  respect 
to  their  problems  and  policies  of  renegotiation,  each  of  the  R.  F.  C.  sub- 
sidiaries has  delegated  all  of  the  authority  conferred  on  it  by  the 
^atute  to  a  joint  board  known  as  the  R.  F.  C.  Price  Adjustment  Board. 
Ijns  Board,  composed  of  the  ^\e  members  of  the  Board  of  Directors 
«T  the  R.  F.  C,  is  headed  by  Mr.  Charles  T.  Fisher,  Jr.,  chairman. 
I  Ills  Board  makes  all  interpretations  and  decides  all  questions  of 
policy.  It  will  pass  judgment  and  approve  all  closing  agreements  and 
'^  the  board  of  final  appeal. 

Tlie  major  portion  of  the  responsibility  of  conducting  renegotiation 
pi'oceedings  is  vested  in  a  review  committee.  Mr.  R.  C.  Patterson, 
Tornierly  Chief  Budget  Examiner  of  the  Bureau  of  the  Budget,  and 
^^  Chief  Administrative  Officer  for  the  R.  F.  C.  Price  Adjustment 
*^oard,  has  been  designated  chairman  of  this  review  committee. 
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As  soon  as  the  contracts  of  the  four  R.  F.  C.  suhsidianes  were  made 
subject  to  renegotiation,  we  immediately  assigned  several  good  men 
to  each  of  the  Departments  that  had  been  organized  and  were  conduct- 
ing renegotiation  proceedings  under  the  statute.  The  attorneys  and 
personnel  of  those  departments— War,  Navy,  and  Treasury  Depart- 
ments, the  Maritime  Conmiission,  and  the  War  Shipping  Admmistra- 
tion— have  been  most  helpful  and  cooperative  in  assistmg  our  people 
in  familiarizing  themselves  with  the  policies  and  procedures  of  renego- 
tiation.  We  expect  to  follow  generally  the  policies,  procedures  and 
interpretations  made  bv  the  other  Departments.  However,  a  question 
has  arisen  with  reference  to  the  interpretation  of  the  raw  materials 
exemption  made  bv  the  joint  statement  dated  March  31, 1943,  issued  by 
the  Secretaries  of  War,  Navy,  and  Treasury  and  the  Chairman  of  the 
Maritime  Commission. 

Subsection  (i)  (1)  (ii)  provides  that  the  statute  shall  not  apply  to 
any  contract  or  subcontract  for  the  products  of  a  mine,  oil  or  gas  well, 
or  other  mineral  or  natural  deposit,  or  timber,  which  has  not  been 
processed,  refined  or  treated  beyond  the  first  form  or  state  suitable 
for  industrial  use,  and  authorizes  the  "seci^taries"  by  joint  regulation 
to  define,  interpret,  and  apply  that  exemption.  Attached,  as  exhibit  C, 
is  a  copy  of  the  joint  regulation  promulgated  by  the  '\Secretaries"  as 
of  Februaiy  1, 1943,  as  it  api^ears  in  the  Joint  Statement  of  Purposes, 
Principles,  Policies,  and  Interpretations,  published  on  March  31, 1943, 
by  the  War,  Navy,  and  Treasury  Departments  and  the  Maritime 
Cfommission. 

My  position  with  respect  to  the  interpretation  of  the  raw  materials 
exemption  is  that  the  R.  F.  C.  Price  Adjustment  Board  should  not  be 
precluded  from  the  possibility  of  renegotiating  contracts  for  raw  ma- 
terials. Such  contracts  have  been  handled  for  the  Government  in  large 
measure  by  the  subsidiaries  of  R.  F.  C.  just  brought  under  the  rene- 
gotiation statute  and  I  feel  that  in  all  fairness  to  the  many  thousands 
of  companies  subject  to  renegotiation,  the  field  of  raw  materials  con- 
tracts should  not  be  excluded  by  blanket  exemption.  I  also  feel  that 
there  is  serious  question  whether  Congress  intended  raw  materials  to 
be  exempt  through  the  ingot  stage.  There  is  considerable  evidence 
that  Congress  Intended  the  raw  materials  exemption  to  go  little  further 
than  the  depletion  line.  Attached  as  exhibits  D  and  E  are  copies  of 
letters  I  addressed  to  Hon.  Robert  P.  Patterson,  Under  Secretary  of 
War,  on  Julv  20  and  August  5.  Attached  also,  as  exhibit  F,  is  Judge 
Patterson's  reply  of  xUigust  12  in  which  he  stated  that  the  matter  was 
one  that  should'be  changed,  if  at  all,  by  legislative  action  rather  than 
a  reversal  of  the  administrative  interpretation  now  in  effect  and  applied 
in  a  very  larsje  number  of  pending  and  completed  cases.  By  letter 
dated  September  7,  1943,  copy  of  which  is  attached  as  exhibit  G,  1 
advised  Judge  Pattei-son,  in  part,  as  follows : 

Since  you  and  the  other  Departments  are  unwilling  to  change  the  Joint 
Statement  by  administrative  action  so  as  to  permit  the  renegotiation  of  co^ 
tracts  for  the  purchase,  production  or  manufacture  of  raw  materials,  we  are 
willing,  in  order  to  provide  a  uniform  workable  basis  for  all  Departments 
concerned,  to  have  the  renegotiation  proceedings  of  1942  transactions  by  tne 
R  F.  C.  Price  Adjustment  Board  conducted  in  accordance  with  such  JO»i» 
Statement.  This  would  be  with  the  understanding,  however,  that  you  wouio 
join  me  in  recommending  appropriate  legislative  action  by  Congress  to  reinove 
any  doubt  as  to  our  authority  to  renegotiate  raw  materials  contracts,  oj^ji 
recommendation  would  contemplate  that  any  modification  in  the  existing  niter 


pretation  of  the  statute  would  become  effective  with  the  commencement  of 
renegotiation  proceedings  as  regards  1943  transactions. 

The  matter  of  the  raw  materials  exemption,  therefore,  is  one  that 
should  be  brought  to  the  attention  of  the  Congress  and  I  am  hopeful 
that  all  nine  of  the  agencies,  including  the  four  R.  F.  C.  subsidiaries, 
now  subject  to  the  renegotiation  statute,  will  be  able  to  agree  upon 
a  recommendation  in  that  regard. 

Mr.  Knutson.  You  referred  to  a  blanket  exemption  in  the  field  of 
raw  materials,  and  I  understood  you  t-o  say  that  covered  only  a  cer- 
tain stage.    What  is  that  stage? 

Secretary  Jones.  That  is  through  the  ingot  stage;  that  is  in  metals, 
through  the  raw  material  stage,  which  has  not  been  worked  up. 

The  War  Department  felt  that  where  it  was  hampered  in  that  way 
hecause  every  decision  would  mean  a  great  many  people  would  handle 
them  and  they  are  disinclined  to  do  that. 

On  the  other  hand  we  think  if  we  have  a  job  to  do  which  has  been 
brought  under  this  act  we  should  not  be  precluded  from  renegotiat- 
ing contracts  which  should  be  renegotiated,  if  we  have  any  such.  We 
have  a  great  many  contracts  which  are  going  through,  and  if  we 
should  find  out  that  any  of  them  might  be  or  should  be  renegotiated 
we  do  not  want  to  be  precluded  from  the  right  to  do  that  by  this 
regulation  issued,  according  to  law,  by  these  four  secretaries. 

The  Chaibman.  I  was  not  able  to  be  here  when  you  began  your 
statement,  Mr.  Secretar3^  Do  you  make  any  recommendations  as 
to  amendments  to  the  present  act  ? 

Secretary  Jones.  We  would  like  to  have  an  interpretation  of  the  act, 
probably  by  Congress.  Secretary  Patterson  does  not  want  to  change 
their  findings  in  regard  to  metals  in  the  ingot  stage,  that  they  should 
be  exempt.  We  would  not  like  to  have  them  exempt  as  far  as  the  ingot 
staffe.  We  do  not  know  whether  we  have  contracts  for  metals  that 
ouf3it  to  be  renegotiated. 

We  have  a  great  many  service  contacts.  We  are  operating  a  great 
many  plants,  or  industry  is  operating  these  plants  for  us. 

The  Chairman.  Do  I  understand  correctly  that  there  is  no  full 
agreement  between  the  War  Department  and  the  Na^^  Department 
and  your  department  as  to  just  where  the  line  should  be  drawn  as 
to  what  you  have  just  stated  ? 

Secretary  Jones.  That  applies  to  these  metals.  We  do  have,  for 
instance,  a  service  contract  and  have  a  corporation  operating  a  plant 
tor  our  account,  at  our  expense.  It  may  be  that  some  of  those  con- 
tracts need  to  be  renegotiated,  but  we  do*^not  know. 

The  Chairman.  Do  you  not  feel  that  the  Government  and  the  con- 
tractors should  be  on  the  same  basis,  so  far  as  the  provision  of  law  is 
concerned  as  to  the  renegotiation  of  contracts,  so  that  there  will  not  be 
any  hardship  worked  on  the  contractor,  and  that  he  should  be  in  the 
same  position,  so  far  as  having  hio  contract  renegotiated  is  concerned, 
^s  the  Government  ? 

Secretary  Jones.  I  should  certainly  think  so.    I  think  if  it  is  good 
^^^f^ie  goose  it  is  good  for  the  gander. 

Mr  Disney.  This  matter  in  connection  with  the  exemption  of  metals 
was  brought  up  in  the  Senate ;  the  discussion  was  brought  up  in  the 
^^nate  and  it  never  had  any  discussion  before  this  committee.    It  was 
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practically  done  in  conference,  when  the  Senate  amendment  came 

over. 

It  seems  to  me  that  in  connection  with  a  thing  that  is  as  important 
as  this,  your  Department,  taking  that  position  ought  to  communicate 
with  the  commiUee,  giving  the  reasons  why  in  your  judgment  the 
change  should  be  made.  I  can  understand  Secretary  Patterson's  posi- 
tion, as  to  why  it  is  in  the  law. 

Secretary  Jones.  Yes,  and  they  made  the  regulations ;  they  made  the 
requirements  and  they  have  renegotiated  a  number  of  those  contracts 
that  included  manv  things  that  have  been  purchased  by  the  R.  F.  C. 
Naturally  they  do  not  want  to  renegotiate  all  of  those  contracts,  they 
should  not  have  to,  even  though  there  might  be  some  that  should  be. 
But  we  should  not  be  precluded  from  renegotiating  a  contract  if  it  is 
proved  that  it  should  be  renegotiated. 

Mr.  Disney.  How  soon  could  you  have  such  a  statement  as  I  sug- 
gested  before  the  committee  setting  forth  your  reasons? 

Secretary  Jones.  We  could  do  that  pretty  soon.    It  would  not  take 

us  long. 

We  have  had  a  good  many  talks  with  the  departments;  I  have  had 
several  with  Secretarv  Patterson.  He  is  out  of  the  country  for  the 
time  being.  But  he  lias  indicated  that  if  there  should  be  a  change  it 
should  be  made  by  Congress  and  that  the  committee  should  not  be 
lequired  to  reverse  itself,  and  of  course  they  would  control;  we  cannot 
require  them  to  change  because  they  are  in  the  majority.  We  have 
four  agencies  and  they  have  five. 

Mr.  Disney.  Does  "he  indicate  that  it  should  be  retroactive? 

Secretary  Jones.  I  do  not  think  so.  I  do  not  recall  all  the  dis- 
cussions we  have  had.  But  there  is  a  tremendous  amount  of  work 
involved  in  it,  and  it  not  only  takes  the  time  of  the  committee  donig 
the  work,  but  it  takes  the  time  of  the  industry  being  renegotiated,  and 
1  would  not  favor  going  back  and  opening  up  contracts  that  have 
already  been  concluded,  with  the  idea  that  they  should  be  renegotiated. 
I  think  there  would  be  more  of  a  disadvantage  in  doing  that  than 
there  would  be  an  advantage. 

Mr.  Knutson.  Does  the  R.  F.  C.  try  to  follow  the  Army  and  Navy 
renegotiation  policies  as  set  out  in  general  statements  published  by 
the  Army  and  Navv  Departments,  or  do  you  have  a  composite  state- 
ment made  up  to  be  in  line  with  the  R.  F.  C.  ideas?  Do  you  just 
follow  the  Army  and  Navy  policies? 

Secretary  Jones.  We  will  have  to  unless  Congress  gives  us  a  dif- 
ferent interpretation. 

Mr.  Knutson.  You  mean  you  will  have  to  fall  in  hne  with  tne 
other  departments  ? 

Secretary  Jones.  Yes,  sir;  because  they  control,  they  have  a  ma- 

ioritv* 

Mi*.  Knutson.  I  understood  you  to  say  you  consolidated  the  various 

agencies  of  the  R.  F.  C.  which*  had  the  power  to  renegotiate  into  one 

group.  ^    „    ^  •       *v,fl 

Secretary  Jones.  The    Directors    of   the   R.  F.  C.  comprise  tne 

R    F.  C.  Price  Adjustment  Board  and  they  will  act  through  Mr. 

Patterson.  The  Directors  of  the  R.  F.  C.  will  make  all  final  decisions. 
Mr.  Knutsox.  I  understood  you  to  say  vou  had  had  several  agencie> 

down  there  empowered  to  renegotiate  and  that  then  you  consolidated 

them  into  one  group. 


Secretary  Jones.  We  named  one  Price  Adjustment  Board  for  the 
four  R.  F.  C.  agencies  made  subject  to  renegotiation. 

Mr.  Knutson.  That  is  much  more  satisfactory  than  if  you  had  four 
or  five  agencies  operating. 
Secretary  Jones.  Yes. 

Mr  Knutson.  What  is  your  idea  as  to  the  grouping  of  all  renego- 
tiating agencies  into  one  body  so  you  might  have  uniformity  of 
treatment  ? 

Secretary  Jones.  I  think  you  have  that  now.    In  other  words,  as  I 
understand  it  the  agency  having  the  predominant  interest  in  the  con- 
tract renegotiates  the  contract  for  all  of  them. 
Mr.  Knutson.  That  is  my  understanding. 

Secretary  Jones.  We  have  an  interest  in  a  good  many  of  these  con- 
Iracts,  and  the  thing  we  are  talking  about  here  is  only  one  thing. 
What  do  they  mean  when  they  say  you  cannot  go  back  of  the  ingot 
metals  ?  Here  is  aluminum  in  ingot  form,  and  steel  and  probably  lead 
and  other  metals.  We  also  have  these  service  contracts  under  w^hich 
industry  is  operating  plants  for  our  account.  We  have  not  found 
anything  there  to  make  it  necessary  to  renegotiate,  but  we  w^ould  not 
like  to  be  precluded. 

Mr.  Knutson.  You  think  it  would  make  for  greater  satisfaction  and 
efficiency  if  all  of  these  various  groups  of  the  Army,  the  Navy,  the 
R.  F.  C,  and  the  merchant  marine  were  all  grouped  into  one  body? 
Secretary  Jones.  I  think  that  is  the  way  we  have  it. 
Mr.  Knutson.  We  have  had  the  head  oithe  War  Dejiartment  renego- 
tiating group  before  us  all  day  yesterday,  and  today  we  have  had  Mr. 
Rockey,  of  the  Navy  Department,  and  he  holds  a  similar  position  with 
the  Njivy  Department.    And  you  have  a  man  in  the  R.  F.  C.  who  holds 
a  similar  position. 
Secretary  Jones.  Yes. 
Mr.  Knutson.  Who  is  he  ? 

Secretary  Jones.  Mr.  Charles  T.  Fisher,  Jr.,  is  Chairman  of  our 
Price  Adjustment  Board. 

Mr.  Knutson.  He  is  therefore  the  head  of  three  different  groups. 

I  understand  there  are  six  or  seven  of  them  empowered  to  renegotiate. 

Secretary  Jones.  I  think  that  part  is  all  right,  because  if  the  Army 

has  a  To-percent  interest  in  the  contracts  of  a  particular  contractor, 

then  I  think  the  Army  should  renegotiate  that  contractor. 

Mr.  Knutson.  There  is  no  dispute  about  that  under  the  present 
arrangement.  But  you  take,  for  instance,  a  company  that  has  Navy 
contracts,  Army  contracts,  and  R.  F.  C.  contracts,  none  of  them  re- 
lated in  any  way;  that  would  require  three  different  renegotiations 
^ith  three  different  bodies,  as  I  understand  the  set-up. 
Secretary  Jones.  No  ;  only  one. 

Mr.  Knutson.  No;  I  do  not  think  so.  Of  course,  I  would  not 
Jant  to  take  issue  with  you  because  you  know  more  about  it  than  I 
^0.  but  this  company  we  will  say  has  three  distinct  contracts,  one  for 
oattloships,  in  one  of  their  yards,  one  for  armament  in  another  yard. 
and  one  for  merchant  vessels  in  a  third  yard.  It  would  seem  to  me 
^nat  there  are  three  distinct  contracts  there  and  that  will  involve  three 
tiistinct  renegotiations  with  three  distinct  and  separate  bodies. 

J5ecretary  Jones.  As  I  understand  it,  that  agency  that  has  the  pre- 
^oniinant  interest,  so  far  as  renegotiation  is  concerned,  has  all  of  the 
renegotiating. 
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Mr.  Knutson.  Suppose  two  of  the  contracts  were  made  by  subsidi- 
aries  of  the  parent  company;  who  would  serve  in  connection  with 
those  three  renegotiations  there? 

Secretary  Jones.  You  mean  the  subsidiaries 

Mr.  Knutson.  Of  the  parent  corporation.  Take,  for  instance,  a 
corporation  like  Bethlehem  Steel.  They  build  battleships  in  one  yard 
and  their  subsidiary  builds  the  armament  in  another  yard,  and  in  a 
third  location  they  build  merchant  vessels.  There  are  three  different 
companies  all  interrelated,  and  they  do  business  with  three  different 

groups.  .   . 

It  w^ould  seem  to  me — and  I  am  asking  for  your  opmion— that  if 
we  grouped  them  all  into  one  body,  you  would  have  there  the  repre- 
sentatives  of  the  Army,  the  Navy,  the  R.  F.  C,  the  merchant  marine, 
and  so  on,  and  then  you  would  have  uniformity  of  treatment ;  would 

you  not?  T/?   1 

Secretary  Jones.  It  would  seem  so.  But  I  do  not  teel  quahhed  to 
answer  your  question  as  I  know  so  little  about  the  subject  you  refer  to. 

Take,*  for  instance,  the  Bethlehem  Steel.  They  are  serving  three 
different  agencies  in  three  different  kinds  of  contracts.  That  is  not 
under  the 'operation  of  the  R.  F.  C,  but  we  know  more  about  our 
contracts  than  the  Maritime  Commission  or  the  War  Department  or 
the  Navy  Department,  and  if  we  had  one  body  domg  all  of  the  re- 
negotiatmg  there  certainly  should  be  sitting  with  that  body  a  repre- 
sentative of  each  agency  involved. 

Mr.  Knutson.  I  should  think  so. 

Secretary  Jones.  That  would  be  necessary. 

Mr.  Knutson.  Let  me  ask  you  one  more  question :  Do  you  figure,  in 
doing  Government  work  or  any  kind  of  work,  that  taxes  are  a  legiti- 
mate cost  of  production,  like  materials  and  labor  ? 

Secretary  Jones.  You  mean  the  taxes  should  be  a  part  of  the  cost! 

Mr.  Knutson.  Yes. 

Secretary  Jones.  I  do  not.  . 

Mr.  Knutson.  I  am  just  wondering  how  a  concern  could  subnut 
figures  with  any  degree  of  certainty  without  taking  either  too  big  a 
risk,  or  figuring  too  high  a  price,  without  taxes  being  taken  into 
consideration  as  an  item  of  cost. 

Secretary  Jones.  I  think  in  that  situation  the  Government  would  be 
paying  the  man's  taxes.  If  he  makes  money  he  pays  taxes,  and  if  he 
does  not  he  will  not  pay  any  taxes. 

Mr.  Knutson.  Does  not  ever>'  private  concern  figure  that  as  a  part 
of  the  operating  expenses? 

Secretary  Jones.  They  certainly  should  not. 

Mr.  Knutson.  I  think  this  is  the  first  time  you  and  I  have  ever 
disagreed,  except  on  politics. 

Secretary  Jones.  I  do  not  think  we  disagree  very  niuch.  It  all 
depends  on  how  much  earnings  are  allowed  on  your  capital.  If  you 
want  to  get  a  fixed  amount  of  earning  on  your  capital  and  have  a  profit, 
jou  have  that  much  left. 

Mr.  Knutson.  You  should  be  permitted  to  do  that,  should  you  not, 
and  get  for  capital  a  reasonable  return,  and  for  labor. 

Secretary  Jones.  I  think  capital  should  have  a  reasonable  return. 

Mr.  Knutson.  If  you  do  not  pay  taxes  there  is  no  assurance  that 
you  will  have  a  reasonable  return. 


Secretary  Jones.  If  you  do  not  make  any  money  you  will  not  pay 
any  taxes. 

Mr.  Knutson.  That  is  true,  but  suppose  you  pay  money  in  the  form 
of  taxes  that  you  really  should  have  paid  out  in  dividends,  then  some- 
body suffers ;  naturally  it  is  the  stockholder  who  has  his  money  invested 
in  the  business. 

AH  of  the  people  with  whom  I  have  discussed  it  seem  to  feel  that 
renegotiation  should  be  had  after  taxes. 

Secretary  Jones.  I  do  not  believe  I  would  subscribe  to  that.  I  think 
rene<2:otiation  should  be  intended  to  allow  a  fair  profit. 

Mr.  Knutson.  What  do  you  mean  by  a  fair  profit?  Would  that 
include  taxes  ? 

Suppose  your  profit  on  a  job  is,  say  $50,000.  You  are  a  small  con- 
cern and  you  have  devoted  your  whole  time  to  production  of  war 
materials.  Your  profits  for  the  year  were  $50,000,  and  your  taxes 
to  the  Government,  say,  were  $50,000. 

Secretary  Jones.  That  could  not  be. 

Mr.  Knutson.  If  you  figured  on  a  very  close  margin — we  have  been 
told  that  sort  of  thing  by  people  who  have  taken  on  jobs  at  an  actual 
loss. 

Secretary  Jones.  That  is  all  right,  but  he  would  not  pay  any  taxes. 

Mr.  Knutson.  If  he  made  $50,000  and  that  only  represented  2  or  3 
percent  before  taxes,  you  can  readily  appreciate  that  by  tlie  time  you 
paid  your  taxes  you  would  not  be  able  to  pay  any  dividends,  or  at 
least  very  small  dividends,  if  any. 

Secretary  Jones.  You  made  $50,000  before  taxes  you  would  have 
$30,000  left  under  the  present  law. 

Mr.  Knutson.  I  just  use  that  figure  as  an  illustration.  You  do  not 
take  into  consideration  the  excess  profits  tax,  however. 

We  have  been  told  here  of  cases  where  they  have  taken  jobs  practi- 
cally at  cost,  and  I  think  you  expressed  yourself  as  being  in  favor  of 
renegotiating  such  cases. 

Secretary  »Jones.  No- 
Mr.  Knutbon.  It  looks  to  me  that  taxes  are  just  as  much  an  item  of 
operation  as  labor  or  material. 

Secretary  Jones.  You  asked  me  about  a  fair  return  on  invested 
capital  after  taxes. 

Mr.  Knutson.  Yes ;  after  taxes. 

Secretary  Jones.  Then  his  profits  should  be  such,  in  your  opinion, 
that  after  paying  taxes  he  would  have  this  fair  return. 

Mr.  Knutson.  Yes. 

Secretary  Jones.  I  do  not  think  anybody  disagrees  with  that. 

Mr.  Knutson.  Say  that  in  1942  a  concern  entered  into  a  contract  in 
^ebrnary  to  do  certain  work  for  the  Government  at  a  certain  price. 
At  that  time  the  normal  tax  was  30  percent.  In  October  the  Presi- 
dent signed  a  tax  bill  raising  that  figure  to  40  percent.  There  is  10 
percent  right  there. 

Certainly  that  man  could  not  have  foreseen  this  increase  at  the  time 
^e  made  the  contract,  could  he  ? 

Secretary  Jones.  No  ;  he  certainly  could  not. 

Mr.  Knutson.  Unless  he  is  closer  to  Morgenthau  than  I  am. 

^^hould  not  some  adjustment  be  made  in  a  case  like  that? 

Secretary  Jones.  No  ;  I  think  that  since  we  have  a  war 
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Mr.  Kni  TsoN.  We  have  a  war  today,  and  we  are  taking  chances.  I 
do  not  think  it  is  fair  to  the  people  to  pass  retroactive  taxes,  We 
passed  a  tax  bill  in  October  and  dated  it  back  to  January.  I  think 
the  people  should  know  what  they  have  to  pay,  in  advance. 

Secretary  Jones.  I  do  not  believe  there  is  a  great  deal  of  difference 
in  our  points  of  view.  There  may  be  a  difference  in  explaining  them 
or  analyzing  them. 

Mr.  Knutson.  I  am  just  an  ordinai-y  country  newspaperman  and 
probably  did  not  make  myself  clear. 

Secretary  Jones.  I  think  you  are  an  extraordinary  country  news- 
paperman. 

Mr.  Knutson.  Thank  you,  Mr.  Secretary,  and  I  have  the  same 
regard  for  you. 

Mr.  Cooper.  As  to  the  illustration  given  by  Mr.  Knutson  of  a 
company  that  makes  $50,000,  that  is  its  net  income.  Under  the  pres- 
ent tax*  law  he  would  pay  $20,000  and  he  would  have  $30,000  left 
under  our  present  corporation  tax  rate.  He  would  pay  a  tax  of 
$20,000  and  have  $30,000  left  to  distribute ;  that  is  the  situation. 

Secretaiy  Jones.  Yes.  I  would  like  to  make  this  comment  gratu- 
itously. I  think  people  engaged  in  this  war  work  are  being  pretty 
well  paid;  I  think  they  are  making  profits.  Tliere  are  exceptions, 
and  those  exceptions  ought  to  be  corrected.  [ 

Mr.  Knutson.  You  will  admit  that  taxes  are  an  element  in  deter- 
mining the  profits. 

Secretary  Jones.  No  :  profits  that  are  available  for  dividends. 

Mr.  Knutson.  I  think  you  and  I  think  alike,  although  I  am  a  little 
bit  clumsy  in  expressing  myself. 

Mr.  Lynch.  Mr.  Secretary,  when  you  mentioned  before  that  you 
were  in  favor  of  renegotiating  up  as  "well  as  down,  you  did  not  have 
in  mind,  did  you,  those  contracts  that  have  been  let  on  a  competitive 
basis? 

Secretary  Jones.  They  are  all  on  a  competitive  basis. 

Mr.  Lynch.  No;  some  are  negotiated  and  others  are  put  out  on 
competitive  bids.  What  I  have  in  mind  is  this :  That  wiiere  five  or 
six  men  or  corporations  put  in  a  bid  and  the  low  bid  is  accepted  and 
the  contractor  thereafter  sustains  a  loss,  would  you  be  in  favor,  under 
those  circumstances,  of  renegotiating  a  contract  up  so  as  to  guarantee 
that  low  bidder  a  profit  ? 

Secretary  Jont:s.  That  puts  a  little  different  light  on  it,  where  he 
is  bidding  in  competition. 

Mr.  Lynch.  You  draw  a  distinction  between  a  competitive  bid  ana 
a  negotiated  contract  ? 

Secretary  Jones.  I  think  I  would. 

Mr.  Lynch.  On  the  question  of  income  taxes,  did  you  ever  hear  or 
know  in  all  of  your  experience  of  any  contracting  party  who,  when 
he  entered  into  an  agreement,  took  as  a  part  of  his  negotiated  in'k^ 
his  anticipated  excess  profits? 

Secretary  Jones.  You  mean  that  they  calculated  excess  profits  as  a 
part  of  the  cost? 

Mr.  Lynch.  Yes. 

Secretary  Jones.  I  do  not  know  of  any. 

Mr.  Lynch.  Ls  not  that  a  new  departure,  insofar  as  you  know,  ivom 
your  usual  experience,  in  the  business  life  of  the  country,  to  include 
excess  profits  as  a  part  of  the  cost? 


Secretary  Jones.  I  tliink  it  would  be. 

Mr.  Lynch.  Insofar  as  the  setting  up  of  reserves  in  connection  with 
the  renegotiations,  do  you  think  that  in  these  renegotiation  agreemejits 
provisicm  sliould  be  made  at  that  time  for  reserves,  or  do  you  think 
that  reserves  should  naturally  come  out  of  profits  after  taxes? 

Secretary  Jones.  I  think  they  should  come  out  of  profits  after  taxes. 

Mr.  Lynch.  Do  you  know  of  any  instance,  in  your  long  experience, 
where  reserves  have  come  out  before  taxes. 

Secretary  Jones.  I  do  not  know  of  any;  I  am  not  familiar  with  it. 

Mr.  Lynch.  It  certaiidy  is  not  the  manner  in  which  business  has  been 
conducted  in  the  United  States  prior  to  this  time. 

Secreary  Jones.  I  think  you  are  right. 
.  Mr.  Lynch.  And  any  such  action  would  be  a  new  departure  for 
American  business. 

Secretary  Jones.  The  Government  would  be  contributing  the  money. 

Mr.  Knutson.  Will  the  gentleman  make  himself  clear  as  to  whether 
he  is  speaking  of  reserves  for  conversion  or  just  ordinary  reserves? 

Mr.  Lynch.  I  am  speaking  of  what  you  were  speaking  of,  reserves 
for  conversion. 

Mr.  Knutson.  I  was  wondering  if  the  witness  was  aware  of  the  dis- 
tinction. 

Secretary  Jones.  I  think  so ;  I  think  he  should  have  such  reasonable 
reserves  as  the  taxing  authorities  will  allow. 

Mr.  Lynch.  But  not  as  a  part  of  the  renegotiation. 

Secretary  Jones.  No;  I  think  that  would  be  with  the  Treasury. 

Mr.  Dewey.  Mr.  Jones,  in  following  the  questioning  of  Mr.  Lynch 
in  regard  to  reserves  for  conversion,  I  appreciate  it  would  be  very 
difficult  to  know  how  to  set  up  a  reserve,  if  it  were  allowed,  as  a  deduct- 
ible item  for  taxation.  There  are  very  many  companies  each  with 
a  different  problem.  Take  a  company  manufacturing  clothing  which 
is  now  manufacturing  uniforms,  it  has  very  little  if  any  reconversion 
question ;  whereas  another  concern  that  was  once  manufacturing  sew- 
ing machines  and  is  now  manufacturing  machine  gims,  would  have 
quite  a  problem. 

I  know  that  a  great  many  of  the  large  companies  that  have  had  a 
good  earning  record  during  the  base  period  and  have  a  good-sized 
capital  structure,  such  as  General  Motors  and  large  companies  like 
that,  have  had  sufiicient  earnings  to  be  able  to  set  aside  reserves;  but 
there  aie  thousands  of  little  companies  that  have  been  blown  up  four 
or  five  times  their  usual  productive  capacities  to  do  war  work  that  will 
have  a  big  reconversion  problem  and  are  not  in  a  situation,  either 
as  to  past  earnings  or  capital  structure,  to  get  sufficient  earnings  to  set 
up  reserves. 

I  appeared  before  the  Naval  Affairs  Committee  on  June  30,  and 
made  a  suggestion  that  a  plan  somewhat  similar  to  the  "V"  loan  now  in 
operation  to  supply  working  capital  for  contractors  be  also  used  for 
reconversion ;  that  a  guaranty  fund  be  set  up,  probably  in  the  Federal 
feerve  Board,  and  that  companies  desiring  to  reconvert  their  plants 
^Pply  to  their  local  banks  which  probably  know  more  about  their 
<^perations,  past  and  future,  than  anyone  else,  for  a  loan  for  reconver- 
sion purposes.  The  bank  may  take  the  risk.  It  may  take  all  of  the 
^isk;  but,  if  the  risk  seems  larger  than  it  would  care  to  take,  it  then 
'applies  to  this  reconversion  fund  in  the  Federal  Reserve  Board,  or 
^vherever  it  may  be  located,  for  them  to  guarantee  a  portion  of  the 
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risk  for  a  certain  fee,  and  the  fee  increasing  in  size  in  accordance 
with  the  size  of  the  guaranty,  and  the  loan  be  permitted  to  run  probably 
for  a  period  of  10  years. 

My  theory  is  it  would  decentralize  this  effort  and  take  it  back  to 
the  local  banker,  and  he  would  be  careful  because  any  money  lost 
would  be  partly  his  money,  and  it  would  reesrablish  the  credit  ma- 
chinery of  the  country  where  it  should  be — ^back  in  the  local  bankers 
and  local  banks,  rather  than  in  a  centralized  organization,  or  at  the 
cost  of  the  taxpayers  through  some  reserve  allowances  which  would 
be  very  difficult  to  know,  as  to  the  amount.  Reconversion  reserves 
cannot  be  placed  on  a  percentage  basis,  because  a  percentage  for  one 
company  might  make  a  profit  for  them  and  be  inadequate  for  another, 
and  no  one  could  tell  what  the  future  would  be  or  what  the  future 
requirements  are.  It  is  a  ratlier  long  story,  but  I  wanted  to  brini,' 
forward  to  you  what  was  in  my  mind  and  ask  you,  from  your  expe- 
rience,  how  you  would  feel  toward  some  sucli  situation. 

Secretary  Jones.  I  think  it  too  early  to  consider  it.  I  believe,  when 
we  are  through  with  the  war  job  and  ready  to  reconvert,  that  if  a 
small  concern  or  a  larger  one  can  make  a  showing  that  they  need 
something  to  reconvert  and  that  they  have  not  squandered,  have  not 
paid  out  their  earnings  in  dividends  beyond  normal,  tlien  I  think  the 
Government,  through  th.e  R.  F.  C.  or  some  sucli  agency,  shouM  make 
that  fellow  a  loan  on  very  reasonable  terms. 

Mr.  Dewey.  You  would  prefer  to  have  them  come  back,  then,  to  the 
Government,  to  the  Central  Government,  and  be  obligated  to  the  Cen- 
tral Government,  rather  than  to  have  them  reconvert  themselves  and 
reconvert  through    the    old-fashioned    loan     facilities — local    bank 

facilities  ? 

Secretary  Jones.  I  think  when  the  war  is  wound  up  probably  Tve 
will  do  what  you  are  talking  about  because  we  have  learned  (and  you 
have  learned  through  us)  that  we  can  make  loans  and  collect  them. 

We  make  loans  that  banks  won't  consider  and  collect  them.  We 
made  loans  of  ten  or  twelve  billion  dollars  before  the  war  broke  out, 
and  they  all  were  good  and  were  collected  without  a  loss. 

Mr.  Dewey.  I  know  that. 

Secretary  Jones.  But  to  get  at  the  point,  I  think  if  you  try  to  arrive 
at  a  formula  at  this  time  as  to  what  basis  you  will  make  money  available 
for  reconversion,  I  do  not  think  you  can  do  it  l)ecause  there  are  no  two 
businesses  alike  any  more  than  there  are  two  fingerprints  alike. 

Mr.  Dewey.  That  is  exactly  the  point  I  am  making,  Mr.  Jones — that 
we  do  not  arrive  at  a  formula,  but  that  each  private  bank  in  the  small 
centers  knows  whether  a  local  company  which  is  operating  there  and 
has  operated  for  a  long  period  of  tim.e  in  peacetime  operation  and  con- 
verted to  war  and  wants  to  convert  back  to  its  old  peacetime  operation— 
certainly  I  think  that  the  local  banker  would  know  as  to  the  ability 
of  that  plant  and  its  requirements  for  its  old  peacetime  production  and 
would  require  no  fornmla  at  all.  The  only  thing  is  that  it  would  take 
a  loan  from  the  R.  F.  C.  and  put  it  at  the  disposition  of  that  bank, 
either  with  no  guarantee  or,  if  the  bank  felt  it  needed  some  assistance? 
it  would  get  a  guaranty  from  the  Govenmient  for  part  of  the  risk,  and 
each  situation  would  have  its  own  fonnula  written  because  it  depends 
entirelv  on  the  decision  of  the  local  bank. 


S3cretary  Jones.  Of  course,  we  do  that  and  have  done  that  all  the 
time  for  years  and  years.  If  any  bank  wants  to  make  a  loan  and  only 
keep  10  percent,  we  take  90  percent  of  it,  or  he  takes  20  and  we  take  80. 

Mr.  Dewey.  Under  the  R.  F.  C.  procedure  ? 

Secretary  Jones.  Yes. 

Mr.  Dewey.  It  is  just  a  matter  of  procedure,  as  to  whether  the 
•maranty  is  taken  by  a  new  Federal  organization  or  taken  by  R.  F.  C. 

Secretary  Jones.  I  think  it  would  be  a  great  mistake  to  throw  away 
tliat  experience  and  try  something  new. 

Mr.  Dewey.  1  do,  too. 

Now,  Mr.  Jones,  I  would  like  to  ask  one  more  question  of  you  because 
this  has  entire!}^  to  do  with  the  Defense  Plant  Corporation,  or  one  of 
the  otliers.  I  am  told  there  are  a  great  many  small  companies  that 
have  been  blown  up  to  five  or  six  times  their  former  productive  capaci- 
ties for  war  purposes,  and  naturally  tliey  can.  by  obtaining  a  certificate 
of  necessity,  amortize  certain  of  their  war  facilities  in  5  years  at  20  per- 
cent a  year.    That  is  right  ? 

Secretary  Jones.  Yes,  sir. 

Mr.  Dewey.  Nevertheless,  owing  to  this  war  situation,  some  of  those 
smaller  concerns  have  had,  by  force  of  circumstances,  to  put  in  facili- 
ties for  which  they  cannot  get  a  certificate  of  necessity. 

You  take  a  plant  that  has  had  men  employed  and  now  employs 
women  and  is  required  to  put  in  a  rest  room,  or  they  may  have  to 
put  in  a  big  cafeteria,  or  may  have  to  put  in  recreation  facilities  on 
the  demand  of  labor — just  to  mention  three,  and  there  are  many 
more.  Now,  because  the  plant  is  small  and  has  been  blown  up  to 
four  or  five  times  its  usual  size,  the  original  working  capital  of  that 
plant  gets  lost  in  this  increased  size  of  the  company.  They  cannot 
get  a  certificate  of  necessity  for  it,  because  it  is  sort  of  an  indefinite 
claim.  Yet,  when  that  plant  reduces  back  from  this  size  to  this  size 
[indicating],  very  much  smaller,  probably  one-fifth  of  its  war  pro- 
duction, it  may  find  its  working  capital  has  been  completely  dissipated 
in  providing  various  facilities  that  are  not  covered  by  the  certificate 
of  necessity. 

Now,  I  wondered  if  the  Defense  Plant  Corporation  would  consider 
extending  their  operation  of  financing  those  facilities  at  the  present 
time,  in  order  to  replace  working  capital  that  is  in  that  situation, 
provided  there  should  be  a  real  showing  that  it  was  directly  due  to 
war  production. 

Secretary  Jones.  Of  course,  we  have  done  it  in  thousands  of  cases 
already,  and  these  little  fellows  that  have  been  blown  up — they  are 
doing  it  largely  at  Government  expense.  It  is  the  exception  and  the 
rare  exception  where  the  man  has  really  expanded  himself  to  the 
point  you  have  indicated.  The  most  of  this  is  done  at  Government 
expense,  either  in  the  contract  price,  in  the  award  in  buying  stuff, 
or  through  the  Defense  Plant  Corporation. 

Mr.  Dewey.  Well,  I  went  over,  in  my  city  of  Chicago,  and  spent  the 
afternoon  in  the  ordnance  district  office  and  talked  with  some  of  the 
people  who  had  direct  charge  of  renegotiation  there.  I  understand 
there  are  quite  a  number  of  smaller  companies  that  are  not  covered  this 
^ay  and,  probably  unknown  to  themselves,  are  really  in  a  prostrate 
condition.    Their  working  capital  has  been  dissipated  here  and  there 
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nnd  in  these  other  situations  and,  when  they  shrink  back,  they  are 
goin^  to  find  themselves  in  a  very  bad  situation. 

Now,  if  a  clear  showing  could  be  made  of  that  situation,  would 
Defense  Plant  remedy  it? 

Secretary  Jokes.  At  this  time,  you  mean? 

Mr.  Df.wey.  At  this  time. 

Secretary  Jones.  We  would  do  anything  that  looked  like  we  should, 
that  should  be  done  on  the  part  of  the  Government.  Now,  the  fellow 
has  to  make  his  case,  and  the  large  majority  of  those  fellows,  when  they 
get  right  down  to  cases,  won't  have  a  good  one. 

Mr^  Dewey.  But  the  opportunity  is  there  for  him  to  make  his  case 
at  this  time,  if  he  can? 

Secretary  Jones.  Oh,  yes. 

Mr.  Dewey.  I  am  ver^  glad  to  know  that.  So  that  it  will  require 
no  change  in  the  law.  or  in  your  operations? 

Secretary  Jones.  It  will  require  no  change  in  the  operations.  Now, 
the  man  should  not  deliberately  get  himself  in  trouble. 

Mr.  Dewey.  No. 

Secretary  Jones.  In  order  to  get  some  work  to  do  and  some  money 
to  handle  and  then  come  in  and  say,  "Well,  I  got  a  bad  trade." 

Mr.  Dewey.  No.    I  appreciate  he  has  to  make  his  case. 

Secretary  Jones.  If  he  is  not  far  out  of  the  way,  he  can  get  what 
he  is  entitled  to. 

Mr.  Dewey.  Thank  you  very  much. 

Mr.  Gearhart.  Mr.  Jones,  the  necessity  for  placing  the  renegotia- 
tion law  on  the  statute  books  arises  out  of  errors  made  in  the  original 
negotiation  of  the  contract,  or  subsequent  changed  conditions? 

Secretary  Jones.  Yes,  sir. 

Mr.  Gearhart.  And  whenever  errors  are  revealed  of  sufficient  im- 
portance to  render  the  contract  unfair  to  the  Government,  then  the 
process  of  renegotiation  is  initiated? 

Secretary  Jones.  Yes. 

Mr.  Gearhart.  Now.  as  I  understand  the  law  as  now  drawn,  it  is 
only  the  Government  that  can  avail  itself  of  this  machinery  for  cor- 
recting errors  that  were  originally  committed,  or  which  have  subse- 
quently developed. 

Do  not  you  think,  in  fairness,  that  we  should  permit  a  contractor 
who,  for  the  same  reasons,  finds  himself  in  a  difficult  financial  condi- 
tion, to  petition  the  same  Board  and  have  his  contract  reviewed  and 
renegotiated,  and  to  secure  from  that  Board  the  same  sort  of  relief 
that  the  Government  secures? 

Secretary  Jones.  I  think  I  stated  I  thought  it  ought  to  work  both 
ways,  assuming  that  the  fellow  did  not  get  the  Cv)ntract  in  competition. 

Mr.  Gearhart.  Unless  he  would  have  been  unfair  in  competition 
in  anticipation  of  later  applying  for  relief? 

Secretary  eToNES.  Yes.  If  he  bid  low  knowing  he  was  going  to 
come  in  and  get  relief,  that  would  be  unfair. 

Mr.  Gearhart.  Not  only  unfair  but  I  would  count  that  as  a  species 
of  fraud. 

Secretary  Jones.  That  is  right. 

Mr.  Gearhart.  Except  in  a  situation  like  that,  you  think  tlie  con- 
tractor should  have  the  right  of  renegotiation  of  his  contract,  the  facts 
otherwise  justifying  it? 


Secretary  Jones.  That  is  right. 

Mr.  Gearhart.  And  since  a  very,  very  insignificant  percentage  of 
the  contracts  are  now  executed  on  a  competitive  basis,  under  com- 
petitive bidding,  it  really  is  not  an  important  consideration,  is  it  ? 

Secretary  Jones.  I  do  not  know  what  part  of  them  are  ? 

Mr.  Gearhart.  Well,  representatives  of  the  War  Department  and 
the  Navy  Department,  who  I  think  have  handled  the  vast  majority  of 
those  contracts,  tell  ufc  that  nearly  all  contracts  entered  into  nowadays 
are  negotiated  contracts. 

Secretary  Jones.  I  think  they  ought  to  be. 

Mr.  Gearhart.  I  think  we  should  write  into  the  statute  mutuality. 
A  contractor's  position  might  be  affected  by  losses  resulting  from  an 
act  of  God,  or  action  of  the  enemy,  sabotage,  or  increased  labor  cost, 
or  the  unexpected  drying  up  of  his  source  of  supply  might  embarrass 
him,  or  an  increase  in  the  cost  of  his  raw  materials  might  change  his 
contract  from  black  into  red.  And  I  think,  also,  as  a  matter  of  policy, 
that  the  public  would  have  greater  confidence  in  the  Board  if  they 
felt  they  were  representing  impartially  both  the  Government  and  the 
people.  As  you  express  it,  what  is  sauce  for  the  gander  ought  to  be 
sauce  for  the  goose. 

Secretary  Jones.  I  think  it  has  merit. 

Mr.  Gearhart.  That  is  all,  Mr.  Jones. 

The  Chairman.  If  there  are  no  further  questions,  we  thank  you, 
Mr.  Secretary,  for  your  appearance,  and  for  the  information  you 
have  given  the  committee- 

Secretary  Jones.  Thank  you,  Mr.  Chairman. 

(The  exhibits  referred  to  follow:) 

Exhibit  A 

„      ^        ,,  _  JUNB  9,  1943. 

Hon.  Gael  Vinson,  Chairman, 

Naval  Affairs  Investigating  Conimittep, 

House  of  Representatives,  Washington,  D.  C. 

DEL^RMK.  Chairman:  The  general  counsel  of  your  commiitee,  Robert  E.  Kliue, 
lias  discussed  with  our  general  counsel  and  certain  of  the  directors  of  Recon- 
struction Finance  Corporation  the  matter  of  extending  the  provisions  of  the 
present  renegotiation  statute  to  cover  certain  contracts  awarded  by  Defense 
Plant  Corporation,  Defense  Supplies  Corporation,  Jletais  Reserve  Company,  and 
Rubber  Reserve  Company.  These  corporations  are  wholly  owned  and  maiiaged 
subsidiaries  of  the  Reconstruction  Finance  Coiijoratlon  and  were  created  by  the 
Keconstruction  Finance  Corporation,  with  the  approval  of  the  President.*  pur- 
suant to  the  provisions  of  section  5d(3)  of  the  Reconstruction  Finance  Cor- 
poration Act,  as  amended  by  the  act  of  June  25, 1940  (Public  664,  76th  Cong.). 

the  renegotiation  statute  was  adopted  by  the  Congress  in  an  effort  to  prevent 
excessive  or  unanticipated  profits  on  vvai-  contracts.  It  is  based  upon  the  theory 
mat  the  contract  prices  in  many  instances  should  be  adjusted  after  consideration 
or  exi)erience  in  the  performance  of  the  contract  and  after  negotiation  with  the 
tontractor. 

While  the  extension  of  the  statute  to  the  contracts  awarded  by  the  Recon- 
struction Finance  Corporation  procurement  agencies  mentioned,  in  addition  to 
fn  hl^i'^^^^^^  of  those  agencies  now  subject  to  the  statute,  is  a  matter  of  policy 
0  oe  determined  by  the  Congress,  I  believe  such  an  extension  would  be  desirable 

Mcessive  war  profits  should  be  prevented  to  the  full  extent  possible.    The 

construction  Finance  Corporation  agencies  have  endeavored  to  provide  every 

•iieguard  that  could  have  been  taken  at  the  time  their  contracts  were  originally 

trapt  '^^^"^  to  prevent  excessive  or  unanticipated  profits.    In  some  of  the  con- 

stan     ^^  ^^^^  ^^^^  ^^  include  appropriate  renegotiation  clauses.     In  some  in- 

■^"ces  where  there  was  a  subseauent  substantial  chanire  in  conditions,  we  have 
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been  able,  by  consent,  to  renegotiate  contracts  which  did  not  include  such  clauses. 
Specific  authority,  however,  would  appear  to  be  desirable  to  renegotiate  any 
contracts  in  which  an  error  in  judgment  or  a  change  in  conditions  would 
otherwise  result  in  excessive  or  unanticipated  profits. 

Sincerely  yours, 

Jesse  H.  Jones, 
Secretary  of  Commerce. 


Exhibit  B 


June  24,  1943. 


Hon.  ET.MER  Thomas, 

United  States  Senate,  Washington,  D.  C. 
Dear  Senatoe  Thomas:  This  i^!  in  reference  to  our  rect'ia  discussion  of  the 
proposed  extension   to  certain   subsidiary   corporations   of   the   Reconstruction 
Finance  Corporation  of  the  present  statute  providing  for  the  renegotiation  of  war 

contracts.  .       _       _, 

As  you  are  no  doubt  aware,  the  House  Naval  Affairs  Investigating  Committee 
is  now  eng;aged  in  conducting  hearings  covering  every  phase  of  the  operation  of 
the  above-mentioned  statute.  One  of  the  primary  purposes  of  this  hearing  is  to 
determine  in  what  respects  the  law  should  be  amended  or  modified.  In  response 
U'  ;i  request  from  the  general  counsel  of  this  committee,  the  Secretary  of  Com- 
merce approved  the  extension  of  the  statute  to  certain  subsidiaries  of  the  Recon- 
struction Finance  Corporation  in  a  letter  under  date  of  June  9,  1943,  a  copy  of 
which  is  attached.  It  occurred  to  me  that  the  Appropriations  Committee  might 
desire  to  await  the  outcome  of  these  hearings  before  considering  any  amendment 
if  the  renegotiation  statute.  .  ^^,    .-       ^    -, 

However  in  the  event  the  Senate  Appropriations  Committee  at  this  time  decides 
to  extend  the  operation  of  the  statute  to  Reconstruction  Finance  Coi-poratioii 
subsidiaries,  the  following  amendments  to  H.  R.  29r6,  as  referred  to  the  Senate 
Committee  on  Appropriations,  are  presented  lor  your  consideration : 

On  page  3,  line  12,  after  the  colon,  striice  the  remainder  of  the  paragraph  and 
insf-rt  in  lieu  thereof  the  following:  ''Provided  further,  That  clauses  (1)  and  (2) 
of  subst>ction  (a)  of  section  403  of  the  Sixth  Supplemental  National  Defense 
Appror^riation  Act,  as  amended  (Public,  528,  77th  Cong.,  2d  sess.)  are  amended  to 
read  as  follows : 

"•Sec.  403  (a).    For  the  purpose  of  this  section—  ^       * 

"  ♦!  The  term  "Department"  means  the  War  Department,  the  Navy  Depart- 
ment the  Treasurv  Department,  the  Maritime  Commission,  D^^fense  Plant  Corpo- 
ration, Metals  Reserve  Company,  Defense  Supplies  Corporation,  and  Rubber  Re- 
serve Company,  respectively. 

**  '2  In  the  case  of  the  Maritime  Commission,  the  term  "Secretary"  means  the 
Chairman  of  such  Commission,  and  in  the  case  of  Defense  Plant  Corporation, 
Metals  Reserve  Company,  Defense  Supplies  Corporation,  and  Rubber  Reserve 
Company  the  term  "Secretary"  means  the  board  -of  directors  of  the  appropriate 

^^iTIS*  of  course,  a  matter  for  Congress  to  determine  to  what  extent,  if  at  all, 
the  statute  is  to  applv  to  uncompleted  contracts  of  subsidiaries  of  the  Recon- 
struction Finance  Corporation.  If  the  Congress  selects  the  date,  April  28,  IVHA 
as  contained  in  the  present  statute,  the  following  amendment  which  would  im- 
mediately follow  the  above  proposed  amendment  to  H.  R.  29f>6.  is  presented  foi 
vour  consideration :  ,  ^  ^  .  ...       *«+  qq 

'  "Section  403  of  the  Sixth  Supplemental  National  Defense  Appropriation  Act,  as 
amended,  is  further  amended  by  adding  at  the  end  thereof  the  following  subsec- 

"  ♦Subsection  (k).  All  the  provisions  of  this  section  shall  be  construed  to  apply 
to  Defense  Plant  Corporation,  Metals  Reserve  Company,  Defense  Supplies  Cor- 
poration, and  Rubber  Reserve  Company.' " 

Should  the  Congress,  however,  determine  that  the  renegotiation  statute  shonia 
apply  to  contracts  of  R.  F.  C  subsidiaries  uncompleted  as  of  a  different  date  than 
that  now  contained  in  the  statute,  the  following  amendment  is  presented  for  your 

consideration :  ,    .       ,  ,.  ^  .  .  4.-    .  not 

"Section  403  of  the  Sixth  Supplemental  National  Defense  Appropriation  A^. 
as  amended,  is  further  amended  by  striking  clause  (i)  of  paragraph  6  of  subsec- 
tion <c)  and  inserting  in  lieu  thereof  the  following: 
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*{i).  Except  in  the  instance  of  Defense  Plant  Corporation,  Metals  Reserve 
Company,  Defense  Supplies  Corporation,  and  Rubber  Reserve  Company,  final 
jjayiiiont  imn'uaut  to  sucli  contract  or  subcontract  was  made  prior  to  April  28, 
1942,  and,  in  the  instance  of  Defense  Plant  Corporation,  Metals  Reserve  Company, 
pefense  Supplies  Corporation,  and  Rubber  Reserve  Company,  final  payment  pur- 
suant to  such  contract  or  subcontract  was  made  prior  to .'  " 

For  your  convenience  I  am  attaching  the  above  alternative  amendments  in  the 
form  in  which  you  might  wish  to  present  them. 
With  best  regards. 
Sincerely, 

John  D.  Goodloe,  General  Counsel. 


Exhibit  C 


1.  The  term  "exempted  product,"  as  used  in  this  regulation,  shall  mean  any  of 
the  following  products : 

Aijjiregates  consisting  of  washed  or  screened  sand,  gravel,  or  crushed  stone. 

Aluminum  ingots  and  pigs ;  alumina ;  calcined  or  dried  bauxite ;  crude  bauxite. 

Antimony  ore,  crude;  antimony  ore,  concentrated;  antimony  metal;  antimony 
oxide. 

Arsenic  powder ;  arsenious  oxide  (white  arsenic) . 

Asbestos  fiber. 

Bismuth. 

Cement. 

Chromium  ore  and  ferrochroiue  not  processed  beyond  the  form  or  state  suitable 
for  use  as  an  alloy  or  refractory  in  the  manufacture  of  steel ;  bichromates ;  chromic 
acid. 

China  clay;  kaolin  clay;  fire  clay;  brick  and  tile  made  from  clays  other  than 
kaolin,  china  or  fire  clay. 

Coal,  prepared ;  run-of-mine  coal. 

Copper  ore,  crude;  copper  ore,  concentrated;  copper  billets,  cathodes,  cakes, 
higots,  ingot  bars,  powder,  slabs,  and  wirebars. 

Fluorspar  ore ;  fluorspar  fluxing  gravel ;  lump  ceramic  ground  fluorspar ;  acid 
grades  of  fluorspar. 

Crrde  iron  ore ;  pig  iron. 

Gas.  natural,  not  processed  or  treated  further  than  the  processing  or  treating 
customarily  occurring  at  or  near  the  well. 

Gypsum,  crude ;  calcined  gpysum. 

Lead  ore ;  refined  lead  bars,  ingots  and  pigs ;  antimonial  lead  bars,  Ingots  and 
pigs. 

Lime. 

Magnesite;  dead  burned  magnesite. 

Metallic  magnesium,  pigs  and  ingots. 

ilanganese  ore ;  f erromanganese ;  silicomanganese. 

Oil.  crude,  not  processed  or  treated  further  than  the  processing  or  treating 
customarily  occurring  at  or  near  the  well. 

Phosphate  rock;  superphosphate. 

Ferroinolybdenuin ;  calcium  molybdate ;  molybdenum  oxide. 

Rock  salt ;  common  salt  of  all  grades. 

Refined  silver  bars,  shot,  powder  and  grains. 

Stone,  rough  dimension. 

Sulphur,  crude. 

Stjinfling  timber,  logs,  logs  sawed  into  lengths,  and  logs  with  or  without  bark. 

Reiined  pig  tin. 

Tungsten  ore  and  concentrates ;  ferrotungsten  ;  tungsten  powder. 

Vanadium  ore  and  concentrates ;  ferro vanadium ;  vanadium  pentoxide. 

^'^iiic  anodes,  balls,  oxides,  powder  and  slabs. 

2  Subsection  (i)  (1)  (ii)  of  section  403  of  the  Sixth  Supplemental  National 
i^eren.se  Appropriation  Act,  1942,  as  amended,  is  interpreted  to  mean  that  each 
^\  the  exempted  products  is  "the  product  of  a  mine,  oil  or  gas  well,  or  other 
jwineial  or  natural  deposit,  or  timber,  which  has  not  been  processed,  refined  or 
jreatod  beyor.d  the  first  form  or  state  suitable  for  industrial  use."    The  pro- 

isiuns  of  said  section  403,  as  amended,  shall  not  apply  to  contracts  or  subcon- 
tracts for  the  exempted  products. 
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3.  In  cases  where  a  contractor  or  subcontractor  (a)  processes,  refines,  or  treats 
a  product  to  bring  it  up  to  the  form  or  state  of  an  exempted  product  and,  (6) 
further  refines,  processes,  or  treats  such  exempted  product  beyond  the  first  form 
or  state  suitable  for  industrial  use  in  order  to  perform  his  contract  or  subcon- 
tract, tlien  in  such  cases  the  exempted  product  in  its  first  form  or  state  suitable 
for  industrial  use  shall  be  considered,  for  the  pui-poses  of  renegotiation  under 
section  403,  as  amended,  as  an  item  of  cost  at  its  established  sale  or  market  price. 

4.  This  regulation  may  be  amended  from  time  to  time,  revising  the  list  of 
exempted  products  contained  in  paragraph  1  of  this  regulation. 


Exhibit  F 


August  12,  1943. 


Exhibit  D 

July  20,  1943. 

Hon.  Robert  P.  Pattebson, 

2'he  Under  Secretary  of  War,  Washington,  D.  C. 

Dear  Mb.  Secretary  :  Mr.  R.  C.  Patterson,  who  represented  the  Reconstruction 
Finance  Corporation  at  the  joint  meeting  held  yesterday  of  the  Price  Adjustment 
Boards  of  the  War,  Navy,  and  Treasury  Departments,  the  Maritime  Commission, 
and  the  War  Shipping  Administration,  has  advised  me  that  you  have  asked  for 
an  expression  of  our  views  regarding  the  joint  regulation  of  February  1,  1943, 
covering  the  exemption  of  certain  raw  materials. 

When  the  Reconstruction  Finance  Corporation  Price  Adjustment  Board  was 
organized  on  July  15,  1943,  it  did  not  adopt  the  joint  regulation  since  it  felt  that 
the  exemptions  should  be  reconsidered  in  light  of  the  numerous  contracts  for 
such  materials  entered  into  by  the  Reconstruction  Finance  Corporation  subsidi- 
aries which,  on  July  1,  1943,  were  brought  under  the  renegotiation  statute. 

Sincerely  yours, 

—^—^  , 

Secretary  of  Commerce. 


Exhibit  E 

August  5,  1943. 

Hon.  Robert  P.  Patterson, 

UmJer  Secretary  of  War,  Washington,  D.  C. 

DE.VB  Bob:  I  have  your  letter  of  July  28  regarding  the  renegotiation  of  prod- 
ncts  of  mines,  wells,  etc. 

You  will  recall  that  at  the  meeting  of  the  Office  of  War  Mobilization,  ou  July 
29,  I  stated  that  I  did  not  wish  to  be  precluded  from  the  possibility  of  renego- 
tiating contracts  for  raw  materials,  the  procurement  <»f  which  has  been  handled 
for  the  Government  in  large  measure  by  the  subsidiaries  of  the  Reconstruction 
Finance  Corporation  named  in  the  renegotiation  statute.  I  feel  that  in  fairness 
to  the  many  thousands  of  companies  subject  to  renegotiation  that  the  field 
referred  to  in  your  letter  should  not  be  excluded  from  renegotiation  by  blanket 
exemptions. 

While  I  realize  that  this  would  be  impossible  under  the  joint  regulations  pre- 
viously issued  by  the  five  interested  Departments,  it  would  seem  that  some  mod- 
ifl-ation  of  this  statement  should  be  made  in  view  of  the  more  direct  interest 
which  these  Reconstruction  Finance  Coriw ration  subsidiaries  have  in  the  typ^s 
of  contracts  excluded.  It  seems  to  me  inconsistent  that  Congress  should  in- 
clude the  Metals  Reserve  Company  under  the  statute  and  yet  the  interested 
Boards,  by  joint  statement,  exclude  the  majority  of  its  contracts  from  renego- 
tiation. Accordingly,  we  cannot  accede  to  the  intei*pretation  set  forth  in  the 
joint  regulation  of  Febniary  1,  1943. 

I  am  appreciative  of  the  administrative  problems  that  this  question  presents 
to  the  existing  Price  Adjustment  Boards.    Nevertheless,  I  should  like  to  have  tbP 
matter  considered   further   and   would   appreciate   your   suggestions   as   to  a 
mutually  satisfactory  solution. 
Sincerely  yours, 

Secretary  of  Commerce. 


Him.  Jesse  H.  Jones, 

Secretary  of  Commerce, 

Washington,  D.  C. 

Deae  Mr.  Jones  :  I  have  your  letter  of  August  5,  1943,  dealing  further  with  the 
matter  of  renegotiation  of  products  of  mines,  wells,  etc.,  and  have  had  a  further 
investigation  made  with  respect  to  the  history  of  this  amendment  and  of  the 
interpretation  thereof  embodied  in  the  joint  statement.  As  a  result  of  this 
investigation  it  appears  that  the  language  of  the  raw  material  exemption  as 
finally  adopted  was  suggested  by  representatives  of  the  Navy  and  War  Depart- 
ments following  conferences  which  had  resulted  in  an  agreement  between  the 
two  departments  that  they  would  favor  the  exemption  of  metals  substantially  at 
the  ingot  stage.  An  agreement  having  been  reached  on  this  basic  understanding, 
the  language  was  drafted  in  a  manner  which  those  employing  it  believed  would 
result  in  exemption  at  the  stage  indicated.  Before  transmitting  the  same  to 
Congress,  the  iiroper  interpretation  and  application  of  the  language  used  was 
checked  with  representatives  of  the  Treasury  Department  who  agreed  that  the 
proposed  language  would  result  generally  in  the  exemption  of  metals  at  the 
ingot  stage. 

Following  the  adoption  by  Congress  of  the  amendment  in  the  form  suggested 
by  the  Navy  and  War  Departments  and  approved  by  the  Treasury  Department, 
the  matter  was  again  thoroughly  discussed  by  the  representatives  of  the  sev- 
eral Departments  and  specific  rulings  made  as  embodied  in  the  joint  statement. 
These  exemptions  represented  not  merely  an  interpretation  of  statutory  lan- 
guage but  also  made  effective  the  original  policy  approved  by  the  several  Depart- 
ments prior  to  the  passage  of  the  amendment.  Prior  to  their  issuance  these  ex- 
emptions were  informally  cheeked  with  a  representative  of  the  Reconstruction 
Finance  Corporation  although  since  the  Reconstruction  Finance  Corporation 
subsidiaries  were  not  then  concerned  in  renegotiation,  the  matter  was,  of  course, 
not  formally  before  the  Reconstruction  Finance  Corporation.  I  mention  this 
fact  merely  to  show  you  the  thorough  consideration  which  was  given  to  the 
original  determination. 

Under  the  foregoing  circumstances,  I  think  you  can  readilv  understand  that 
the  five  departments  originally  concerned  would  not  be  in  a  position  to  reverse 
a  well-considered  and  established  policy  which  is  believed  to  clearly  carry  out 
the  true  intent  of  Congress. 

With  respect  to  your  suggestion  that  the  inclusion  of  Metals  Reserve  Company 
may  have  indicated  a  different  congressional  intent  since  the  exemption  results 
m  the  exclusion  from  renegotiation  of  the  majority  of  that  Company's  contracts, 
I  have  considerable  doubt  whether  this  conclusion  is  justified.  The  facts  of  the 
situation  are  that  the  joint  statement  embodying  the  exemptions  in  question  was 
submitted  and  considered  in  connection  with  the  hearings,  both  before  the 
Truman  committee  and  the  more  recent  hearings  of  the  Naval  Affairs  Investigat- 
'iig  Committee.  If  there  had  been  any  question  in  the  minds  of  Congress  con- 
wrning  the  propriety  of  these  exemptions,  it  would  seem  reasonal^le  to  assume 
[hat  this  questi<»n  would  have  been  raised  at  some  point  in  the  course  of  these 
hearings.  Furthermore,  in  the  course  of  these  hearings  there  was  little  dis- 
cussion or  reference  to  Metals  Reserve  Companv  as  such,  although  there  was 
considerable  discussion  with  respect  to  Defense  Plant  Corporation  and  Defense 
supplies  Corporation,  whose  business  was  similar  to  that  being  renegotiated  by 
he  other  departments.  As  a  matter  of  fact,  it  is  my  understanding  that  the 
"iciiLsion  of  Metals  Reserve  Company  was  a  result  of  the  suggestion  of  the 
Keconstruction  Finance  Corporation  itself  and  that  there  was  in  fact  little  or 

If  «*"''*i^''^'*^^"  by  Congress  of  the  peculiar  status  or  character  of  the  contracts 
"I  that  Company. 

Under  all  the  circumstances,  if  you  still  have  doubt  as  to  whether  the  interpre- 
lanon  adopted  by  the  other  departments  accurately  reflects  the  intent  of  Con- 
iinfn  r^^^^  ^^  ^^^  ^^  appropriate  to  continue  to  act  under  those  interpretations 
Irl  ^-^"^^^ss  reconvenes,  at  which  time  hearings  with  respect  to  renegotiation 
*!f nw"-^^  scheduled  to  commence  before  the  House  Ways  and  Means  Committee, 
intl.    ^^^!P*^™^^''  ^'  ^^^  •     ^^  *^®  congressional  intent  is  not  in  accord  with  the 

iwpretation  now  in  effect  and  applied  in  a  very  large  number  of  pending  and 
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completed  cases,  it  would  appear  that  the  matter  should  be  corrected  by  legis. 
lative  action  rather  than  by  a  reversal  of  administrative  interpretation. 

I  shall  be  very  glad  to  discuss  this  matter  with  you  and  with  representatives  of 
the  other  departments  concerned  at  any  time  that  may  suit  your  convenience. 
Sincerely  yours,  _  „ 

ROBOiT  P.  PATTETtSON, 

Under  Secretary  of  War. 

The  Chairman.  Tlie  last  witness  for  today  is  the  Honorable  Ran- 
dolph Paul,  chief  counsel  of  the  Treasury  Department. 

As  a  matter  of  formality,  Mr.  Paul,  I  will  ask  you  to  give  the 
stenographer  the  customary  information— your  name,  the  position 
you  hold,  and  the  capacity  in  which  you  appear,  for  the  benefit  of 
the  record. 

STATEMENT  OF  HON.  RANDOLPH  E.  PAUL,  GENERAL  COUNSEL  OF 

THE  TREASURY  DEPARTMENT 

Mr.  Paul.  Randolph  E.  Paul,  general  counsel  of  the  Treasury. 

The  Chairman.  Do  you  prefer  to  make  your  main  st^itement  free 
of  interruption,  and  answer  questions  later? 

Mr.  JPaul.  I  would  prefer  it  that  way. 

The  Chairman.  Without  objection,  you  may  proceed  in  that  way. 

Mr.  Pact..  I  appreciate  the  opportunity  which  this  committee  has 
extended  to  me  to  present  the  Treasury  views  on  the  role  and  operation 
of  renegotiation  in  the  wartime  economy.  Inasmuch  as  the  quantita- 
tive burden  of  renegotiation  rests  principally  with  the  major  procure- 
ment agencies,  I  shall  not  undertake  to  discuss  the  actual  procedures 
and  mechanisms  involved  in  the  process  of  renegotiation.  With  the 
permission  of  the  committee  I  shall  confine  my  statement  to  a  discus- 
sion, from  the  standpoint  of  revenue  implications,  of  certain  suggested 
changes  in  that  philosophy  and  structure. 

From  the  standpoint  of  tax  policy,  a  question  of  particular  signifi- 
cance is  whether  renegotiation  should  be  before  or  after  Federal  income 
and  excess-profits  taxes.  There  was  much  discussion  of  this  point  in 
the  recent  hearings  before  the  Naval  Affairs  Committee,  but  no 
unanimity  developed  among  industrialists.  For  example,  the  presi- 
dent and  the  vice  president  of  one  of  the  largest  corporations  in 
America  have  presented  squarely  contradictory  opinions  on  this  ques- 
tion. On  the  other  hand,  there  is  unanimity  of  view  among  the 
procurement  agencies  that  renegotiation  should  be  before  taxes. 
Because  of  this  division  of  opinion  among  industrialists,  and  because 
of  the  quantity  of  discussion  of  the  point,  I  would  like  to  present  to 
the  committee  the  position  of  the  Treasury. 

If  more  than  a  general  analysis  is  to  be  made  of  the  proposal  that 
renegotiation  should  be  after  taxes  it  will  be  necessary  to  define  the 
proposal  in  somewhat  more  precise  terms.  "Renegotiation  after  taxes 
is  not  a  meaningful  phrase  until  it  has  been  translated  into  the  applica- 
tion of  specific  methods  to  specific  cases.  Particularity  of  this  sort  1ms 
been  noticeably  absent  from  much  of  the  previous  discussion  by  the 
advocates  of  reiiegotiation  after  taxes.  In  my  discussion  I  shall  assume 
the  proposal  contemplates  that  Federal  taxes  would  be  allowed  as  items 
of  cost  on  an  equal  footing  with  such  items  as  wages,  raw  materials, 
and  overhead. 


The  view  that  the  fixing  of  reasonable  prices  in  procurement  should 
operate  without  taking  taxes  into  accoimt  was  one  of  the  oases  of  cer- 
tainty in  World  War  I  procurement.  Even  under  the  cost-plus-per- 
centage-of-cost  contract  of  that  era  Federal  taxes  Avere  excluded,  either 
specifically  or  by  ruling,  from  the  itemization  of  the  costs  by  which 
the  contractor's  fee  was  to  be  measured.  In  a  case  in  which  a  cost-plus- 
lO-percent  contract  included  such  taxes  as  an  item  of  cost,  the  Acting 
Secretary  of  the  Navy,  in  a  ruling  of  January  24, 1918,  addressed  to  the 
compensation  board,  said : 

The  mandate  of  the  statute  is  that  the  income,  corporation,  and  excess-profits 
taxes  shall  be  levied,  nssessed,  collected,  and  paid;  and  that  certain  manufac- 
turers shall  pay  the  munitions  tax. 

To  construe  the  contract  clauses  submitted  by  the  compensation  board  as  in- 
cluding the  payment  of  these  taxes  as  a  part  of  the  cost  in  the  cost-plus-profits 
contracts  would  ascribe  to  the  Secretary  an  intention  to  remit  taxes  which  the 
statute  commands  the  contractor  to  pay. 

As  a  contract  must,  if  possible,  be  construed  to  effect  a  lawful  purpose,  these 
contracts  are  not  to  be  construed  to  exempt  contractors  from  the  payment  of  these 
taxes  by  including  them  as  a  part  of  the  costs  to  be  paid  by  the  department. 

In  the  present  war,  as  in  the  last  war,  contract  prices  are  established 
in  accordance  with  ordinary  commercial  practice.  This  means  that 
they  are  established  without  regard  to  the  amount  of  taxes  on  profits 
earned  under  the  contracts.  Presumably,  no  one  would  seriously  pro- 
pose that  the  Government  procurement  officers  should  wipe  out  the 
Federal  taxes  on  war  contractors  by  including  an  allowance  for  such 
taxes  in  prices  paid  for  war  materiel.  Yet,  as  the  preceding  witnesses 
have  pointed  out,  exactly  that  result  would  follow  if  in  renegotiation 
taxes  were  allowed  as  an  item  of  cost. 

Stated  in  other  words,  if  the  Government  were  to  renegotiate  after 
an  allowance  for  income  and  excess-profits  taxes,  it  would  itself  be 
paying  the  wartime  tax  levy  ostensibly  imposed  on  the  war-materiel 
producer.  It  is  self-evident  that  the  buyer  should  not  have  to  pay  the 
seller's  share  of  the  Government's  revenue  needs.  How  much  more 
anomalous  would  it  be  for  the  tax-imposing  authority  itself,  in  its 
capacity  as  consumer,  to  pay  the  very  taxes  which  it  has  levied  upon 
tlie  w^ar-materiel  proclucers  as  their  fair  share  of  the  cost  of  the  war? 

Not  only  does  renegotiation  after  taxes  carry  these  harmful  im- 
plications from  the  procurement  standpoint,  but  it  would  also  en- 
croach directly  upon  the  tax  field.  It  would  become  a  tax  measure, 
and  an  unscientific  and  uncoordinated  tax  measure  at  that.  In  1940, 
when  the  excess-profits  tax  was  adopted.  Congress  decided  to  allow 
oorporations  either  a  return  equivalent  to  the  amount  of  pre-war 
earnings  or  a  reasonable  return  on  invested  capital,  at  their  option, 
before  subjecting  wartime  earnings  to  the  excess-profits  tax.  This 
established  congressional  policy  would  be  nullified  if  renegotiation 
Were  changed  to  an  after-tax  basis.  A  corporation  with  a  high  ex- 
cess-profits tax  base  or  credit  would  pay  less  excess-profits  tax  than 
a  corporation  with  a  low  base,  but  would  pay  more  on  renegotiation. 
The  effect  would  be  to  equalize  the  position  of  all  companies.  No 
attention  would  be  given  to  the  question  whether  their  profits  were 
swollen  war  profits  or  were  merely  reasonable  returns  as  compared 
^^ith  pre-war  earnings  or  invested  capital.     The  effect  would  also  be 
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to  vitiate  the  relief  provisions  so  carjefully  conceived  bv  this  com- 
mittee and  the  Senate  Finance  Committee  in  enacting  the  1942  act, 
such  as  section  722  and  the  carry -back  of  unused  excess-profits  tax 
credit  and  net  operating  loss.  In  other  words,  the  benefits  which 
the  tax  laws  extend  through  the  relief  provisions  would  be  curtailed, 
if  not  eliminated,  by  the  doUar-for-dollar  recapture  on  i-enegotiation 
after  taxes.  A  reduction  in  taxes  under  the  relief  provisions  would 
increase  the  amount  to  be  returned  upon  renegotiation.  Our  war- 
time corporate  tax  structure  would  be  thrown  into  the  discard  by 
the  operation  of  a  price  adjustment  mechanism  distorted  into  an 
arbitrary  revenue  juggernaut. 

Renegotiation  before  taxes  determines  the  amount,  if  any,  of  ex- 
cessive prices.  As  a  procurement  device  it  vei7  properly  does  not 
have  any  concern  with  the  tax  law  concept  of  excess  profits.  After 
procurement,  including  renegotiation,  has  first  established  reasonable 
prices,  the  tax  law  then  functions  on  the  seller's  income  in  accordance 
with  the  specific  rules  laid  down  by  the  Congress  for  measuring  the 
proper  distribution  of  the  tax  burden.  In  renegotiation  after  taxes, 
however,  the  tax  law  would  operate  before  the  price  had  even  been 
fixed,  and  renegotiation  would  then  operate  as  an  administratively 
imposed  supertax,  without  regard  to  the  pattern  of  excess  profits 
credit,  relief  provisions,  or  revenue  rates.  The  outcome  would  be  to 
throw  all  war  producers  together  and  to  extract  the  same  amount 
of  money  proportionately  from  each  of  them,  either  by  renegotia- 
tion or  taxation,  without  regard  to  the  amount  of  excess  profits,  and 
without  regard  to  relative  efficiency  and  reasonableness  of  price.  The 
corporation  with  the  higher  excess  profits  tax  base  and  lower  excess 
profits  tax  would  pay  more  on  renegotiation  than  the  company  with 
the  lower  base  and  'higher  tax,  regardless  of  procurement  policies 
and  regardless  of  the  policies  of  the  tax  laws.  I  do  not  believe  that 
renegotiation  would  have  been  adopted  if  it  had  been  regarded  as 
an  additional,  indiscriminate  tax  measure.  As  I  have  said  many 
times  to  this  committee,  the  imposition  of  taxes  is  a  congressional, 
not  an  administrative,  fimction. 

Renegotiation  will  have  served  its  purpose  when  it  has  helped  to 
establish  reasonable  prices  for  war  materials,  future  as  well  as  past. 
Once  that  objective  is  reached  renegotiation  will  no  longer  be  nec- 
essary. Under  renegotiation  after  taxes,  however,  the  kind  of  re- 
capture involved  would  fall  wide  of  establishing  reasonable  forward 
prices.  Therefore,  renegotiation  would  never  be  terminated,  because 
each  past  period  of  a  contractor's  operations  would  require  reex- 
amination. .      , ,  1^1 

This  leads  to  a  basic  question  which  has  been  noticeably  neglected 
in  previous  discussions.     It  is  not  clear,  when  some  speak  of  renegotia- 
tion after  taxes,  whether  they  mean  renegotiation  after  the  final  de 
termination  of  tax  liability  or  after  the  tentatively  determined  tax 
liability  at  the  time  of  the  conclusion  of  renegotiation. 

Assuming  the  first  meaning,  renegotiation  would  either  have  to  be 
postponed  until  (1)  final  determination  of  the  tax  liability  or  (2)  it 
would  involve  a  very  tentative  closing,  subject  to  reopening  on  fin^} 
determination  of  the  tax.  If  renegotiation  were  to  be  postponed  mui 
after  claims  for  excess-profits-tax  relief  had  finally  been  decided, 
either  by  administrative  action  or  litigation,  or  until  the  effect  of  the 
carry-back  of  the  unused  excess-profits-tax  credit  and  the  net  operat- 


in<f  loss  were  determined,  it  would  become  a  meaningless  procedure 
for  pricing.  Forward-pricing,  which  is  one  of  the  most  essential  ob- 
jectives of  renegotiation,  would  be  scrapped. 

If.  on  the  other  hand,  renegotiation  were  to  proceed  to  a  tentative 
closing,  subject  to  reopening  on  final  determination  of  the  tax,  the 
situation  would  be  no  happier.  Assume  that  a  company  makes  large 
excess  profits  in  1942,  pays  taxes  thereon,  and  after  renegotiation, 
agrees  to  and  makes  a  refund  of  a  portion  of  the  remaining  profits. 
In  1^44  it  sutlers  a  loss  which  it  carries  back  against  its  1942  excess 
profits,  thereb}^  becoming  entitled  to  a  tax  refund  for  1942.  The  Gov- 
ernment should  then  be  entitled  to  reopen  the  1942  renegotiaion  agree- 
ment. The  result  would  not  only  be  that  the  carry-back  provision 
would  be  seriously  frustrated;  but,  from  the  standpoint  of  certainty, 
no  one  could  possibly  know  whether  or  when  a  renegotiation  agreement 
would  become  conclusive.  This  situation  would  contemplate  retain- 
in*?  the  services  of  price-adjustment  boards  indefinitely. 

The  same  condition,  in  more  aggravated  form,  would  prevail  if  a 
company  should  file  and  litigate  a  claim  for  general  relief  which 
mi^ht  not  culminate  in  a  tax  refund  until  many  years  later.  The 
prospect  of  further  renegotiation  at  the  time  the  refund  is  ultimately 
received  is  not  a  happy  one.     Yet  this  would  be  the  inevitable  result. 

xissume,  on  the  other  hand,  that  after  completion  of  renegotiation 
on  the  basis  of  profits  after  taxes,  a  normal  tax  or  excess-profits  tax 
deficiency  is  determined  against  the  company.  It  is  not  known 
whether  the  suggestion  of  renegotiation  after  taxes  contemplates  that 
the  amount  of  the  deficiency  would  be  retroactively  applied  to  reduce 
the  renegotiation  refund  already  paid  by  the  contractor.  In  order  to 
accomplish  that  result  it  is  clear  that  the  renegotiation  agreement 
would  haA  e  to  be  subject  to  reopening  on  behalf  of  the  company.  A 
renegotiation  agreement,  which  may  at  any  time  in  the  future  be  re- 
opened by  either  party,  is  hardly  an  effective  aid  to  economical  war 
procurement. 

If,  however,  the  proponents  of  renegotiation  after  taxes  mean  the 
tentatively  determined  tax  liabilities  at  the  time  of  the  conclusion  of 
renegotiation,  the  situation  becomes  even  more  unsatisfactory.  The 
contractor  would  then  have  every  incentive  to  overstate  its  tax  liability 
by  postponing  applications  for  excess-profits-tax  relief  or  other  bases 
of  refund.  It  is  clear  that  any  future  reduction  in  taxes,  whether 
the  taxes  have  aftirmatively  been  overstated  or  not,  and  irrespective  of 
the  reason  or  occasion  therefor,  would  mean  a  real  windfall  to  the 
contractor.  Here  again,  unless  under  this  proposal  the  contractor 
\vould  waive  in  renegotiation  any  rights  to  relief  or  other  bases  of 
refund  and  accept  the  tentatively  determined  tax  liability  as  final, 
renegotiation  would  fail  to  result  in  reasonable,  fair  prices.  On  the 
other  hand,  if  there  should  be  such  a  waiver,  the  purpose  of  the  relief 
provision  under  the  excess-profits  tax  and  other  provisions  of  the 
r^veiuie  laws  would  be  defeated. 

RESERA^ES 

th  ^^^^^^  t^uch  briefly  now  upon  another  suggestion  which  overlaps 
^^^  tax  field.  This  suggestion  is  that  upon  renegotiation  an  allowance 
J  made  for  postwar  reconversion  and  allied  contingencies.  The 
M  lest  ion  of  the  allowance  of  reserves  for  postwar  contingencies  is  ex- 
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traordinarilv  complex  and  its  implications  reach  deeply  into  the  tax 
and  commercial  fields.  I  think  it  is  particularly  fortunate  that  the 
committee  has  so  timed  its  hearings  on  renegotiation  and  revenue  re- 
vision that  it  will  explore  these  implications  both  from  the  procure- 
ment and  the  tax  standpoints  before  it  decides  upon  the  appropriate 
disposition  of  this  perplexing  question. 

Whether  postwar  reserves  constitute  a  matter  germane  to  the  pro- 
curement mechanism  of  renegotiation  I  prefer  leaving  to  the  judg- 
ment of  the  major  procurement  agencies.  There  is  no  doubt,  however, 
that  revenue  techniques  and  policies  are  deeply  involved  m  the  ques- 
tion. To  canalize  the  consideration  of  reserve  allowances  into  the 
field  of  procurement,  without  regard  to  its  vital  tax  implications, 
would  be  to  attack  the  problem  piecemeal.  Under  the  present  revenue 
'laws  whatever  reserve  allowances  are  made  on  renegotiation  will  leave 
the  contractor  with  more  income  subject  to  tax.  Therefore,  the  ef- 
fectiveness of  the  renegotiation  allowance  must  be  viewed  from  the 
standpoint  of  the  accompanying  tax  load.  Furthermore,  the  question 
of  allowing  postwar  reserves  on^renegotiation  must  be  examined  in  the 
light  of  the  provision  which  Congress  has  already  made  in  the  tax  laws 
for  postwar  cost  allowances.  These  allowances  in  the  tax  laws  are 
embodied  in  the  loss  carry-back  and  unused  excess  profits  credit  carry- 
back sections.  Finallv,  the  allowance  of  postwar  reserves  on  re- 
negotiation vrould  not  solve  the  problem  from  the  standpoint  of  firms 
which  are  not  engaged  in  war  work  and  war  contractors  who  are  not 
subject  to  renegotiation.  I  believe  that  an  effective  consideration  of 
the  post-war  reserve  problem  requires  the  more  logical  setting  of  the 
comprehensive  revenue  revision  study  which  this  committee  will  shortly 

begin. 

The  Treasury  has  been  engaged  in  an  analysis  of  the  problem  of  al- 
lowing these  reserves  for  tax  purposes.  In  this  study  we  have  had  the 
cooperation  of  other  Government  agencies,  representatives  of  industry, 
and  various  interested  professional  groups.  The  conclusions  of  this 
study  will  be  presented  to  your  Committee  at  the  hearings  on  revenue 
revision.  A  brief  statement  on  some  of  the  general  problems  we  have 
encountered  may  be  helpful. 

There  can  be  no  quarrel  in  principle  with  the  proposition  that  war- 
time revenues  should  be  charged  with  the  actual  costs  of  earning  that 
revenue,  even  if  some  of  these  costs  are  not  incurred  until  the  postwar 
period.  As  I  have  stated,  the  Congress  has  already  recognized  this 
principle  in  enacting  a  2-year  carry-back  of  net  operating  losses  and 
unused  excess-profits  credits  in  the  Revenue  Act  of  1942.  There  are, 
of  course,  other  conceivable  methods  of  charging  wartime  income  with 
postwar  costs  directly  related  to  that  income.  In  considering  the 
adoption  of  any  of  these  methods  the  difficult  problems  involved  in 
working  out  a  plan  which  will  be  fair  both  to  the  Government  and  to 
enterprise  must  be  faced.  Some  of  these  major  problems  are:  (1) 
estimating  now  the  magnitude  of  postwar  costs  chargeable  to  wartime 
income;  (2)  determining  the  portion  of  postwar  costs  chargeable  to 
wartime  income;  and  (3)  administering  the  postwar  application  ot 
reserves.  , 

If,  on  the  other  hand,  the  principle  of  tracing  post-war  costs  bacb 
to  wartime  income  were  to  be  discarded,  and  post-war  reserves  were 


to  be  allowed  without  regard  to  their  applicability  to  wartime  income, 
the  implications  for  the  post-v/ar  competitive  structure  would  be  far 
reaching.  The  allowance  of  expenditures  for  the  production  of  post- 
war products  would  result  in  substantial  discriminatory  benefits  to 
certain  firms.  The  greatest  benefit  wouJd  accrue  to  firms  making  the 
largest  profits  during  the  war,  and  therefore  subject  to  the  highest 
tax  rates.  The  benefit  would  be  as  great  as  81  cents  on  each  dollar 
for  the  excess-profits  taxpayer  and  40  cents  on  each  dollar  for  firms 
earning  normal  profits  during  the  war.  In  contrast,  the  firms  suffer- 
ing losses  during  the  war  period,  as  well  as  new  post-war  firms,  would 
receive  no  benefit  from  this  treatment  although  the  difficulties  they 
face  in  entering  post-war  markets  may  be  much  greater  than  those 
faced  by  the  war  producer. 

I  hope  to  discuss  these  and  other  aspects  of  the  post-war  reserve 
problem  with  your  committee  during  the  consideration  of  the  next 
revenue  bill. 

There  may  be  other  questions  which  the  committee  has  in  mind 
concerning  renegotiation,  which  im^y  have  a  revenue  implication. 
If  there  are  any,  I  shall  l>e  glad  to  try  to  answer  them  at  whatever 
stage  of  these  proceedings  the  committee  may  desire. 

I  want  to  add  something  here  to  my  written  statement.  I  think  the 
point  has  been  made  previously  in  these  hearings,  and  I  want  simply 
to  mention  the  point  in  passing  that  w^e  would  have  to  allow,  for 
instance,  in  the  case  of  a  corporation  subject  to  the  excess-profits 
tax.  five  times  as  much  in  reserves  as  the  amount  of  reserve  which 
we  ultimately  wish  to  bestow  upon  the  corporation  because  the  amount 
involved  in  the  reserve  would  be  subject  to  tax,  and  81  percent  of  it 
would  be  taken  away  by  the  excess-profits  tax  imposed  upon  it. 

I  hope  to  discuss  these  and  other  aspects  of  the  post-war  reserve 
problem  with  your  committee  during  the  consideration  of  the  revenue 
bill. 

There  may  be  other  questions  which  I  have  not  covered  and  on 
which  you  may  wish  to  ask  me  some  questions  and  I  will  be  very  glad 
to  try  to  answer  them. 

The  Chairman.  You  have  completed  your  main  statement? 

Mr.  Paul.  That  completes  my  main  statement. 

The  Chairman.  Any  questions? 

Mr.  Knutson.  Do  you  expect  to  have  something  ready  for  this  com- 
mittee in  the  way  of  suggestions  for  the  next  tax  bill  ? 

Mr.  Paul.  I  had  contemplated  having  something  ready  for  the  com- 
mittee at  the  conclusion  of  these  hearings.  I  had  expected  they  would 
oe  concluded  about  a  week  or  so  from  now. 

Mr.  Knutson.  Is  there  a  steady  flow  of  helpful  suggestions  and 
excluuige  of  opinions  between  the  two  staffs  now  ? 

Mr.  Paul.  Yes. 

Mr.  Knutson.  Peace  has  been  restored  ? 

Mr.  Paul.  Well,  I  think  when  you  say,  "Peace  has  been  restored," 
you  imply  there  has  been  a  previous  war,  which  I  do  not  think  there 
^as  been. 

M  '  ^^^^^^'^o^-  I  would  not  say  war — probably  a  skirmish. 
Mr.  Paul.  Well,  a  very  mi  nor 'skirmish,  if  anv,  Mr.  Knutson. 
J  he  Chairman.  Mr.  Carlson. 


t 


*-     > 


k'- 


!•  *^-j 


4- 


tf, 


,  ^,   I  J 


'f 


fjr 


210 


RENEGOTIATION   OF   WAR   CONTRACTS 


RENEGOTIATION    OF   WAR   CONTRACTS 


211 


Mr  C\RLSON.  Mr.  Paul,  you  mentioned  section  722,  which  is  the 
relief  provision.  Do  I  understand  tliat  the  time  for  filing  expires 
Septembei^lS  of  this  year?  ,,....«.!  i- 

Mr  Paul.  It  does,  Mr.  Carlson,  and  the  joint  staff  has  concurred  in 
the  sug<^estion  which  has  been  presented  both  to  the  chairman  of  this 
committee  and  the  chairman  of  the  Senate  Finance  Committee,  and 
the  suggestion  is  that  as  soon  as  possible  claims  of  that  sort  be  put  on 
the  same  basis  as  all  other  claims  for  refund  and  the  time  limit  of 
September  15  be  correspondingly  extended.  ...      i     ,    •  x    .i 

We  also  made  a  suggestion  there  that  this  committee  look  into  the 
question  of  interest  so  that  there  would  be  some  incentive  for  early 

filing  of  the  claims.  i      n      .     i 

Mr.  Caklson.  Is  it  your  thought,  then,  that  if  Congress  should  extend 
the  time  when  opportunity  is  given  for  legislative  action  tliat  it  be  made 
retroactive  to  September  15?  •      i  j:     u 

Mr.  Paul.  Yes;  so  as  to  cover  anybody  that  was  m  cletault. 

Mr.  Carlson.  That  is  all. 

The  Chairman.  Mr.  I.yncli.  . 

Mr  Lynch  Mr.  Paul,  I  understand  that  tlie  estimated  amount  of 
undistributed  war  profits  will  be  about  $16,000,000,000;  is  that  correct? 

Mr.  Paul.  You  say  the  undistributed  amount  of  war  profits? 

Mr.  Lynch.  Undistributed  profits. 

Mr.  Paul.  Of,  what,  corporations'?  . 

Mr.  Lynch.  Yes;  of  corporatitms  during  the  war  period. 

Mr.  Paul.  I  have  a  figure,  but  I  want  to  make  it  clear  in  answering 
the  question  that  no  distinction  is  made  between  war  and  other  profits. 
All  I  can  tell  you  is  what  our  figures  show  as  corporation  profits. 

Mr.  Lynch.  That  is  what  I  have  in  mind. 

Mr.  Paul.  Irrespective  of  their  nature. 

Mr.  Lynch.  That  is  what  I  have  in  mind. 

Mr.  Paul.  Well,  I  have  some  figures  for  corporate  profits  for  various 
years,  beginning  with  1936  and  going  through  1943. 

Of  course,  1943  is  estimated,  and  so  is  1942 ;  1942  we  believe,  is  pretty 
dose  to  accuracy;  1943  is  as  good  an  estimate  as  we  can  make. 

Answering  your  question  specifically,  the  net  income  of  all  corpo- 
rations, including  tax-exempt  interest  but  excluding  intercorporate 
dividends  received  after  taxes  for  the  last  3  years— for  the  year  1941, 
$6.941,000,000 ;  1942,  $8,100.000,000 ;  and  1943,  $8,500,000,000. 

Now,  if  we  subtract  the  dividends  paid  out  by  these  corporations  to 
other  than  corporate  stockholders  for  those  same  years,  we  get  tor 
1941,  $2,478,000,000:  1942,  $4,000,000,000;  1943,  $4,550,000,000. 

Mr.  Dewey.  Are  tho-e  the  dividends  paid  out? 

Mr.  Paul.  Those  last  figures  arc  the  income  after  dividends,  taknig 
into  consideration  dividends  paid  for  1941, 1942,  and  for  1943. 

The  total  amount,  Mr.  Lynch,  is  $11,028,000,000. 

Mr  Lynch.  $11,028,000,000  in  the  amount  of  dividends  paid  out^ 

Mr.  Paul.  I  have  it  $11,028,000,000  after  dividends. 
Mr.  Lynch.  I  thought  you  said  $2,478,000,000  was  paid  out  in  divi- 
dends in  1941.  ,.,, 

Mr  Paul.  That  is  income  retained.  I  have  misled  you  there,  n^^^ 
§2,478,000,000,  the  $4,000,000,000,  and  the  $4,550,000,000  are  the  nei 
income  figures  after  dividends. 


Mr.  Lynch.  And  after  taxes? 

Mr.  Paul.  After  taxes ;  yes. 

My  Lynch.  That  is  a  pretty  fair  cushon,  $11,028,000,000  to  provide 
for  post-war  reserves. 

Mr.  Paul.  It  is  a  substantial  sum  considering  corporate  profits 
after  taxes  for  the  period  before  these  3  years,  yes. 

Mr.  Lynch.  That  is  all. 

The  Chairman.  I  did  not  get  what  you  said  in  response  to  Mr. 
Lyiicli's  question  about  the  amount  of  profit  that  would  be  left  to  the 
toiporations  after  taxes  were  paid.    Did  you  give  that  amount? 

Mr.  Paul.  I  gave  the  figure  $11,028,000,000  as  the  amount  which 
would  be  left  in  the  corporations  after  they  paid  taxes  and  after 
they  have  paid  dividends  for  the  three  calendar  years  1941  through 
1943. 

I  contemplated  net  payments  of  dividends  of  $4,463,000  000  for  1941, 
$4,100,000,000  for  1942,  and  estimated  $4,000,000,000  for  1943,  or  a  total 
of  $12,563,000,000  dividends. 

Mr.  Knutson.  That  is  for  3  years,  is  it  not? 

Mr.  Paul.  Yes.  The  total  amount  of  corporate  profits  after  taxes 
would  be  $23,591,000,000.  The  dividends  paid  out  of  that  will  be 
$12,563,000,000,  leaving  a  net  after  dividends  of  $11,028,000,000. 

The  Chairman.  Would  that  show  as  to  the  individual  corporations? 
A  large  percentage  of  that  might  be  in  a  few  corporations  and  other 
cor[)()rations  might  not  have  any.  What  might  the  situation  be 
generally? 

^fr.  Paul.  Well,  that  is  the  average.  The  figure  in  particular  cases 
is  altogether  a  different  matter.  It  depends  upon  the  corporation. 
One  cannot  make  anv  generalization  from  that  standpoint. 

The  Chairman.  There  might  not  be  anything  left  at  all  in  certain 
corporations  ? 

Mr.  Paul.  That  is  right.  This  is  distributed  among  all  corpora- 
tions, and  some  may  have  too  little  left  and  some  may  have  too 
much. 

The  Chairman.  That  is  what  I  had  in  mind. 

Mr.  Paul.  One  of  the  purposes  of  renegotiation,  of  course,  is  to  try 
to  tackle  that  question. 

The  Chairman.  There  would  Jiot  be  a  certain  yardstick  for  par- 
ticular corporations,  but  for  all  corporations. 

Mr.  Paul.  It  is  only  evidential  on  the  question  that  all  corporations 
nave  this  post-war  cushion. 

Mr.  Cooper.  I  would  like  to  ask  permission  that  the  statement  you 
read  be  included  in  the  record,  if  you  have  it  in  shape  so  that  it  can 
be  included. 

Mr.  Paul.  I  have  that  in  such  form.  I  will  call  attention  to  the 
tact  before  it  is  put  into  the  record  that  I  was  giving  you  figures  for 
al  returns.  Of  course,  we  have  other  parts  of  this  statement  that 
relate  to  the  returns  with  net  income  and  another  part,  returns  with 
no  net  income,  but  these  figures  that  I  gave  you  were  the  figures  for 
«' Incorporate  returns. 

^^e  Chairman.  Without  objection,  it  will  be  received  in  the  record. 

(The  statement  above  referred  to  is  as  follows :) 
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Net  income,  income  taxes,  and  dividends  of  corporation  returns  with  no  net  income^ 

1936-43 


[Money  amounts  In 

millions  of  dollars] 

Actual— 

Estimfitfvi- 

1936 

1937 

1938 

1939 

1940 

19411 

1942 

1943 

Net  income  (including  dividends  received 
and  tax-<'xenipt  i nterestj 

-1, 955 

-2,018 

-2,594 

-1,850 

-2.058 

-1,641 

-800 

-1,200 

Dividends  received  *            

173 
236 

168 
322 

166 
312 

12t) 
300 

169 
299 

146 
307 

200 
200 

21)0 

Tax-exempt  interest  - 

200 

Net  income  (excluding  dividends  re- 
ceived and  taxH'xevnpt  interest) 

Net  income  (excluding  dividends  re- 
ceived)  -  - 

-2,364 
-2,128 

-2,507 
-2. 186 

-3,072 
-2.760 

-2, 270 
-1,977 

-2, 525 
-2,226 

-2,094 
-1,787 

-1,200 
-1,000 

-l,COi) 
-1.400 

Net  iiicume  (excluding  dividends  received) 

after  taxes                 -  

Net  dividends  paid  * 

-2,128 

27 

-2,186 
38 

-2, 7«i0 
67 

-1,977 
58 

-2,22»1 

1          32 

1 

-1,787 
37 

-1,000 
100 

-1.400 

100 

Net  income  reiained  after  taxes  and 
after  net  dividends  paid 

-2,155 

-2.223-2,827 

-2,035 

-2, 2.'>8 

i 

-1,824 

-1,100 

-1,500 

I  Dividends  from  domestic  corporations,  subject  to  income  taxation  under  the  Federal  tax  law,  which  is 
the  amount  used  for  ccniputi»tion  of  dividends-received  credit. 
3  Includes  both  partially  and  wholly  tax-exemnt  interest.  .    ,    ».      „„u  ^„a  <.««t=  nth«,  th«n 

*  Dividends  paid  to  .stockholders  other  than  domestic  corporations;  mcludes  cash  and  assets  othei  than 

companies' o*n  stock.  ^  „    .   „•      .,     *  ,,.  ,,hq 

Source-  Treasury  Department,  Division  of  Research  and  Statistics,  bept.  lU,  194^.     ....  , 

Source  for  years  1936-41,  Statistics  of  Income.    Net  income  includ.ng  dividend^i  received  and  tax-exemp 

interest  equals  compiled  net  irjfii  f..r  the  years  19;i6-39;  for  1940  and  subseuuently  it  equals  compil.H-.  nPt 

profit  witn  net-opcrating-loss  deduction. 
Note.— Figures  are  rounded  and  will  not  necessarily  add  to  totals. 

The  Chairman.  Any  further  questions? 

Mr.  Knutson.  Have  you  any  information  as  to  what  part  of  that 
$11,028,000,000  has  been  reinvested?  .      . 

Mr.  Paul.  Well,  what  you  are  asking  me  is  how  much  remains  m 
cash  in  these  corporations,  and  how  much  has  been  reinvested  m 
plants,  or  in  securities  or  what  ? 

Mr.  Knutson.  Invested  in  replacements  and  expansions. 

Mr.  Paul,  I  do  not  have  that  information.  I  have  no  hesitancy  m 
saying  that  a  great  deal  of  it  has  been  reinvested  in  plants. 

Mr.  Knutson.  You  cannot  consider,  as  the  gentleman  from  New 
York  evidently  does,  that  everything  that  is  reinvested  will  be  a 
cushion  for  the'  transition  period,  can  you  ? 

Mr.  Paul.  Well,  it  is  a  cushion  in  the  sense  that  where  you  have 
this  surplus  on  the  liability  side  of  the  balance  sheet,  you  have  some 
asset  corresponding  to  it  on  the  asset  side. 

Mr.  Knutson.  When  you  use  the  word  "some,"  T  agree  with  you- 

Mr.  Capxson.  Would  it  be  possible  that  some  of  this  reserve  fimo 
could  be  set  aside  in  anticipation  of  bonds  that  will  mature  in  a  year 
or  two  or  three :  is  that  correct  ?  , 

Mr.  Paul.  Well,  in  individual  cases,  there  would  no  doubt  be  bona 
issues  that  would  mature.  Some  of  these  profits  might  be  set  aside 
for  that  purpose,  the  purix)se  of  paying  the  principal,  but  that  is  a 
financing  problem  and  not  a  post-war  conversion  problem. 

Mr.  Knutson.  Will  you  get  for  the  record  an  estimate  of  nm'^- 
tributed  profits  held  by  all  of  these  corporations  ? 


Mr.  Paul.  If  I  understand  what  you  want  for  the  record,  it  is  how 
much  of  this  $11,028,000,000  has  been  reinvested,  and  as  I  understand 
your  question  and  carrying  it  a  step  further,  you  want  to  know  really 
how  much  cash  and  liquid  securities  there  are  in  these  corporations. 
I  do  not  know  how  to  answer  it.  No  asset  is  earmarked  against  par- 
ticular liabilities. 

Mr.  Knutson.  I  understand  that,  but  I  just  want  to  know  how  tliick 
this  cushion  is,  of  which  is  there  seems  to  be  some  fond  hope. 

Mr.  Cooper.  $11,028,000,000. 

Mr.  Knutson.  That  is  merely  an  estimate.  That  is  like  going  into  a 
hotel  and  looking  at  the  bed  to  see  whether  it  has  innersprings  or  not. 

The  Chairman.  Mr.  Disney. 

^Ir.  Disney.  Can  you  give  us  some  calculation  as  to  how  much  taxes 
the  Government  has  collected  from  the  individuals  who  received  the 
dividends?' 

Mr.  Paul.  That  would  involve  telling  you  how  much  taxes  were 
paid  on 

Mr.  Disney  (interposing).  I  am  not  asking  for  it  exactly. 

Mr.  Paul.  I  do  not  have  the  information  here.  I  did  not  come 
prepared  to  answer  that. 

Mr.  Disney.  Offhand,  how  much  do  you  believe  it  would  be? 

Mr.  Paul.  Mr.  O'Donnell  advises  me  that  if  we  consider  dividends 
as  the  last  increment  of  income  it  will  probably  amount  to  $4,000,- 
000,000,  or  perhaps  a  little  bit  more  when  the  individual  income  taxes 
are  pjiid  on  the  dividends  received  during  calendar  years  1941,  1942, 
and  1943.  '  ' 

If  we  pro-rate  deductions,  personal  exemptions  and  credits  for 
dependents  among  the  various  sources  of  income  or  in  other 
words  obtain  an  effective  rate  of  tax  on  dividends  the  amount  of 
taxes  allocated  to  the  $12,563,000,000  of  dividends  is  estimated  at 
$2,150,000,000. 

Mr.  Disney.  I  had  a  suspicion  Mr.  O'Donnell  could  make  an  esti- 
mate. 

The  Chairman.  If  there  are  no  further  questions,  we  thank  you  for 
the  testimony  you  have  given  the  committee  this  afternoon. 

The  committee  will  adourn  until  Monday  at  10  o'clock. 

(Whereupon,  at  4 :  30  the  committee  aJijourned  to  reconvene  on 
Monday,  September  13, 1943.  at  10  a.  m.) 
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MONDAY,  SEPTEMBER  13,  1943 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  please  be  in  order.  Last  week 
the  committee  heard  witnesses  from  the  departments  on  the  subject 
of  renegotiation.  This  week  it  is  the  plan  of  the  committee  to 
hear  witnesses  from  the  public,  those  who  may  take  some  issue  with 
the  position  taken  by  representatives  of  the  departments. 

The  first  witness  on  the  calendar  this  mornmg  is  Mr.  Shreve  vice 
president  of  the  General  Electric  Co.  ' 

Mr.  Shreve,  will  you  please  give  for  the  record  your  name  and 
address,  and  the  capacity  in  which  you  appear. 

STATEMENT  OF  E.  0.  SHREVE,  CHAIRMAN  OF  THE  SUBCOM- 
MITTEE ON  GOVERNMENT  CONTRACTS  OF  THE  NATIONAL 
ASSOCIATION  OF  MANUFACTURERS ;  VICE  PRESIDENT,  GENERAL 
ELECTRIC  CO. ;  SCHENECTADY,  N.  Y. 

Mr.  Shreve.  Mr.  Chairman,  my  name  is  Earl  O.  Shreve.  I  am 
chaimian  of  the  subcommittee  on  Government  contract  relations  for 
the  National  Association  of  Manufacturers;  vice  president  of  the 
beiieral  Electric  Co.;  address,  Schenectady,  N.  Y. 

I  have  also  with  me,  Mr.  Chairman,  two  men  from  the  committee 
Mr.  Humphreys,  vice  president  of  the  United  States  Rubber  Co., 
^ew  York  City;  and  Mr.  Searle,  vice  president  of  the  Worthington 
rump  &  Machinery  Corporation,  of  Harrison,  N.  J.,  and  New  York: 
and  Mr.  Smethurst,  counsel  for  the  National  Association  of  Manu- 
^cturers,  and  Mr.  Blackett,  assistant  director  of  the  research  depart- 
ment of  the  National  Association  of  Manufacturers. 

1  he  Chairman.  Do  you  expect  them  to  make  statements  also? 
Aney  are  not  on  our  calendar. 

T  n      Shreve.  No;  but  they  are  with  me  and  if  it  please  the  Chair, 
handf         "^^^  ^^^^  ^^  answer  some  question  I  may  not  be  able  to 

The  Chairman.  Do  you  prefer  to  make  your  main  statement  free 
"i  interruptions,  answering  questions  later? 
;Mr.  Shreve.  Yes,  sir. 

undmt^^d*^^^^^"  ^^^^^"^  objection,  you  may  proceed  with  that 
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xMr  Shreve.  We  have  reduced  our  statement  to  wntuig,  because 
we  think  that  this  is  a  very  vital  subject  and  exceedingly  important. 

I  appreciate  this  opportunity  to  appear  before  your  committee  to 
discuss  what  I  am  sure  we  all  realize  is  a  most  difficult  problem.  In- 
dustry has  consistently  and  earnestly  opposed  war  profiteering.  We 
are  in  thorough  accord  with  the  aims  of  the  public  and  the  Govern- 
ment in  this  regard.  Manv  months  before  Pearl  Harbor  the  National 
Association  of  Manufacturers  took  a  firm  stand  on  this  principle. 

I  wUl  say  quite  frankly  to  you  gentlemen  that  there  are  two  very 
sound  reasons  why  industrv  takes  this  position.  Fii-st,  as  Americans, 
we  have  a  very  real,  patriotic  desire  to  make  our  maximum  contribu- 
tion to  the  w^ar  effort.     The  second  reason,  I  admit,  is  not  as  altruistic. 

We  have  no  desire  for  the  sake  of  temporary,  undue  profits  to 
destroy  that  public  good  will  which  has  been  gained  by  long,  uphill 

^  Industry  is  far  too  proud  of  its  record  of  war  production  to  allow 
such  a  hard-won  and  priceless  asset  to  become  contaminated  or  jeop- 
ardized for  the  sake  of  excessive  profits.  n     -^  -    • 

But  when  Congress  examines  war-production  profits  it  is  imperative 
that  it  give  close  study  to  the  broader  picture— I  am  now  speaking  of 
America  after  the  war.  Industry  believes  that  the  future  for  millions 
of  voung  Americans  lies  not  on  the  world  battle  fronts,  but  here  at 
home,  on  the  farms,  in  the  crossroad  stores,  and  in  an  expanding 

^"ind^trv  is  determined  that  its  war  record  of  production  will  be 
maintained  in  the  davs  of  peace.  The  accomplishment  of  this  am- 
bition depends  upon 'having  the  necessary  tools— and  that  means 
necessary  working  capital  available  and  ready  to  be  put  to  work  at 
almost  a  moment's  notice.  If  we  expect  industiy  to  emerge  in  a 
position  strong  enoudi  to  reconvert  rapidly  and  provide  maximura 
employment  during  the  transition  period,  such  funds  must  be  avail- 
able for  immediate  use.  .        .  x    ^  -.      *.  Arr 

The  National  Association  of  Manufacturers  approached  its  study 
of  the  renegotiation  statute  in  a  frame  of  mind  which  was  entirely  m 
svmpathy  with  the  prevention  of  excessive  war  profits. 

We  have  siven  it  careful  and  intensive  review  for  many  months, 
and  while  we  make  no  claim  to  having  all  of  the  answers  to  the  prob- 
lem we  have  some  suggestions  which  we  should  hke  to  discuss  witu 
vou'  for  the  purpose  of  endeavoring  to  be  of  constructive  assistance. 

All  of  you  gentlemen  doubtless  have  had  complaints  from  your 
industrial  constituents  relating  to  the  burdens  placed  upon  them  by 
the  operation  of  this  act.     You  have  unquestionably  been  mforniea 

^  (lT\t  absorbs  an  undue  amount  of  the  time  of  management,  which 
might  be  better  spent  in  the  further  acceleration  of  the  production  oi 
war  materials;  and  how  .  .  - 

(2)  It  creates  considerable  uncertainty  m  the  determination  oi  » 
company's  financial  position.  Not  knowing  at  the  close  of  a  tiscai 
vear  the  amount  of  refunds  it  will  be  asked  to  make,  a  company  is 
unable  to  make  anv  final  closing  of  its  books,  or  to  know  the  amouni 
of  its  available  working  capital,  or,  for  that  matter,  to  have  any  cien- 
nite  knowledge  of  the  funds  available  to  it  to  take  care  of  its  norm»> 
corporate  functions. 


Rather  than  dwell  upon  these,  however,  I  would  like  to  present 
what  our  association  feels  are  more  fundamental  considerations 
which  we  are  hopeful  will  be  of  constructive  assistance. 

Before  offering  to  the  committee  our  suggestions,  I  should  like 
to  discuss  briefly  the  objectives  for  which  the  statute  was  enacted, 
and  the  reasons  for  its  passage.  There  is  unanimity  of  opinion  among 
reneo"0tiating  officers  that  the  primary  objective  of  the  law  is  to 
assure  fair  prices — to  make  sure  that  our  armed  forces  receive  fullest 
value  for  every  tax  and  War  bond  dollar. 

Under  Secretary  of  War  Patterson  has  said  [reading]: 

The  primary  purpose  of  renegotiation  must  always  be  to  get  prices  down 
*    *     *    (Naval  Affairs,  p.  908). 

Maurice  Karker,  Chairman  of  the  War  Department  Price  Adjust- 
ment Board,  has  publicly  stated  [reading]: 

In  passing  the  renegotiation  law,  Congress  thus  fully  recognized  that  renegotia- 
tion is  primarily  a  part  of  the  procurement  procedure.  It  is  as  essential  to  good 
purchasing  in  time  of  war  as  is  free  and  open  competition  in  time  of  peace.  Re- 
negotiation may  properly  be  looked  upon  as  the  wartime  substitute  for  peacetime 
competition  (Naval  Affairs,  p.  991). 

And  the  Chairman  of  the  Navy  Department  Price  Adjustment  Board, 
Kenneth  H.  Rockey,  stating  before  this  committee  that  it  is  a  pricing 
statute,  has  argued  that  the  aims  and  objectives  of  renegotiation  are, 
in  his  words: 

(1)  To  encourage  efficiency  and  volume  in  w^ar  production; 

(2)  To  keep  the  costs  of  munitions  and  materials  of  war  under  control;  and 

(3)  To  prevent  the  realization  of  unconscionable  profits  by  war  contractors. 

The  principal  reasons  for  the  enactment  of  the  statute  were  well 
stated  by  the  Truman  Committee,  as  follows: 

It  is  also  agreed  by  all  Government  officials  charged  with  responsibility  for 
renegotiation  that  the  original  need  for  a  flexible  method  of  obtaining  price 
adjustment  primarily  grew  out  of  two  wartime  necessities: 

(1)  The  original  necessity  of  obtaining  rapidly  many  new  articles  as  to  which 
no  previous  cost  experience  was  available. 

(2)  The  original  necessity  of  obtaining  large  quantities  of  other  articles  pre- 
viously manufactured  in  such  relatively  small  quantities  as  to  make  previous 
cost  experience  of  little  value  in  estimating  probable  cost  under  mass-production 
conditions. 

Having  in  mind  these  statements  of  the  objectives  of  the  renegotia- 
tion statute,  and  the  reasons  for  its  enactment,  our  study  of  the 
operation  of  the  statute  has  been  based  on  two  fundamental  con- 
siderations: 

(1)  It  is  recognized  that  material  must  be  sold  to  the  Government 
at  a  reasonable  cost. 

(2)  War  production  must  be  maintained  at  its  maximum  level. 

It  would  seem  appropriate  at  this  time  to  state  that  I  am  in  no 
way  directly  or  indirectly,  casting  any  reflection  upon  the  adminis- 
trators of  the  Renegotiation  Act.  To  the  contrary,  industry  has  the 
liighest  regard  for  their  ability  and  integrity  in  sincerely  trying  to 
administer  a  unique  and  far-reaching  law,  lacking  definite  standards. 

OPERATION   OF  THE   STATUTE  IN   1942 

Let  us  look  first  at  the  operation  of  the  statute  in  1942.  At  the 
wme  of  its  enactment,  the  excess  profits  tax  rate  was  graduated  to  a 
oiaximum  of  only  60  percent.     You  gentlemen  of  Congress  correctly 
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saw  tlie  need  at  that  time  for  additional  profit-limiting  legislation. 
In  our  opinion,  lenegotiation  should  continue  to  function  as  to  profits 
of  1942,  because  in  that  year  practically  all  war  materials  had  to  be 
bought  under  conditions  which  made  it  impossible  in  a  great  many 
cases  to  secure  accurate  cost  estimates  and  consequently  to  establish 
original  prices  at  proper  figm-es.  The  two  chief  factors  responsible 
for  this  were  the  necessity  for  manufacturers  either  to  produce  items 
never  before  made  by  them,  or  to  produce  them  in  volumes  far  sin-- 
passing  any  previous  records.  This  lack  of  experience  was  obviously 
shared  by  industry  and  procm-ement  officers  alike. 

To  simplify  the  administrative  burden  for  the  Price  Adjustment 
Boards  for  the  year  1942,  by  giving  them  a  more  positive  definition 
of  the  area  of  their  responsibility,  we  recommend  to  this  Committee 
that  it  give  consideration  to  amending  the  statute: 

(1)  To  include  the  definition  of  subcontractor  originally  proposed 
by  the  War  Department.  This  definition  excludes  orders  or  agree- 
ments to  furnish  (a)  Raw  materials;  (6)  standard  commercial  fabri- 
cated or  semifabricated  articles  ordinarily  sold  for  civilian  use;  and 
(c)  articles  for  the  general  operation  or  maintenance  of  the  contractor's 

(2)  To  exempt  orders  or  agreements  to  furnish  standard  commercial 
fabricated  or  semifabricated  articles  ordinarily  sold  for  civilian  use. 

OPERATION   OF  THE   STATUTE   FOR   1943 

In  reviewing  with  you  the  operation  of  the  statute  for  the  year 
1943,  I  should  like  to  divide  our  discussions  into  two  parts: 

First:  The  authority  granted  by  the  statute  to  the  Secretaries, 
after  entei-ing  into  a  contract  at  a  firm  price  to  refix  that  price  during 
the  life  of  the  contract  on  the  basis  of  revised  cost  figures  established 
by  the  company  in  its  actual  operating  experience  with  that  contract. 
In  this  presentation  to  you,  J  will  call  this  portion  of  the  statute  the 
price  adjustment  phase.  ^ 

Second:  That  authority  granted  to  demand  from  a  company s 
corporate  profits  for  a  past  fiscal  year  that  portion  deemed  by  rene- 
gotiating officials  to  be  excessive— or  what  is  conmaonly  known  as 
the  recapture  procedure. 

In  a  consideration  of  these  two  phases  of  the  statute  as  they  are 
related  to  1943  profits,  several  points  seem  to  warrant  careful  con- 
sideration: .  , 

First,  while  it  was  true  in  1942  that  many  companies  were  called 
upon  to  make  items  previously  imknown  to  them,  or  make  known 
items  in  volumes  exceeding  past  performances,  these  conditions,  ii 
they  do  occur  in  1943,  will  doubtless  occur  m  only  a  relatively  few 
instances.  Most  companies,  through  experience,  are  now  in  a  posi- 
tion to  estimate  accurately  their  costs,  and  the  procurement  officers 
of  the  Government  are  possessed  of  a  fund  of  information  whicn 
enables  them  to  make  a  proper  check. 

Kelatively  few  companies  will  be  called  on  in  the  future  to  expana 
rapidly  their  volume  of  production  and  even  in  those  instances,  their 
past  experience  will  make  possible  a  better  estimate  of  cost  than  was 
possible  in  1942.  Furthermore,  where  volume  is  large,  the  contract 
stretches  over  a  long  period  of  time,  and  can  easily  be  subjected  to 
examination  after  operating  experiences. 


Secondly,  procurement  officers  through  their  close  contact  with 
competitive  bidding  operations  and  increased  knowledge  of  accurate 
cost  figures  for  items  they  are  charged  with  buying  have  acquired  a 
purchasing  experience  enabling  them,  in  the  great  majority  of  cases, 
to  enter  into  contracts  at  prices  which  are  fair  and  will  assure  full 
value  for  the  money  expended. 

In  the  light  of  these  two  points,  let  us  return  to  the  "price  adjust- 
ment" phase  of  the  statute. 

It  is  our  opinion  that  this  authority  should  be  retained  in  modified 
form,  for  current  contracts  where  costs,  and  therefore  prices,  cai^ot 
be  determined  with  reasonable  certainty.  These  instances  are,  as  I 
have  mentioned  before,  those  contracts  for  the  production  of  items 
on  which  there  is  no  previous  experience,  or  in  large  volume  exceeding 
past  experience. 

As  to  prime  contracts  of  this  nature,  the  law  should  be  revised 
to  authorize  agreements  for  review  of  prices  based  on  actual  production 
experience,  and  providing  for  necessary  price  adjustments.  Such 
authority  should  permit  agreements  for  price  adjustments  based  on 
over-all  business  of  the  contractor,  or  revision  of  individual  contract 
prices,  depending  on  the  circumstances  of  each  case,  and  upon  the 
agreement  reached  by  the  procurement  agency  and  the  contractor. 

I  should  emphasize,  however,  that  the  recommendation  of  our 
association  contemplates — 

First,  that  extension  of  authority  to  adjust  prices  should  be  limited 
to  cases  of  the  two  types  I  have  described  above;  and 

Second,  that  such  price  adjustments  should  be  based  on  mutual 
agreement  of  the  two  parties. 

In  considermg  the  "recapture"  procedure  as  it  might  apply  to  1943 
I  should  like  to  emphasize  that  there  should  be  borne  in  mind  the  two 
pomts  I  have  already  made: 

1.  That  industry  will  in  only  a  relatively  few  cases,  if  any,  be  called 
upon  to  produce  items  previously  unknown  to  them  or  to  produce 
Known  items  in  abnormally  high  volume. 

2.  That  procurement  officers  have  acquired  a  purchasing  experi- 
ence which  will  assure  their  obtaining,  in  most  cases,  fair  contract 

1  pnees. 

There  are  two  further  important  pomts  which  relate  to  the  "recap- 
ture'  procedure. 

LJwu  *j®  determmation  of  prices  is  a  function  of  procurement, 
wnue  the  determmation  of  final  profits  is  a  function  of  taxation. 

fereonally  I  think  that  is  the  crux  of  the  whole  thing,  and  I  shall 
\    u^-  it,  to  emphasize  it. 

Llii  ?u'  j^®  determination  of  prices  is  a  function  of  procurement, 

r^e  the  determination  of  final  profits  is  a  function  of  taxation." 

I   ^econdly  the  Revenue  Act  of  1942,  the  effects  of  which  were  un- 

hon^  ?\    .    ^^^^  ^^  enactment  of  the  renegotiation  statute,  has 

accomplished  very  effectively  the  "recapture"  of  corporate  profits. 

PeroA^f^^f^l^®.^^  *^®  excess-profits  tax  from  its  maximum  of  60 

of  qn  ^"^®  *^®  statute  was  enacted,  to  its  present  maximum 

L»y  percent,  has,  of  course,  been  responsible  for  this  result.     I  should 

and  iQ?o^^^^^^  ^^  y^^  ^^^^  ^^^^  regarding  the  trend  of  taxes  in  1941 

I   h)       'ff      estimates  for  1943,  and  their  effect  on  industry. 

|of  Knf k^^u         ^^  ^^^®  factual  data  for  your  committee,  in  its  study 

I     ^'^  the  renegotiation  statute  and  the  Internal  Revenue  Code,  the 
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National  Association  of  Manufacturers  has  asked  businessmen  all  over 
the  country  to  submit  their  individual  figures. 

We  are  presenting  statistics  prepared  by  the  U.  S.  Department  of 
Commerce,  supplemented  by  estimates  based  on  this  National  Asso- 
elation  of  Manufacturers'  survey.  Furthermore,  I  should  like  to 
point  out  that  our  association  figures  show  similar  results  to  the 
Department  of  Commerce  figures,  so  that  we  feel  secure  in  basing  our 
1943  estimates  on  rephes  from  a  sample  of  1,017  companies  in  our 

survey. 

I  thould  like  to  go  over  with  you  a  chart  and  table  of  manufacturing 
profits  and  taxes,  appended  to  this  statement  as  exhibits  A  and  B. 

A  shows  the  eflFect  of  the  operation  of  the  tax  law  for  the  years  1939, 

1940,  1941,  and  1942. 

You  will  note  in  1939  that  the  net  income  before  taxes  is  approxi- 
mately $3,200,000,000  where  the  net  income  after  taxes  is  $2,600,- 
000,000  nearly,  whereas  in  1942  the  net  income  before  taxes  is 
$13,112,000,000  and  the  net  income  after  taxes  is  $4,428,000,000. 

Mr.  Keed.  Will  you  repeat  that?    Are  you  dealing  with  1940? 

Mr.  Shreve.  No;  I  am  skipping  1940  and  1941,  because  that  shows 
the  trend,  and  I  am  simply  taking,  for  brevity  purposes,  the  1939  year 
and  the  1942  year. 

That  shows,  on  a  percentage  basis,  the  percentage  of  taxes  to  the  net 
before  taxes;  19  percent  for  1939  and  66  percent  for  1942. 

That  is  further  amplified  in  the  tabulation  in  exhibit  B  as,  for  in- 
stance, in  1941,  the  total  receipts  were  $92,531,000,000;  1942,  $119,- 
676,000,000,  and  estimated  for  1943,  $145,000,000,000. 

The  net  income  before  taxes  in  1941  was  $9,612,000,000;  for  1942, 
$13,112,000,000;  and  estimated  for  1943,  $14,400,000,000. 

Taxes,  1941,  $5,078,000,000;  1942,  $8,684,000,000,  and  1943, 
$9,900,000,000,  which  leaves  a  net  income  after  taxes,  for  1941, 
of    $4,534,000,000;    1942,    $4,428,000,000;    and     1943,    estimated, 

$4,500,000,000.  .  ,       ^ 

On  a  percentage  basis,  that  shows  a  net  income  after  taxes,  as  to 
percent  of  gross,  of  4.9  percent  for  1941,  3.7  percent  for  1942,  and  3.1 

percent  for  1943.  i?  -i     + 

Then  on  a  basis  of  still  further  analysis  of  the  percentage  of  the  tax 
to  the  net  income  before  taxes,  it  shows  for  1941 ,  53  percent;  for  1942, 
66  percent;  and  the  estimate  for  1943,  69  percent. 

Mr.  Dewey.  What  is  the  column  on  receipts? 

Mr.  Shreve.  That  is  total  orders. 

Mr.  Dewey.  Sales?  .      ,  ^  ,    . 

Mr.  Shreve.  Sales  billed  for  the  companies  that  are  under  analysis. 

The  only  possible  conclusion  that  can  be  drawn  from  these  figures  is 
that  even  without  renegotiation,  the  weight  of  taxes  imposed  upon 
industry  has  been  effective  in  checking  any  over-all  expansion  oi 
profits.  In  other  words,  as  we  have  indicated,  earlier,  we  now  have 
some  definite  experience  with  the  tax  law  and  its  operation  m  pre- 
venting excessive  profits.  r,      ar<, 

Expanding  volume  of  manufacturing  activity  m  the  past  2  yeai^ 
has  not  been  accompanied  by  an  expanding  dollar  volume  of  manu- 
facturing net  profits  after  taxes.    The  rate  earned  on  sales  naa 

steadily  declined.  ^  i-  u  i.ovp 

As  a  matter  of  fact,  the  major  portion  of  the  amounts  which  tiav« 

been  returned  to  the  Government  by  the  process  of  renegotiation 


would  have  been  recovered  in  excess  profits  taxes.  I  might  also  men- 
tion in  passing  that  a  substantial  amount  has  been  returned  through 
voluntary  refunds. 

We  think  that  that  provision  ought  to  continue. 

It  has  been  expressed  that  in  relying  on  the  tax  laws  for  recapture  of 
profits  that  there  may  well  be  a  small  number  of  companies  whose 
profits  might  still  be  considered  "excessive." 

If  such  instances  do  exist,  and  cannot  be  handled  by  the  "price 
adjustment"  procedures,  we  feel  confident  that  the  Congress  can  find 
ways  and  means  to  deal  with  these  few  isolated  cases. 

Further,  the  present  recapture  provisions  of  the  renegotiation 
statute  tend  to  defeat  the  intent  of  Congress  in  establishing  certain 
benefits  in  permanent  tax  legislation.     These  benefits  include: 

First.  Post-war  credits. 

Second.  The  loss  carry-over  provisions. 

Third.  The  excess-profits  credit. 

On  the  basis  of  this  discussion  and  bearing  prominently  in  mind 
the  principle  that  the  determination  of  prices  is  a  function  of  procure- 
ment while  the  determination  of  final  profits  is  a  function  of  taxation, 
it  is  the  recommendation  of  the  National  Association  of  Manufacturers 
that,  effective  January  1, 1943  the  recapture  of  past  profits  be  entrusted 
to  the  excess  profits  tax  structure. 

SUMMARY 

To  summarize:  Industry  is  steadfastly  opposed  to  war  profiteering. 

Its  main  concern  is  building  a  peacetime  economy  which  will 
provide  a  maximum  of  jobs. 

We  suggest,  therefore,  that  your  committee  give  serious  considera- 
tion to  revising  the  renegotiation  statute: 

1.  To  continue  the  law  in  its  application  to  1942  profits,  with  sim- 
plification of  the  administrative  burden  of  the  Price  Adjustment 
Boards,  by  providing  a  more  positive  definition  of  the  area  of  their 
responsibility. 

2.  To  continue  authority  of  the  procurement  agencies  to  enter  into 
voluntary  * 'price  adjustment"  agreements  in  those  exceptional  cases 
where  reasonable  prices  cannot  be  ascertained  in  advance  because  of 
large  volume  purchases  or  lack  of  adequate  cost  information. 

3.  Effective  January  1,  1943,  to  leave  to  the  tax  structure  the 
recapture  of  past  profits,  with  whatever  congressional  action  may^be 
necessary  to  handle  those  imusual  cases  which  may  not  be  covered  by 
"price  adjustment"  procedures. 

Gentlemen,  I  realize  these  proposals  are  not  complete  as  to  details, 
and  do  not  incorporate  a  number  of  recommendations  for  change  in 
the  law  which  have  come  from  many  sources.  Nevertheless,  I  sin- 
cerely believe  that  these  recommendations,  if  perfected  and  adopted 
by  the  Congress,  would  assist  materially  in  furthering  two  basic 
objectives  which  industry,  and  Congress  alike,  have  uppermost  in 
mind: 

First,  the  prevention  of  inordinate  war  profits;  and 

Secondly,  providing  assurance  that  industry  can  fulfill  its  ambition 

to  create  maximum  employment — a  maximum  number  of  jobs,  in  the 

post-war  era. 
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EXHIBIT  *A*  PROFITS  ARD  TAXES 

07  ALL  MANUFACTURINa  COBPORATIOl^S 


Net  Income 
14,000  r^ 


(Millions  of  Dollars) 


12,000, 


10,000- 


Net  Income 
1   14,000 


Source:  Department  of  Coomerce* 
Survey  of  Current  Business 
June,  1943 


>  12,000 


8.000- 
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6,000- 
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1939 


Net 
Incotne 
After 
Taxes 


-     10,000 


-      8,000 


1940 


-      6,000 


4,000 


2,000 


1941 


1942 


Exhibit  B 

5ales,  taxable  net  income,  Federal  taxes,  and  net  after  taxes  for  all  manufacturing 

corporations 

[In  millions  of  dollars] 


Year 


1941. 
1942. 
1943 


Receipts 


92. 531 

119, 6/6 

1145,000 


Net  income 
before  taxes 


9,612 

13, 112 

1 14, 400 


Total  taxes 


5.078 

8,684 

»9,900 


Net  Income 
alter  taxes 


4.534 

4.428 
»4,500 


Net  income 

after  taxes 

as  percent 

gross 


4.9 
3.7 
3.1 


Taxes  as 
percent  of 
net  income 
before  taxes 


1  Estimates  based  on  National  Association  of  Manufacturers  compilations  of  reports  from  1,017  companies. 

Source:  Figures  for  1941  and  1942  are  from  the  Department  of  Commerce,  Survey  of  Current  Business, 
June  1943. 

Mr.  Knutson.  Mr.  Shreve,  first,  I  want  to  compliment  you  on 
having  made  a  very  informative  statement. 

Mr.  Shreve.  Thank  you. 

Mr.  Knutson.  You  have  shown  throughout  a  desire  to  prevent 
excessive  profits  in  war  work,  and  a  desire  upon  the  part  of  yourself 
and  your  organization  to  cooperate  with  this  committee  in  so  doing. 

A  criticism  has  been  made  that  the  concerns  engaged  in  similar  lines 
of  production  are  kept  in  ignorance  as  to  how  their  competitors  were 
renegotiated.  There  has  been  a  lack,  up  to  date,  of  any  information 
that  would  tend  to  show  that  they  are  all  being  renegotiated  on  the 
same  formula,  and  perhaps  on  the  same  basis.  Can  you  tell  us  any- 
thing about  that? 

Mr.  Shreve.  Of  course,  the  whole  burden  of  our  study  and  our 
conclusion  is  based  on  the  assumption,  as  we  tried  to  indicate  in  this 
report,  that  the  major  need  for  renegotiation  really  was  confined 
practically  to  1942,  and  that  we  believe,  in  the  interest  of  the  pro- 
motion of  the  whole  war  program  that  the  time  has  come  for  an  attempt 
to  be  made  for  a  real  simplification  of  the  picture,  that  is  the  reason 
why  we  suggest  that  we  leave  the  recapture  part  of  the  renegotiation 
statute  to  the  tax  law  beginning  January  1,  1943. 

From  my  point  of  view  at  least  the  job  of  administering  renegotia- 
tion for  1942  is  the  real  one,  and  I  really  believe  it  is  going  to  take  2  or 
3  years  before  that  activity  is  completed. 

If  you,  in  considering  that  background,  wish  to  discuss  the  elements 
of  renegotiation,  as  you  have  indicated,  then  I  would  say  that  I  am  in 
hearty  accord  with  the  idea  that  more  information,  in  order  to  be 
fair  about  it,  really  ought  to  be  given  to  the  contractor  in  regard  to 
the  methods  used  in  arriving  at  the  conclusion  given  by  the  renegotia- 
tion board  to  the  contractor.  That  information  ought  to  be  public 
uiformation,  that  is,  not  for  the  benefit  of  just  the  contractor  involved, 
but  all  contractors. 

Mr.  Knutson.  That,  first,  would  obviate  any  possibility  of  favor- 
itism in  renegotiation. 

Mr.  Shreve.  That  is  right. 

Mr.  Knutson.  Do  you  know  of  any  cases  of  favoritism? 

Mr.  Shreve.  No;  I  do  not. 

Mr.  Knutson.  Last  year,  when  we  had  the  1942  revenue  bill  before 
%  I  think  it  was  the  gentleman  from  Tennessee,  Mr.  Cooper,  who 
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called  attention  to  the  fact  that  a  large  number  of  concerns  or  biisi- 
nesses  were  not  covered  by  this  law,  concerns  that  were  getting 
benefited  from  the  war  effort. 

Take,  for  example,  hotels.  It  is  impossible  to  get  rooms  at  sonie 
of  the  hotels  in  Washington,  and  yet  they  are  not  affected  by  tliis  law. 
There  are  many  lines  of  activity  that  have  probably  benefited  more 
than  those  actually  engaged  in  war  production  that  were  not  reached. 

I  am  just  wondering  whether  that  situation  could  not  be  cured, 
and  perhaps  the  necessity  for  the  Renegotiation  Act  be  removed,  if 
we  were  to  impose  what  we  might  call  a  super  war  profits  tax,  appli- 
cable to  all  who  have  benefited  in  a  considerable  degree  by  Govern- 
ment spending. 

Mr.  Shreve.  Of  course,  we  firmly  believe,  as  we  have  mdicated, 
that  the  recovery  of  profits  once  in  the  pockets  of  a  contractor  ought 
to  be  solely  through  the  medium  of  taxation,  but,  of  course,  it  is  not  an 
easy  thing  to  arrange  a  tax  program  that  is  going  to  be  equitable  to 
the  whole  business  picture.  In  that  your  committee  has  our  sym- 
pathy, and  we  will  be  glad  to  do  anything  we  can  to  be  of  help  to  you 
in  the  consideration  of  those  problems. 

Mr.  Knutson.  I  have  a  communication  here  from  an  implement 
company  in  the  Middle  West,  stating  that  the  Treasury  Depart- 
ment has  advised  them  that  they  are  subject  to  renegotiation.  This 
company  sells  finished  products*^and  is  not  engaged  in  processing  or 
manufacturing  anything  in  any  way,  manner,  or  form.  They  are 
simply  distributors,  the  prices  are  fixed  by  the  O.  P.  A.,  and  the 
wholesaler  or  manufacturer  establishes  their  selling  price. 

It  would  seem  that  the  Government  is  going  far  afield  when  they 
seek  to  renegotiate  that  class  of  business. 

If  there  is  a  Treasury  representative  present,  I  would  like  to  have 
him  look  into  that  and  report  to  us  this  afternoon  just  what  prompted 
them  to  include  implement  dealers  not  engaged  in  manufacture,  and 
whose  selling  prices  are  fixed  by  the  O.  P.  A. 

It  would  seem  that  your  point  is  well  taken,  that  by  1943  we  should 
pretty  well  know  what  it  costs  to  produce  everything  that  the  Govern- 
ment has  been  buymg  for  the  past  several  years  in  the  way  of  war 

material. 

I  agree  with  you  that  perhaps  1942  contracts  should  remam  open 
to  renegotiation,  but  I  am  just  wondermg  whether,  in  the  light  of  past 
experience,  the  various  purchasing  agencies  of  the  Government  have 
not  had  an  opportunity  to  get  a  pretty  fair  idea  by  this  time  of  just 
what  concerns  can  produce  for  and  make  a  reasonable  profit,  and 
thereby  obviate  the  necessity  for  the  continuance  of  renegotiation 
from  January  1,  1943,  on.  There  may  be  some  new  items;  I  do  not 
know,  but  I  doubt  it. 

The  Chairman.  As  I  xmderstood  the  substance  of  your  testimony, 
you  take  the  position  that  the  renegotiation  law  is  no  longer  needed, 
nor  that  anything  need  be  done  about  recapture  of  excessive  protit, 
except  in  unusual  cases  but  you  do  not  point  out  how  you  think  those 
unusual  cases  should  be  handled  by  Congress. 

Also,  if  I  understand  your  testimony  correctly,  about  the  only 
complamt,  as  I  see  it,  that  you  have  to  make  against  the  law,  as  far 
as  the  contractor  is  concerned,  is  that  it  takes  much  of  the  useful  time 
of  a  company  that  could  be  better  employed  in  some  other  way,  ana 


you  have  no  special  complaint  as  to  companies  that  have  been  dealt 
with  harshly,  or  in  an  unjust  or  improper  manner. 

Mr.  Shreve.  We  do  believe,  Mr.  Doughton,  that  the  law  is  really, 
fundamentally,  discriminatory,  and  we  tried  to  indicate  that  we  believe 
that  recaptiu-e  of  profits  really,  fundamentally  is  and  always  has  been 
the  function  of  taxation,  and  we  believe  we  have  gotten  to  the  place 
where  we  can  retiu-n  to  the  tax  procedure.  We  admit,  however,  that 
1942  had  to  be  handled  on  an  unusual  basis. 

We  believe  the  time  has  come  when  we  can  go  back  to  funda- 
mentals, which  would  mean  depending  upon  taxation  to  do  the  job 
that  we  have  heretofore,  in  1942,  given  to  renegotiation. 

These  cases  which  might  not  be  adequately  covered  by  the  tax  law 
have  been  talked  about  a  great  deal,  but  so  far  we  have  not  been  able 
to  get  hold  of  the  details  of  any  case  that  seems  to  come  in  that 
category.  I  think  we  would  be  able  to  be  helpful  to  your  committee 
in  arriving  at  its  conclusions  if  we  could  have  a  more  complete  analysis 
of  companies  that  come  into  that  particular  classification.  My  own 
feeling  is — and  this  is  all  theoretical — ^that  they  would  probably 
be  companies  that  have  come  into  the  picture  since  the  beginning 
of  the  war  and  have  been  largely,  if  not  entirely,  financed  by  the 
Government. 

In  those  cases  one  simple  way,  it  seems  to  me,  to  handle  them  would 
be  to  rearrange  the  contractual  relationship  between  such  organiza- 
tions and  the  Government  so  those  concerns  would  get,  in  effect,  a 
managerial  fee  rather  than  a  return  on  the  investment,  which  is  almost, 
if  not  entirely,  a  Government  investment. 

Before  taclding  the  problem  with  any  degree  of  assurance  that  a 
conclusion  can  be  reached — I  really  believe  it  is  necessary  to  know 
the  characteristics  of  those  few  companies  that  are  not  adequately 
covered  by  the  excess  profits  tax. 

Does  that  answer  your  question? 

The  Chairman.  I  do  not  know  that  it  does  answer  it  fully.  I 
wanted  to  get  the  import  of  all  that  you  seem  to  intend  to  say. 

You  did  not  mention  how  you  thought  Congress  could  deal  with 
these  unusual  cases. 

It  seems  to  be  admitted  that  there  are  some  unusual  cases. 

Then  there  is  another  point.  Under  the  procedure  you  outline, 
would  not  that  take  the  time  of  the  contractor  to  go  through  that 
procedure,  just  as  with  the  present  procedure? 

Mr.  Shreve.  I  think  there  could  be  a  revision  of  the  tax  law  to 
take  care  of  the  obviously  unusual  cases. 

The  Chairman.  I  am  simply  asking  for  information,  in  order  to 
get  your  viewpoint  correctly. 

Suppose  a  contractor  and  representatives  of  the  Government  sit 
down,  as  you  have  suggested,  and  fail  to  reach  an  agreement.  What 
Would  be  your  suggestion  as  to  how  to  settle  such  a  disagreement? 
Would  you  leave  it  there?  What  would  be  the  next  step? 
.  Mr.  Shreve.  Fundamentally,  and  from  a  practical  point  of  view, 
it  seems  too  bad  to  hamper  from  95  to  97  percent  of  industry  because 
there  are  admittedly  very  few  companies  that  even  under  the  tax 
jaw  today  might  not  have  all  of  their  excessive  profits  recaptured; 
but  from  the  point  of  view  of  the  public  I  think  we  recognize  that 
^ven  that  small  percentage  can  be  taken  care  of  in  some  adequate  way. 
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As  I  say,  when  the  characteristics  of  those  companies  are  known 
I  do  not  beUeve  that  it  would  be  very  difficult  to  find  a  solution  of 
that  problem. 

The  Chairman.  If  the  Government  officials,  or  Congress,  should 
feel  that  these  unusual  or  extraordinary  profits  could  not  be  properly 
dealt  with,  as  the  Government  witnesses  have  contended,  through  the 
process  of  taxation,  then  what  relief  would  you  suggest? 

Mr.  Shreve.  There   are   two   possibilities   of   dealing   with   that 

Eroblem,  as  I  see  it.  First,  by  changing  the  contractual  relationship 
etween  the  Government  and  those  few  companies,  which  would 
limit  their  profits  to  a  reasonable  return. 

The  Chairman.  Who  would  decide  what  is  a  reasonable  return? 

Mr.  Shreve.  All  business  today  is 

The  Chairman  (interposing).  Is  or  is  not  that  an  insurmountable 
difficulty? 

Mr.  Shreve.  All  business  today,  Mr.  Chairman,  is  having  to  rest 
upon  the  judgment  of  the  renegotiation  boards  as  to  what  is  a  rea- 
sonable profit. 

Here  we  are  limiting  it  to  a  very  small  percentage. 

The  Chairbian.  In  all  these  cases  where  a  contract  has  been 
renegotiated,  have  not  a  greater  percentage  of  them  been  able  to 
reach  an  agreement  satisfactory  to  both  the  Government  and  the 
contractors?  Or  have  the  contractors  felt  that  they  have  had  unfau*, 
harsh,  or  imjust  treatment  in  those  proceedings? 

Mr.  Shreve.  I  will  answer  that  in  this  way.  A  contractor  is, 
fundamentally,  not  in  a  position  to  express  himself  frankly  and 
truthfully,  because  the  cards  are  all  held  on  the  other  side. 

The  Chairman.  That  is  unfortunate. 

Mr.  Shreve.  So  I  do  not  know  that  anyone  could  say  with  any 
degree  of  assurance  what 

The  Chairman  (interposing).  It  seems  to  me  that  if  they  have  a 
real  grievance  they  should  lay  it  fully  before  Congress,  and  not  be 
bashful  about  it.  They  are  usually  not  that  modest,  either  industry  or 
labor.  When  they  have  a  real  grievance  they  usually  come  and  say 
what  that  grievance  is  and  give  voice  to  some  of  their  difficulties. 

Mr.  Knutson.  That  was  true  years  ago,  Mr.  Chairman,  but  it  does 
not  follow  that  they  have  to  come  before  Congress  and  make  com- 
plaints now. 

The  Chairman.  I  do  not  see  any  reason  why  they  should  not. 
This  committee  wants  to  get  the  facts.  It  cannot  deal  with  this  prob- 
lem on  suspicion  or  innuendos.     It  must  have  the  facts. 

If  industry  has  been  harshly  treated  under  the  present  law,  this 
committee  ought  to  know  it  and  have  the  facts  about  it.  I  for  one 
would  like  to  know  it.    It  would  help  me  to  reach  a  decision. 

Mr.  Shreve.  If  I  interpret  industry's  attitude  at  all  correctly 
I  would  say  the  general  attitude  has  been  to  do  everything  possible 
to  work  along  with  what  is  admittedly  a  very  difficult  situation. 
Unless  the  conclusions  that  are  imposed  are  confiscatory,  and  reach 
a  point  where  industry  cannot  exist  imder  the  proposal,  I  do  not 
believe  industry's  attitude  is  gaited  to  take  time  out  today  from  the 
war  effort  to  try  to  thrash  those  out. 

We  would  much  rather  let  those  things  handle  themselves  and  then 
seek  a  way  to  simplify  the  picture  to  put  it  on  a  more  positive  basis, 
as  we  have  suggested,  by  changing  the  law  beginning  with  this  year. 


It  would  be  tremendously  harmful  to  the  war  effort  if  industry  got 
in  a  squabble  over  some  of  these  definitions  with  reference  to  the 
profit  that  was  allowed  under  renegotiation,  and  personally  I  would 
hate  to  see  that  come  about  unless  it  was  the  only  thing  that  could  be 
done  to  save  industry.    We  have  not  gotten  to  that  point  yet. 

The  Chairman.  You  say  a  squabble;  a  squabble  with  whom,  with 
the  Government? 

Mr.  Shreve.  I  mean  on  the  basis  of  the  conclusions  of  the  renegoti- 
ation board. 

The  Chairman.  Surely  industry  is  not  so  timid  that  when  they  go 
before  the  renegotiation  board  tbey  will  fail  to  express  themselves? 

Mr.  Shreve.  I  think  industry  has  expressed  itself  to  the  boards. 

The  Chairman.  I  am  wondering  if  that  is  the  situation. 

Mr.  Shreve.  I  think  they  have  expressed  themselves. 

The  Chairman.  1  am  wondering  if  that  is  the  situation,  where  they 
might  raise  the  question  that  it  is  not  fair. 

Mr.  Shreve.  I  think  contractors  have  expressed  themselves  quite 
frankly  to  the  boards,  but  that  does  not  mean  they  are  satisfied  with 
the  final  answer. 

The  Chairman.  As  a  rule,  you  think  they  are  not  satisfied  with  the 
final  determination  or  position  adopted  by  the  renegotiation  boards? 

Mr.  Shreve.  I  would  not  say  that,  because  I  do  not  know.  It  is  all 
a  secret  arrangement  and  there  is  no  way  of  telling  what  that  conclusion 
might  be.  But  I  do  say  that  the  contractor  is  in  a  position  where  he 
cannot  with  propriety  express  his  true  viewpoint. 

The  Chairman.  Has  there  ever  been  any  way  devised  yet  whereby 
disagreeing  parties  could  always  be  satisfied  with  the  determination 
that  is  reached,  whether  in  court  or  out  of  court? 

Mr.  Shreve.  I  do  not  think  so. 

The  Chairman.  It  is  not  reasonable  to  suppose  that  all  parties  will 
always  agree.  If  they  agree  and  are  satisfied,  of  course  that  is 
fortunate. 

Mr.  Shreve.  That  is  right. 

The  Chairman.  But  if  they  are  not  satisfied,  of  course  there  should 
be  some  way  whereby  they  could  express  that  dissatisfaction,  or  have 
an  opportunity  for  rehef  which  they  think  they  should  have.  If 
they  do  not  get  that  under  the  renegotiation  law,  then  the  intent  of 
Congress  is  not  being  carried  out. 

Mr.  Shreve.  Rather  than  tackle  this  from  that  angle  I  would 
much  rather  go  ahead  and  do  the  best  we  can  with  1942  and  then, 
beginning  with  1943,  put  it  on  a  tax  basis,  so  we  will  know  what  the 
results  are  going  to  be. 

Mr.  Cooper.  Mr.  Shreve,  you  are  speaking  for  the  National 
Association  of  Manufacturers. 

Mr.  Shreve.  That  is  right,  sir. 
.  Mr.  Cooper.  Which   is   probably  the   largest    representative    of 
industry  and  business  in  the  country. 

Mr.  Shreve.  Yes;  it  is;  outside  of  the  chamber  of  commerce. 

Mr.  Cooper.  You  speak  for  all  the  members  of  ^at  association? 

Mr.  Shreve.  Yes,  sir. 

Mr.  Cooper.  And  the  calendar  shows  that  you  are  also  vice  presi- 
dent of  the  General  Electric  Co. 

Mr.  Shreve.  Yes. 
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Mr.  Cooper.  I  assume  you  do  not  favor  excess  or  unusual  profits 
by  any  company  in  trying  to  carry  forward  this  war  effort  of  the 
Government. 

Mr.  Shreve.  You  are  100  percent  right. 

Mr.  Cooper.  Men  are  giving  their  lives  for  the  preservation  of  the 
Government. 

Mr.  Shreve.  Right. 

Mr.  Cooper.  And  the  future  freedom  and  liberty  of  all  the  people  of 
the  coimtry.  And  you  do  not  believe  it  is  fair  or  right  that  anybody 
should  make  excessive  or  undue  profits  out  of  this  wartime  effort? 

Mr.  Shreve.  No,  sir;  and  we  have  gone  on  lecoid  early  in  the  con- 
flict to  that  effect. 

Mr.  Cooper.  Who  is  to  determine  that  question  as  to  whether 
profits  made  by  a  company  are  excessive  or  not? 

Mr.  Shreve.  WeU,  I  think,  personally — and  of  course  this  is  getting 
into  tax  matters  which  are  not  for  discussion  at  this  particular  meet- 
ing— that  your  committee  has  done  a  very  outstanding  job  in  defining 
what  are  or  are  not  excessive  profits;  in  determining  the  basis  of  the 
present  tax  law. 

Mr.  Cooper.  I  come  back  to  my  question,  and  I  would  like  to  have 
an  answer  to  that,  if  I  may.  Who,  in  your  opinion,  should  determine 
whether  profits  are  excessive? 

Mr.  Shreve.  I  would  say,  generally  speaking,  Congress. 

Mr.  Cooper.  The  Government  will  have  to  determine,  will  it  not? 

Mr.  Shreve.  Yes. 

Mr.  Cooper.  You  cannot  leave  that  to  each  individual  to  decide. 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  Certainly  you  cannot  depend  on  each  individual  to 
decide  whether  his  profits  are  excessive  or  not;  that  would  not  be  a 
satisfactory  arrangement,  would  it? 

Mr.  Shreve.  No,  sir. 

Mr.  Cooper.  So  it  has  to  be  left  to  the  Government  to  determine 
whether  the  prices  paid  by  the  Government  are  fair  and  reasonable, 
or  whether  they  are  excessive;  is  not  that  true? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  Has  the  administration  of  this  act  been  fair  and  hon- 
est, in  your  opinion? 

Mr.  Shreve.  Every  endeavor  has  been  made  to  go  forward  along 

that  line. 

Mr.  Cooper.  You  have  no  complaint  to  make  along  that  line,  have 

you? 

Mr.  Shreve.  Not  so  far  as  the  intent  is  concerned. 

Mr.  Cooper.  So  far  as  the  administration  of  the  act  is  concerned, 
has  it  been  fair  and  honest? 

Mr.  Shreve.  There  has  been  every  attempt  made  to  make  it  fair 
and  honest. 

Mr.  Cooper.  Has  it  been  fair  and  honest? 

Mr.  Shreve.  I  do  not  beUeve  otherwise;  of  course,  you  are  dealing 
with  a  matter  of  judgment,  and  a  man's  judgment  is  not  infallible. 

Mr.  Cooper.  Do  you  think  there  has  been  any  indication  of  any 
dishonesty? 

Mr.  Shreve.  Not  the  slightest. 

Mr.  Cooper.  Do  you  think  it  has  been  unfair  to  any  contractor? 

Mr.  Shreve.  There  again  I  will  have  to  deal  with  the  intent.  The 
personnel  of  the  boards  is  above  question  in  that  regard. 


Mr.  Cooper.  Now,  then,  what  has  been  the  experience  of  your 
company — the  General  Electric  Co.? 

Mr.  Shreve.  I  am  in  a  little  difficult  position  because  we  are  not 
finished  with  renegotiation ;  but  there  has  been  every  attempt  at  a  fair 
consideration  of  our  particular  problem.  It  has  taken  an  inter- 
minable amount  of  time  to  provide  the  material  for  review,  however. 

Mr.  Cooper.  Your  company  does  have  large  contracts  with  the 
Government? 

Mr.  Shreve.  Yes;  indeed. 

Mr.  Cooper.  And  has  had  through  all  of  this  period? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  And  there  is  nothing  in  the  experience  of  your  com- 
pany that  is  unsatisfactory? 

Mr.  Shreve.  Not  so  far. 

Mr.  Cooper.  All  right.  Is  there  any  indication  that  there  wil  1  be 
anything  unfair  to  your  company? 

Mr.  Shreve.  Well;  I  do  not  like  to  predict.  We  will  have  to  wait 
and  get  the  experience,  I  am  afraid,  Mr.  Cooper. 

Mr.  Cooper.  Well,  do  you  know  of  anything  now? 

Mr.  Shreve.  No. 

Mr.  Cooper  (continuing).  That  would  indicate  to  you  there  is  going 
to  be  anything  unfair? 

Mr.  Shreve.  No. 

Mr.  Cooper.  All  right.  Now,  you  say  you  favor  the  law  for  1942; 
that  is  true,  is  it? 

Mr.  Shreve.  That  seems  to  be  about  the  only  way  out;  because 
many  companies  have  already  been  renegotiated.  It  is  admitted  that 
the  number  of  unusual  problems  in  1942  were  very  great,  and  from 
the  considerations  of  this  committee  it  would  lead  to  a  rather  chaotic 
condition  if  we  tried  to  handle  1942  in  any  other  way  than  that  in 
which  we  started  out. 

Mr.  Cooper.  You  think  the  law  should  be  continued  for  1942? 

Mr.  Shreve.  That  is  right;  that  is  our  recommendation. 

Mr.  Cooper.  That  is  your  recommendation? 

Mr.  Shreve.  That  is  the  recommendation  we  have  made. 

Mr.  Cooper.  Then  why  would  it  not  be  unfair  to  not^apply  the 
same  law  for  1943  that  you  applied  in  1942? 

Mr.  Shreve.  I  think  everyone  rather  admits  that  the  law  is'a  very 
unusual  law  and  discriminatory  law  and  somewhat  un-American,  as 
far  as  that  is  concerned,  and  as  soon  as  we  get  the  necessary  experience 
that  will  allow  us  to  do  the  kind  of  job  we  are  all  intent  on  doing 
through  some  other  mechanism  than  the  renegotiation  statute  such 
as  taxation,  then  it  seems  to  me  in  the  interest  of  everyone  we  should 
adopt  that  method. 

Mr.  Cooper.  Well,  I  am  only  seeking  light  and  information. 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  I  respect  you  and  the  great  organization  you  repre- 
sent, and  I  feel  that  the  members  of  this  committee  have  a  right  to 
look  to  you  for  help  and  guidance  and  information. 

Mr.  Shreve.  And  it  is  our  sincere  desire,  to  give  it  to  you. 

■Mr.  Cooper  (continuing).  To  help  us  try  to  meet  and  solve  this 
difficult  problem. 

^Ir.  Shreve.  That  is  right. 
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Mr.  Cooper.  Now,  if  the  law  is  fair  and  right  and  has  worked  well 
and  you  recommend  it  should  be  continued  for  1942,  why  do  you 
feel  some  diiferent  method  should  be  adopted  for  1943? 

Mr.  Shreve.  I  did  not  mean  to  imply,  Mr.  Cooper,  we  thought 
the  law  was  fair  and  right. 

Mr.  Cooper.  Well,  why  do  you  recommend  it  be  continued  for 
1942  if  it  is  not  fair  and  right? 

Mr.  Shreve.  All  I  implied  and  all  our  recommendation  implies, 
Mr.  Cooper,  is  that  under  all  of  the  circumstances  we  believe  the  best 
interests  will  be  served  by  continuing  the  course  that  has  been  adopted 
for  1942. 

Mr.  Cooper.  Well,  you  would  not  recommend  that  it  be  continued 
for  1942  if  it  had  not  been  fair  and  right,  would  you? 

Mr.  Shreve.  Yes;  I  think  we  would. 

Mr.  Cooper.  You  would? 

Mr.  Shreve.  Yes;  I  think  we  would. 

Mr.  Cooper.  If  it  had  been  unfair  and  unjust,  you  would  still 
recommend  it  be  continued? 

Mr.  Shreve.  No.     You  do  not  quite  get  the  point  I  am  trying  to 

make.    It  was  an  xmusual  law  enacted  to  take  care  of  an  unusual 

situation  that  developed  very  rapidly.     Now  we  have  gotten  partially 

hrough  the  administration  of  the  law  as  it  applies  to  1942.     If  we 

ould  see  a  way  to  make  oiu*  recommendation  in  regard  to  the  tax  law 

letroactive  to  the  first  of  1942  without  creating  a  chaotic  condition, 

hen  we  would  make  that  recommendation.     We  believe  that,  due  to 

he  circumstances  that  have  developed  and  the  fact  that  part  of  the 

dministration  is  already  completed  for  1942  business  that  would  not 

be  a  good,  constructive  suggestion  to  make  in  the  interest  of  the  whole. 

Mr.  Cooper.  Now,  then,  would  there  be  any  danger  of  any  element 
of  imfaimess  entering  into  the  change  that  you  suggest? 

Mr.  Shreve.  I  do  not  think  so. 

Mr.  Cooper.  Where  a  company  has  a  contract  and  it  has  been 
renegotiated  under  the  1942  law,  I  mean  for  the  year  1942,  and  then 
that  same  company  has  a  contract  or  maybe  one  of  its  competitors  has 
a  contract  for  the  same  thing  for  1943,  which  might  be  renegotiated 
on  an  entirely  different  basis? 

Mr.  Shreve.  I  do  not  think  there  is  any  element  of  unfairness  in 

that  picture. 

Mr.  Cooper.  If  you  adopted  a  new  system  for  1943,  might  it  not 
well  result  that  some  contracts  would  be  renegotiated  and  some  con- 
tractors would  find  themselves  in  a  different  situation  to  those  pro- 
ducing the  same  article  who  had  contracts  renegotiated  for  1942? 

Mr.  Shreve.  I  do  not  think  on  an  unfair  basis,  Mr.  Cooper. 

Mr.  Cooper.  And  you  do  not  think  it  would  be  fair  and  right  to 
continue  the  same  system  on  through? 

Mr.  Shreve.  No.  I  think  decidedly,  in  the  interest  of  the  country 
and  the  progress  of  the  war  effort,  that  we  should  simplify  the  situation 

today. 

Mr.  Cooper.  Now,  in  what  way  should  it  be  simplified? 

Mr.  Shreve.  We  have  recommended  that  the  recovery  of  the 
excessive  profits  be  enacted  to  the  tax  law  effective  at  the  beginning 
of  this  year. 

Mr.  Cooper.  Is  the  application  of  the  tax  law  any  simpler  or  any 
easier  for  contractors  than  the  renegotiation  law? 

Mr.  Shreve.  I  say  decidedly. 


Mr.  Cooper.  You  do? 

Mr.  Shreve.  Yes,  sir.  ' 

Mr.  Cooper.  All  right.  You  think,  then,  that  contractors  would 
not  have  to  go  through  nearly  as  much  in  the  way  of  complying  with 
the  tax  law  as  they  do  in  the  renegotiation  law? 

Mr.  Shreve.  The  way  it  is  today,  with  the  present  statute,  we 
have  to  go  through  both  of  them. 

Mr.  Cooper.  What  is  it,  then,  that  they  have  to  go  through  under 
the  renegotiation  law  that  they  would  not  have  to  go  through  under 
the  tax  law  as  you  suggest  it  be  applied? 

Mr.  Shreve.  There  is  a  duplication  of  effort  there,  plus  a  lot  of 
other  factors  that  do  not  enter  into  the  tax  law. 

Mr.  Cooper.  You  point  out  to  me,  if  you  will,  please,  sir,  the  things 
that  a  contractor  has  to  go  through  under  the  renegotiation  law  that 
he  would  not  have  to  go  through  under  the  type  of  tax  system  that 
you  suggest. 

Mr.  Shreve.  I  am  going  to  ask  Mr.  Humphreys  if  he  will  address 
himself  to  that,  with  your  permission. 

Mr.  Cooper.  All  right. 

Mr.  Shreve.  He  has  more  experience  in  that  field. 

Mr.  Humphreys.  Mr.  Cooper,  under  the  tax  law,  it  is  only  necessary 
to  file  your  income-tax  return  each  year,  which  has  been  a  habit  for 
a  number  of  years  standing,  as  we  all  know,  but  in  the  handling  of 
the  renegotiation  of  contracts  it  is  necessary  to  have  a  number  of 
preliminary  meetings  with  the  members  of  the  Price  Adjustment 
Board,  or  the  renegotiation  staff,  submitting  figures — not  only  actual 
figures,  but,  in  some  cases,  forecasting  your  figures  for  the  year,  if 
you  are  started  on  renegotiation,  before  the  year  is  over. 

Mr.  Cooper.  Let  me  ask  there:  What  figures  do  you  have  to 
present 

Mr.  Humphreys.  We  present  figures,  Mr.  Cooper- 


Mr.  Cooper,  (interposing)  Wait  imtil  I  ask  the  question. 

Mr.  Humphreys.  I  am  sorry. 

Mr.  Cooper.  What  figures  do  you  have  to  present  under  renegotia- 
tion that  you  do  not  have  to  have  in  arriving  at  your  tax  return? 

Mr.  Humphreys.  Mr.  Cooper,  if  renegotiation  is  started  before  the 
end  of  the  fiscal  year,  a  company  must  present  preliminary  figures 
which  are  not  then  final  and,  in  some  cases,  perhaps,  only  seven- 
twelfths  of  the  year,  with  a  forecast  of  five-twelfths  of  the  full  year. 
And  it  must  present  many  details  which  are  asked  for  in  conferences 
which  it  has  with  the  renegotiation  authorities.  It  is  a  matter  of 
going  back  and  forth,  giving  figures,  then  the  renegotiation  staff 
finding  there  was  some  deficiency,  or  alleged  deficiency,  in  the  figures 
and  asking  for  more  figures,  and  doing  that  a  number  of  times,  and 
t^pen  coming  down  to  the  point  where  all  of  the  figures  are  in  and 
sitting  down  with  the  renegotiation  authorities  and  working  out  a 
settlement. 

Mr.  Cooper.  All  right.  You  have  to  present  an  actual  picture 
aiiecting  this  contract  with  the  Government  in  renesrotiation,  do 
you  not? 

Mr.  Humphreys.  You  have  to  in  a  different  way  than  the  tax  law 
now  requu-es  of  you. 

Mr.  Cooper.  And  you  have  to  know  the  same  things  when  you 
niake  out  your  tax  return,  do  you  not? 

Mr.  Humphreys.  Yes,  sir;  but  the  tax 
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Mr.  Cooper.  Let  me  get  back  to  Mr.  Shreve  now. 

Mr.  Camp.  Let  me  ask  a  question  right  in  point  there.  In  the  case 
of  a  company  which  is  manufactm-ing  goods  for  civilian  use  and  also 
war  goods,  for  instance  a  textile  mill,  half  of  the  product  being,  we 
will  say,  towels  going  to  the  civilian  trade  and  the  other  half  being  the 
same  towels  going  to  the  Army,  is  it  not  a  fact  that  you  must  go 
through  your  books  and  set  aside  each  item  that  was  for  Government 
manufacture  in  one  account,  and  each  item  that  was  for  civilian  use 
in  another  and,  in  that  way,  going  through  your  entire  record,  separa- 
tii^  item  for  item,  when  it  comes  to  a  renegotiation? 

Mr.  Humphreys.  Yes,  sir,  Mr.  Camp;  that  is  quite  true.  And 
I  want  to  say  that  you  must  break  do^Ti  your  figures,  every  one  of 
your  figures,  for  war  contracts  and  civilian  business;  whereas,  in  your 
income-tax  return,  you  give  just  one  set  of  figures. 

Mr.  Camp.  And  is  not  that  the  real  difference,  the  mam  difference, 
in  the  accounting  you  have  to  have  for  renegotiation  and  the  account- 
ing for  income  tax  purpose? 

Mr.  Humphreys.  That  is  one  of  the  main  differences  m  the  pres- 
entation of  figures,  but  it  goes  beyond  merely  a  presentation  of 
figures;  it  involves  endless  conferences  and  work,  in  addition,  of  the 
Government,  of  the  renegotiation  staff  and  industry,  in  supplying 
those  figures.     It  is  time-consuming;  there  is  no  question  about  that, 


su*. 


Mr.  Camp.  Thank  you. 

Mr.  Cooper.  All  it  means  is  that  you  have  to  take  your  contract 
with  the  Government  and  present  the  necessary  data  and  information 
for  every  commodity  produced  under  that  contract,  do  you  not? 

Mr.  Humphreys.  That  is  true;  but  that  is  a  prodigious  task,  Mr. 

Cooper.  __       ...     ^  J  ^,  , 

Mr.  Cooper.  Let  me  ask  Mr.  Shreve,  now:  You  mdicated  that 
an  examination  of  individual  cases  is  necessary?  That  is  what  you 
stated  in  response  to  a  question  asked  by  the  chairman — that  an 
examination  of  individual  cases  is  necessary. 

Mr.  Shreve.  I  do  not  quite  get  the  import  of  your  question, 
Mr.  Cooper.  Do  you  mean  those  few  cases  that  might  not  be  ade- 
quately covered  by  the  tax  law  today;  is  that  it? 

Mr.  Cooper.  I  mean  contracts  with  the  Government,  li-acn 
individual  contract  has  to  be  examined,  has  it  not? 

Mr.  Shreve.  No;  not  today  on  an  over-all  basis. 

Mr.  Cooper.  Well,  how  do*^  these  boards  operate,  then? 

Mr.  Shreve.  As  has  been  indicated,  they  ask  for  a  break-do^^ 
between  the  Government  business  and  the  civilian  business,  and  that 
break-down  then  has  to  be  analyzed  from  the  point  of  view  of  cost, 
profits,  and  so  forth.  And,  in  making  that  kmd  of  a  break-down, 
going  a  Uttle  bit  further  than  Mr.  Humplireys  did,  in  order  to  get 
any  kind  of  an  accurate  result,  the  end-use  of  the  equipment  invoivea 
has  to  be  traced.     And  that  is  a  tremendous  job.  , 

Mr.  Cooper.  I  understand;  but  what  I  am  getting  at  is  eacn 
contract  with  the  Government  has  to  be  examined,  does  it  not?         . 

Mr.  Shreve.  Well,  it  is  examined  in  total,  I  would  say,  but  it  is 
not  examined  necessarily  specifically  and  independently. 

Mr.  Cooper.  You  mean  each  contract  made  with  the  Governmem 
is  not  examined? 

Mr.  Shreve.  That  is  right. 


Mr.  Cooper.  Well,  how  do  they  do  this,  then? 

Mr.  Shreve.  As  an  over-all  proposition. 

Mr.  Cooper.  What  do  you  mean  by  "as  an  over-all  proposition"? 

Mr!  Shreve.  We  will  take  just  a  hypothetical  case  of  a  company 
that  may  be  doing,  we  will  say,  $400,000,000  in  renegotiable  business 
and  $200,000,000  in  civilian 

Mr.  Cooper.  I  get  your  point.  Probably  I  did  not  make  myself 
clear.    I  mean  each  individual's  contracts. 

Mr.  Shreve.  Right. 

Mr.  Cooper.  Each  contract  has  to  be  examined? 

Mr.  Shreve.  You  are  right  on  that,  Mr.  Cooper. 

Mr.  Cooper.  All  right.     Is  there  any  other  way  it  could  be  done? 

Mr.  Shreve.  I  do  not  know  just  what  you  have  in  mind  there, 

Mr.  Cooper. 

Mr.  Cooper.  Is  there  any  other  way  that  could  be  done  than  to 
examine  the  contract  of  each  individual  contractor,  to  see  whether 
excessive  profits  are  being  made? 

Mr.  Shreve.  We  believe  industry  and  procurement  officers  have 
acquired  sufficient  experience  now  so  that  the  procurement  officers 
can  make  certain  that  the  original  price  in  the  contract  is  going  to 
produce  the  goods  without  excessive  profits. 

Mr.  Cooper.  Do  you  think  that  is  true  in  all  cases? 

Mr.  Shreve.  No;  we  definitely  said  there  might  be  two  exceptions 
which  will  be  a  minimum  number  under  the  law,  in  our  opinion. 
One  is  a  device  that  the  contractor  has  had  no  experience  with  before, 
and  the  other  is  a  known  device  that  he  has  not  had  in  the  volume 
that  may  be  placed,  and  in  those  cases  we  recommend  a  price  adjust- 
ment poficy  on  the  part  of  the  procurement  departments  throughout 
the  various  services.  And  that  is  quite  clearly,  I  think,  put  forth  in 
our  recommendation. 

Mr.  Cooper.  Well,  is  it  not  true  that  the  contractor  is  given  an 
opportunity  to  enter  into  what  I  believe  is  termed  a  "close  price" 
contract  with  the  Government? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper,  And  a  provision  included  that  it  shall  not  be  rene- 
gotiated? 

Mr.  Shreve.  Risht. 

Mr.  Cooper.  All  right;  contractors  have  that  opportunity;  it  is  at 
their  option;  they  can  enter  into  that  type  of  contract  now,  if  they 
want  to,  can  they  not? 

Mr.  Shreve.  That  is  right.  But  there  have  been  relatively  few 
of  those  contracts  entered  into. 

Mr.  Cooper.  Well,  it  is  because  the  contractois  prefer  not  to  do  it, 
is  it  not? 

Mr.  Shreve.  I  would  not  say  that  entirely,  no. 

Mr.  Cooper.  Well,  it  is  optional  with  them? 

Mr.  Shreve,  No;  it  has  to  be  proposed  by  the  Procurement 
l^epartment. 

Mr.  Cooper.  Regardless  of  who  proposes  it,  if  they  have  the 
^^ption  of  taking  or  not  taking  it  if  they  want  to,  that  is  up  to  them, 
is  it  not? 

Mr.  Shreve.  Well,  in  some  cases,  I  would  say  "Yes." 

Mr.  Cooper.  Well,  in  what  cases  would  it  not  be  true? 
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Mr.  Shreve.  WeD,  of  course  it  all  depends  on  the  circumstances 
surrounding  the  transaction. 

Mr.  Cooper.  Exactly.  Does  not  that  get  back  to  the  question, 
then,  that  it  all  depends  on  the  individual  and  the  circumstances  of 
each  individual  contractor  with  the  Government? 

Mr.  Shreve.  Plus  the  fact,  Mr.  Cooper,  that  since  the  enactment 
of  the  renegotiation  law  we  have  acquired  a  lot  of  experience  both  in 
regard  to  production  costs  and  in  regard  to  the  application  of  the 
Ke venue  Act  which  was  passed  later  in  the  year  and  we  believe,  with 
the  combination  of  these  experiences  that  we  can  make  it  easier  for 
industry  to  do  even  a  better  job  of  production,  and  make  it  a  more 
certain  proposition  as  far  as  the  Government  is  concerned,  by  putting 
it  on  a  definite  tax  basis  rather  than  a  basis  of  judgment.      -  ^ 

Mr.  Cooper.  I  will  try  to  get  to  the  tax  phase  a  little  bit  later. 
I  am  trying  to  get  some  information  on  these  other  items  you- advance 
here.  Now,  this  experience  which  has  been  gained,  which' -of  course 
has  been  considerable  and  has  been  helpful,  the  contractor  has  the 
benefit  of  that  the  same  as  the  Government,  does  he  not? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  Now,  with  all  this  experience  that  has  been  gained 
and  the  contractor  now  being  in  a  much  better  position  to  make  con- 
tracts with  the  Government  and  to  know  for  what  figure  he  can  safely 
make  them,  why  is  it  not  to  his  interest,  then,  to  make  a  type  of  con- 
tract for  what  is  termed  a  "close  price"  and  not  have  to  go  through 
the  renegotiation  at  all? 

Mr.  Shreve.  If  you  attempted  to  do  that  with  all  of  the  con- 
tracts that  are  under  consideration,  it  would  be  an  almost  impossible 
proposition. 

Mr.  Cooper.  Well,  if  the  contractor  knows  from  all  this  experience 
what  it  is  going  to  cost  him  to  produce  his  article,  why  cannot  he  then 
enter  into  one  of  those  contracts  for  a  close  price  with  the  Government? 

Mr.  Shreve.  Theoretically  your  are  right,  but  I  think  as  a  prac- 
tical proposition  it  is  much  better  to  change  the  basis  of  operation. 

Mr.  Cooper.  Now,  you  said  a  few  moments  ago  that  the  law 
hampers  95  percent  of  industry.     That  is  your  judgment  on  it,  is  it? 

Mr.  Shreve.  Oh,  well,  I  just  picked  that  figure  out  of  the  air.  I 
am  sure  it  is  a  very  substantial  figure.  My  own  feeling  is  that  it  is 
more  than  95  percent. 

Mr.  Cooper.  More  than  95  percent  of  the  contracts  entered  into 
with  the  Government,  then,  have  to  be  renegotiated? 

Mr.  Shreve.  No.  My  contention  is,  from  the  analysis  we  have 
made,  from  the  data  we  have  collected  on  the  performance  of  those 
1,017  companies  for  1942,  plus  the  information  we  have  gotten- from 
the  figures  from  the  Department  of  Commerce,  that  there  is  every 
indication  that  the  present  tax  law  will  adequately  recover  excessive 
profits  in  at  least  95  percent  of  the  cases. 

Mr.  Cooper.  I  have  been  trying  to  stay  away  from  the  tax  ques- 
tion for  the  moment,  because  I  want  to  get  to  that  a  little  bit  later.  I 
want  to  know,  then,  if  it  is  your  considered  judgment  that  95  percent 
of  the  contracts  entered  into  with  the  Government  have  to  be  rene- 
gotiated. 

Mr.  Shreve.  I  do  not  think  I  have  an  opinion  on  that,  Mr.  Cooper. 

Mr.  Cooper.  You  do  not  have  any  idea  how  many? 

Mr.  Shreve.  No;  I  do  not. 

Mr.  Cooper.  Or  what  percentage? 


Mr.  Shreve.  No;  I  do  not. 

Mr.  Cooper.  Well,  the  information  given  the  committee  is  that 
40  percent  of  the  contracts  do  not  have  to  be  renegotiated  at  all; 
that,  when  the  Board  examines  them,  they  do  not  find  anything  in 
them  that  indicates  there  is  any  reason  to  renegotiate. 

Mr.  Shreve.  Is  that,  may  I  ask,  in  dollars  or  number  of  con- 
tracts? 

Mr.  Cooper.  That  is  the  statement  presented  here  by  the  repre- 
sentative of  the  War  Department,  that  40  percent  of  the  contracts 
have  not  been  renegotiated  and  do  not  need  to  be  renegotiated. 

Mr.  Shreve.  You  mean  in  numbers  of  contracts,  Mr.  Cooper? 

Mr.  Cooper.  I  do  not  recall. 

Mr.  Shreve.  Or  dollars? 

Mr.  Cooper.  I  do  not  know  about  that. 

Mr.  Shreve.  All  right. 

Mr.  Cooper.  Just  that  40  percent  of  the  contracts  that  the  War 
Department  has  with  contractors  of  the  country  are  not  renegotiated. 
So  that  would  vary  considerably  from  95  percent. 

Now,  then,  you  say  on  page  8  of  your  statement,  about  which 
some  questions  were  asked  you  by  the  chairman,  at  the  bottom  of  the 
page  there,  next  to  the  last  paragraph : 

It  has  been  expressed  that  in  relj'ing  on  the  tax  l&ws  for  recapture  of  profits 
there  may  well  be  a  small  number  of  companies  whose  profits  might  still  be  con- 
sidered "excessive." 

You  have  no  doubt  that  is  true,  have  you? 

Mr.  Shreve.  I  do  not,  in  my  own  mind. 

Mr.  Cooper.  All  right.  Then  you  feel  that  with  those,  if  such 
instances  do  exist  and  cannot  be  handled  by  the  present  adjustment 
procedure — you  feel  confident  that  Congress  can  find  ways  and  means 
to  deal  with  those  few  isolated  cases? 

Mr.  Shreve.  Yes. 

Mr.  Cooper.  Now,  what  do  you  recommend  as  the  method  that 
Congress  should  adopt  for  dealing  with  those  cases? 

Mr.  Shreve.  So  far,  we  have  not,  as  I  tried  to  indicate,  been  able 
to  get  the  details  of  those  cases  and  we  believe  that  the  characteristics 
of  those  cases  have  to  be  known  before  a  program  to  take  care  of  them 
can  be  developed. 

Mr.  Cooper.  All  right;  is  it  not  true  that  the  characteristics  of 
those  cases  have  to  be  known  in  all  instances  before  you  can  properly 
deal  with  them? 

Mr.  Shreve.  Well,  that  is  true. 

Mr.  Cooper.  That  is  true,  is  it  not — and  is  not  that  what  is  being 
done  now? 

Mr.  Shreve.  But  we  do  know  this,  and  we  conclude  from  an 
^alysis  of  the  returns  as  I  have  indicated  before,  both  from  the 
l^epartment  of  Commerce  and  our  own  figures,  that  in  a  large  per- 
centage of  the  cases  excessive  profits  are  adequately  recovered  through 
the  medium  of  the  present  tax  law. 

Mr.  Cooper.  But  still  some  are  not? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  And  you  do  not  now  oflPer  any  suggested  plan  as  to 
how  to  deal  with  those? 

Mr.  Shreve.  No;  because  we  do  not  know  the  character  of  those 
problems. 
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Mr.  Cooper.  Now,  then,  I  believe  you  say  that  you  sent  out  ques- 
tionnaires to  more  than  a  thousand  of  your  members  and  received  data 
and  information  from  them.  Could  you  present  to  the  committee 
information  showing,  for  the  base  period  years  1936,  1937,  1938,  and 
1939 — you  know,  of  course,  they  are  the  4  base  period  years  that  are 
used  in  the  excess  profits  tax  law— could  you  present  to  the  commit- 
tee for  those  4  base  period  years  the  net  sales,  profits  before  Federal 
income  taxes  and  renegotiation;  percentage  of  net  sales  and  the  re- 
negotiation deduct  and  profit  after  renegotiation,  but  before  Federal 
taxes;  taxes  before  post-war  credit  is  deducted;  profits  after  taxes  and 
after  renegotiation ;  net  worth  at  the  start  of  the  year  and  percentage 
of  final  profits  to  net  worth;  and  then  let  that  same  data  and  informa- 
tion be  shown  for  the  4  war  years  of  1940,  1941,  1942,  and  1943? 

Mr.  Shreve.  I  will  say  this,  Mr.  Cooper,  that  anything  that  I  can 
produce  through  our  research  staff  of  the  National  Association  of 
Manufacturers  will  be  at  the  disposal  of  your  committee. 

Mr.  Cooper.  Well,  will  you  present  that  information  to  us? 

Mr.  Shreve.  We  will  be  glad  to  get  all  we  can. 

Mr.  Blackett.  Mr.  Cooper,  it  would  be  impossible  to  provide  all 
the  information  you  ask,  for  example:  In  the  base  years  you  had  no 
renegotiation  so  that  you  could  scarcely  dupUcate  for  your  base  years 
the  information  you  can  now  obtain  for  1942  and  1943. 

Mr.  Cooper.  Well,  will  you  present  all  of  the  information  and  data 
you  can  present  on  this  question  I  have  asked? 

Mr.  Blackett.  Yes,  sir.  Of  course,  there  are  some  items  that  will 
have  to  be  omitted  in  the  list  you  have  given. 

Mr.  Cooper.  All  right;  but  you  can  present  it  in  a  form  so  that  the 
committee  can  see  the  picture  for  these  thousand  and  some  companies 
for  the  base  period;  that  is,  from  1936  to  1939,  inclusive,  and  the 4 
war  years  of  1940  to  1943,  inclusive? 

Mr.  Blackett.  I  believe  comparable  figures  can  be  presented  but 
not  necessarily  for  this  same  group  of  companies  but  comparable 
figures  based  on  all  of  the  manufacturing  companies  and  estimates 
for  1943. 

Mr.  Cooper.  No;  I  want  it  for  these  thousand-and-odd  compames, 
1,017  companies,  that  have  been  used  here  as  a  basis  of  this  testimony 
that  we  have  received? 

Mr.  Blackett.  That  would  not  be  possible  on  the  basis  of  informa- 
tion we  have,  but  estimates  drawn  from  this  sample,  which  we  feel 
would  be  representative,  can  be  made;  that  is,  we  can  estimate  what 
we  feel  is  the  total  for  all  manufacturing  corporations  or  all  groups 

should  be 

Mr.  Cooper.  No;  I  do  not  want  an  estimate  on  this.  I  want  an 
accurate  picture  as  far  as  it  can  be  presented,  showing  these  com- 
panies for  these  4  base  period  years  and  for  the  4  war  years. 

Mr.  Blackett.  Many  of  these  companies  were  not  in  existence 
in  the  base  period. 

Mr.  Cooper.  All  right,  for  all  of  those  companies  that  were  m 
existence.     Will  you  do  that? 

Mr.  Blackett.  Yes,  we  will  try  to  get  all  the  information  we 

possibly  can. 

Mr.  Cooper.  Now,  Mr.  Shreve,  do  you  know  of  any  compw 
that  has  had  its  capital  depleted  or  impaired  by  reason  of  renegotiation 
of  contracts? 


Mr.  Shreve.  Not  personally;  no,  I  do  not. 

Mr.  Cooper.  You  do  not  know  of  any? 

Mr.  Shreve.  No. 

Mr.  Cooper.  Do  you  know  of  any  that  has  failed  to  pay  a  dividend 
on  account  of  renegotiation  of  a  contract? 

Mr.  Shreve.  I  do  not  personally,  no. 

Mr.  Cooper.  You  do  not  know  of  any? 

Mr.  Shreve.  No. 

Mr.  Cooper.  You  are  not  advocating  here  and  have  not  even 
suggested  that  these  companies  be  renegotiated  after  the  payment 
of  Federal  income  taxes,  have  you? 

Mr.  Shreve.  No.  We  have  made  what  we  think  is  a  clean-cut 
recommendation  and  we  do  not  want  to  becloud  the  issue  by  bringing 
in  other  factors. 

Mr.  Cooper.  But  you  do  not  make  any  recommendation? 

Mr.  Shreve.  No. 

Mr.  Cooper.  Now,  then,  with  respect  to  the  question  of  the  tax 
system  being  adequate  to  take  care  of  all  of  these  cases:  Do  you  think 
the  present  Federal  tax  laws  are  adequate  to  take  care  of  and  prevent 
excessive  profits  in  all  cases? 

Mr.  Shreve.  That  would  seem  to  be  indicated  from  the  analysis 
that  we  have  made  of  these  returns. 

Mr.  Cooper.  I  am  asking  you  what  your  opinion  is  on  that. 

Mr.  Shreve.  My  opinion  exactly  coincides  with  the  results  of 
those  returns. 

Mr.  Cooper.  You  think,  then„that  by  the  application  of  the  present 
Federal  tax  laws  there  is  no  danger  of  any  contractor  making  any 
excess  profits  out  of  war  contracts? 

Mr.  Shreve.  The  subject  of  taxation,  of  course,  is  another  subject, 
which  I  assume  will  come  up  later  before  this  committee,  and  I  assume 
that  that  phase  of  it  will  come  in  for  a  greater  discussion  at  that 
particular  period  than  at  the  moment.  But  at  the  moment  our 
analysis  would  seem  to  show  quite  conclusively  that,  by  and  large, 
there  are  no  excessive  profits  left  after  the  appUcation  of  the  1942 
Revenue  Act. 

Mr.  Cooper.  Then  I  come  back  to  my  original  question:  Is  it 
your  opinion  that  the  application  of  the  present  excess-profits-tax  law 
will  result  in  no  excess  profits  being  allowed  any  war  contractor? 

Mr.  Shreve.  With  the  exception  of  the  very  few  cases  that  we  have 
outlined. 

Mr.  Cooper.  That  is  what  I  am  talking  about.  There  will  still 
be  some,  will  there  not? 

Mr.  Shreve.  There  will  still  be  some. 

Mr.  Cooper.  And  there  will  still  have  to  be  some  method  or  system 
provided  to  take  care  of  those  cases? 

Mr.  Shreve.  Right. 

Mr.  Cooper.  Now,  then,  what  do  you  suggest  for  those  cases? 

Mr.  Shreve.  I  thought  we  had  covered  that  ground.  There  are 
^'Wo  methods,  of  course.  One  would  be  by  a  change  of  the  contractual 
relation  between  the  Government  and  the  contractor,  or  by  price 
^ujustment,  as  we  have  indicated  in  our  report,  and  the  other  would 
"e  a  study  of  the  characteristics  of  those  companies  that  are  not 
adequately  taken  care  of  under  the  Revenue  Act,  and  then  apply  a 
program  that  would  serve  as  a  screening  process  to  eliminate  those, 
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and  then  subject  those,  maybe,  to  some  alternate  type  of  different 
taxation ;  in  other  words,  a  change  in  the  tax  law  to  take  care  of  those 
few  cases.  But  I  do  not  see  how  you  can  arrive  at  that  conclusion 
until  you  know  the  characteristics  of  those  companies  that  are  not 
covered.     We  have  not  been  able  to  get  those. 

^Ir.  Cooper.  Exactly.  You  have  to  analyze  the  contracts  and 
the  companies  to  properly  arrive  at  that  conclusion,  do  you  not? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  And  that  is  what  is  bemg  done  right  now  under  the 
renegotiation  law,  is  it  not? 

Mr.  Shreve.  Well,  it  is  done  imperfectly. 

Mr.  Cooper.  No,  it  is  not  done  imperfectly.  Forty  percent  of 
them  do  not  have  to  be  renegotiated  at  all.  As  to  those  that  do 
make  excessive  profits,  what  do  you  suggest  as  to  the  method  of  dealing 
with  them? 

Mr.  Shreve.  I  have  just  tried  to — I  do  not  know  how  I  could 
make  it  any  more  clear. 

Mr.  Cooper.  I  understood  you  to  say  it  would  require  an  examina- 
tion of  the  circumstances  of  the  contract  that  is  under  consideration. 
That  would  be  required,  would  it  not? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  That  is  right.  Well,  that  is  what  is  being  done  right 
DOW.  They  analyze  the  individual  contract  and  arrive  at  the  con- 
clusion as  to  whe&ier  excessive  profits  have  been  made,  and  you  have 
not  been  able  to  suggest  any  other  method  for  dealing  with  those 
cases  where  excessive  profits  have  been  made,  have  you? 

Mr.  Shreve.  In  my  own  opinion,  if  we  could  deal  with  the  facts 
which  we  have  not  been  able  to  get,  the  big  majoritv  of  those  cases, 
if  not  all  of  them,  could  be  handled  by  a  change  in  the  contract  rela- 
tionship between  the  Government  and  those  contractors. 

Mr.  Cooper.  The  information  given  the  committee  is  that  it  is  40 
percent  of  the  contractors. 

Mr.  Shreve.  That  is  the  number  of  contractors. 

Mr.  Cooper.  Contractors  who  do  not  need  to  be  renegotiated; 
that  is  the  contractors  now.  Each  contractor  might  have  any  num- 
ber of  contracts  with  the  Government.  Forty  percent  of  the  con- 
tractors do  not  need  to  be  renegotiated. . 

Mr.  Shreve.  That  comes  under  the  $100,000  exemption,  probably. 

Mr.  Cooper.  No;  it  is  not  confined  to  that,  as  I  understand  it. 
In  other  words,  Mr.  Shreve,  it  simply  means  this:  This  Board  examines 
the  contract  of  a  given  contractor,  and  they  find  that  every  indication 
is  that  there  have  not  been  any  excess  profits  made.  Therefore  they 
are  given  a  clearance;  they  are  allowed  to  go  their  way  rejoicing; 
no  further  questions  asked;  no  points  raised  on  them;  and  that  applies 
to  40  percent  of  the  contractors  of  the  country. 

Mr.  Shreve.  I  am  of  the  opinion  that  the  $100,000  exemption 
does  account  for  a  great  number  of  those.  I  think  there  is  another 
point  there,  too. 

Mr.  Cooper.  My  information  is  that  that  does  not  enter  into  it. 
In  other  words,  the  law  itself  exempts  $100,000.  So  the  Board  has 
nothing  to  do  with  that.    So  that  does  not  enter  into  it  at  all,  as  1 

see  it. 

You  did  not  know  that  was  the  situation,  then? 
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Mr.  Shreve.  In  each  one  of  those  cases,  Mr.  Cooper,  I  think  the 
company  and  its  year's  business  has  to  be  reviewed;  not  a  single 
contract  or  contracts,  but  the  financial  operation  of  the  company, 
so  that  they  have  to  go  through  that  particular  course  of  action  before 
the  Board  comes  to  a  conclusion  that  they  are  not  subjected,  or  be- 
cause of  lack  of  excessive  profits  they  do  not  have  to  return  anything 
to  the  Government  imder  those  provisions.  Now,  of  course,  there 
have  been  estimates  that  have  varied  all  over  the  lot,  and  I  am  very 
frank  to  say  that  I  do  not  know  what  to  believe;  but  the  latest  estimate 
that  I  have  seen  is  that  there  is  a  maximum  of  perhaps  25,000  prime 
contractors  to  be  renegotiated  for  1942,  and  there  has  been  a  personal 
opinion  expressed  that  maybe  that  is  not  in  excess  of  20,000.  Now, 
the  progress  of  handling  the  administration  of  the  renegotiation  of 
those  that  have  to  be  renegotiated  has  been  quite  slow,  and  it  would 
rather  indicate  that  it  is  going  to  be  a  very  substantial  time  before 
all  of  those  20,000  or  25,000  companies  are  going  to  know  what  their 
financial  position  is,  or  was  at  the  end  of  1942. 

Mr.  Cooper.  Under  the  law  as  it  stands  today,  renegotiation  of  a 
contract  has  to  be  begun  within  a  year,  does  it  not? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  All  right.  That  was  one  of  the  amendments  that 
we  put  into  the  law  last  year.  We  put  in  about  10  amendments  last 
year,  all  of  them  designed  and  intended  to  help  the  contractors.  You 
are  familiar  with  that,  are  you  not? 

Mr.  Shreve.  Yes;  but  there  is  no  determination  as  to  when  it  is 
going  to  be  expected  that  renegotiation  will  be  concluded. 

Mr.  Cooper.  All  right.  The  evidence  presented  to  this  committee 
IS  that  in  all  of  those  1942  contracts  renegotiation  will  be  concluded  by 
the  end  of  1943,  as  I  recall  the  statements  presented  here. 

Mr.  Shreve.  Well,  the  progress  made  so  far  does  not  indicate  that 
that  is  going  to  be  realized. 

Mr.  Cooper.  If  that  is  true,  and  if  that  result  is  accomplished, 
that  would  be  a  pretty  good  job,  would  it  not? 

Mr.  Shreve.  It  certainly  would  be  an  excellent  job. 

Mr.  Cooper.  All  right.  Now,  then,  you  said  that  the  experience 
of  your  company,  the  General  Electric  Co.,  had  been  satisfactory? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  How  many  of  these  1,017  companies  that  are  mem- 
bers of  your  organization  have  indicated  to  you  that  their  relations 

\i  ^*®^®gotiation  have  not  been  satisfactory? 

Mr.  Shreve.  We  did  not  poll  that. 

Mr.  Cooper.  You  did  not  take  any  poll  of  your  members  to 
nnd  out  whether  their  relations  under  renegotiation  have  been  satis- 
lactory  or  not? 

^J-  Shreve.  I  do  not  know  that  the  answer  would  be  worth  a 
great  deal.     As  I  indicated  before,  I  do  not  think  they  are  free  agents. 

Mr.  Cooper.  You  do  not  think  what? 
nnv/*  ^hreve.  I  do  not  think  they  are  free  agents.    It  would  not  be 
politic  for  them,  if  they  did  feel  that  thev  had  not  had  a  satisfactory 
conclusion,  to  say  so.  ^ 

Mr.  Cooper.  Wliy  wouldn't  it  be? 

r\a    t  ?HREVE.  Because,  as  I  said  before,  the  cards  are  all  on  the  other 
^'^e  of  the  table. 
Mr.  Cooper.  Certainly  they  are  not  afraid  of  you,  are  they? 
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Mr.  Shreve.  No;  they  are  not  afraid  of  us,  I  hope. 

Mr.  Cooper.  Well,  all  right.  They  are  certainly  not  so  terribly 
modest  that  they  would  be  afraid  to  tell  you,  their  own  representative 
of  their  own  organization,  whether  they  were  satisfied  or  not;  is  not 

that  true? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  But  you  did  not  ask  them  the  question. 

Mr.  Shreve.  I  am  wondering,  Mr.  Cooper,  if 

Mr.  Cooper.  Then  you  come  in  here  before  this  committee  without 
knowing  whether  the  experience  of  these  1,017  contractors  with  their 
Government  under  renegotiation  has  been  satisfactory  or  unsatisfac- 
tory? 

Mr.  Shreve.  I  am  wondering  if 

Mr.  Cooper.  Well,  is  that  true  or  not? 

Mr.  Shreve.  By  and  large,  yes;  that  is  true. 

Mr.  Cooper.  All  right.  You  did  not  ask  them.  Do  you  know 
whether  any  of  those  1 ,017  companies  or  members  of  your  organization 
that  you  sent  questionnaires  to — do  you  know  whether  any  of  them 
are  going  to  come  here  and  testify  during  these  hearings? 

Mr.  Shreve.  It  seems  to  me  the  fact  that  a  subcommittee  of  the 
Ways  and  Means  Committee  has  been  appointed  to  review  this  act 
of  itself  indicates  in  the  pubhc  view  that  it  is  not  100  percent  satis- 
factory.    Now,  I  am  wondering  this 

Mr.  Cooper.  Never  mind,  with  all  due  deference.  I  want,  of 
course,  to  be  entirely  courteous  and  poUte.  I  just  want  you  to  answer 
my  question.  Now,  you  have  not  made  any  effort  to  ascertain  from 
these  1,017  members  whether  they  are  satisfied  or  dissatisfied  with 
their  experience  under  renegotiation? 

Mr.  Shreve.  In  my  experience  I  never  have  seen  a  single  activity 
that  has  disturbed  industry  as  much  as  this  Renegotiation  Act. 

Mr.  Cooper.  That  is  not  an  answer  to  my  question. 

Mr.  Shreve.  Well,  that  is  the  evidence  that  is,  from  my  point  of 
view,  sufficient  to  indicate  that  we  need  a  simpHfication  of  the  picture. 

Mr.  Cooper.  All  right.  Come  back  to  my  question.  Has  any 
one  of  these  1,017  of  your  members,  to  whom  you  sent  questionnaires, 
indicated  to  you  that  their  experience  under  the  negotiation  law  has 
been  satisfactory  or  unsatisfactory? 

Mr.  Shreve.  When  you  put  it  on  that  basis,  yes. 

Mr.  Cooper.  All  right.     How  many  of  them? 

Mr.  Shreve.  I  do  not  know.     I  would  not  know. 

Mr.  Cooper.  Who  are  they? 

Mr.  vShreve.  I  would  not  divulge  their  names  even  if  I  knew  them, 

sir.  1 

Mr.  Cooper.  I  see.  In  other  words,  you  want  to  come  here  ana 
just  give  us  statements  as  to  generalities,  without  being  specific  and 
definite  as  to  just  where  this  program  has  not  worked  satisfactorily 
with  any  of  these  individual  companies  included  in  the  survey  you 

made?  -n  ^jr         r^  in 

Mr.  Shreve.  I  think  we  have  been  very  specific,  Mr.  Cooper,  m 
the  recommendations  that  we  have  made,  born  of  the  experience  of  a 
study  of  this  situation  and  this  activity  over  a  good  many  months,  ana 
a  good  many  meetings,  and  a  lot  of  hard  work. 
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Mr.  Cooper.  I  will  be  perfectly  frank  with  you.  I  have  a  great 
respect  for  the  National  Association  of  Manufacturers.  I  have  great 
respect  for  the  United  States  Chamber  of  Commerce.  I  am  a  member 
of  the  Chamber  of  Commerce — a  dues-paying  member  of  it.  But, 
after  all,  in  dealing  with  this  problem  I  am  more  interested  in  hearing 
from  the  people  themselves,  the  contractors  who  have  had  experience 
under  this  law,  and  letting  them  point  out  to  us  where  their  experience 
has  been  unsatisfactory.  If  any  injustice  has  been  done  them,  we 
are  entitled  to  know  it,  in  order  to  try  to  meet  it  and  correct  it.  That 
is  what  I  think  would  be  helpful  to  us.  Now,  how  many  of  these 
1,017  do  you  think  will  appear  here  and  give  us  the  benefit  of  the 
experience  they  have  had  under  renegotiation? 

Mr.  Shreve.  I  have  no  idea. 

Mr.  Cooper.  You  are  vice  president  of  the  General  Electric  Co. 
You  say  your  experience  with  it  has  been  satisfactory? 

Mr.  Shreve.  We  are  not  finished. 

Mr.  Cooper.  All  right.  So  far  it  has  been  satisfactory.  You 
have  said  that  several  times.  Now,  I  would  appreciate  it  if  you  would 
bring  someone  in  here  who  has  been  hurt  or  mistreated  and  let  us  see 
what  problem  has  been  presented  to  him. 

Mr.  Shreve.  My  idea,  Mr.  Cooper,  is  that  it  does  not  rest  on  that 
kind  of  foundation.  It  resolves  itself  into  a  basis  that  this  law  is,  in 
the  final  analysis,  usurping  the  prerogatives,  it  seems  to  us,  of  taxation, 
additionally  the  administration  of  this  law  is  based  upon  the  opinion  of 
a  board  that  cannot  possibly,  in  the  short  period  of  time  at  their  dis- 
posal, know  the  character  of  all  of  the  companies,  the  type  of 
operation  of  those  companies,  what  they  require,  what  their  contri- 
butions are  to  the  war  effort,  and  still  we  have  to  conduct  our  business 
on  the  basis  of  a  yearns  operation  and  then  figuratively  turn  our  books 
over  to  a  strange  group  of  men — very  fine  men,  well  intentioned — and 
rely  upon  their  judgment  as  to  how  much  money  can  be  retained  for 
that  year's  operation. 

It  is  based  upon  the  consideration  that  we  believe  that  with  the 
experience  that  has  been  gained  in  a  greater  knowledge  of  costs,  a 
greater  knowledge  of  production,  and  a  greater  knowledge  of  the  new 
revenue  act — which  was  not  in  existence  at  the  time  that  this  unusual 
Act  was  passed — that  we  can  simplify  that  picture  and  put  it  on  a 
basis  which  will  be  a  positive  basis  so  that  it  can  be  absolutely  de- 
pended upon  in  its  functioning;  that  it  is  the  taxation  basis. 

Now,  if  we  do  not  do  that,  Mr.  Cooper,  and  we  get  into  a  period 
when  hostilities  cease,  and  we  have  the  confusion  of  termination  of 
contracts  as  well  as  this,  it  seems  to  me  very  clear  that  American  indus- 
try will  be  thrown  into  a  chaotic  condition  from  which  it  will  be  very, 
very  difficult  to  recover. 

Mr.  Cooper.  All  right.  You  say  that  the  taxation  method  will 
^ot  be  sufficient  to  take  care  of  some  cases? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  And  you  have  not  yet  worked  out  any  plan  that  you 
Want  to  suggest  to  take  care  of  them? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  And  you  are  recommending  that  the  present  system 
"6  eliminated,  without  suggesting  any  plan  or  system  to  take  its  place? 
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Mr.  Shreve.  Oh,  no.    We  are  suggesting  a  program. 

Mr.  Cooper.  All  right;  thank  you. 

Mr.  Reed.  Mr.  Chairman,  I  have  an  appointment  at  12  o'clock,  so 
I  have  not  very  far  to  go.  This  is  the  first  time  I  have  had  an  oppor- 
tunity  to  appear  at  the  hearing. 

First  of  all,  Mr.  Shreve,  I  have  followed  very  carefully  your  state- 
ment here.     Personally  I  think  it  is  an  excellent  statement. 

Mr.  Shreve.  Thank  you. 

Mr.  Reed.  I  notice  on  page  2  of  the  printed  hearings  that  Mr. 
Karker — Hon.  Maurice  Karker,  chairman  of  the  War  Department 
Brice  Adjustment  Board  and  Director  of  the  Renegotiation  Division 
of  the  Army  Service  Forces — testified,  among  other  things: 

In  my  judgment  as  an  individual,  it  is  a  dangerous  and  un-American  statute, 
but  we  are  in  a  dangerous  and  destructive  war  which  justifies  unusual  precautions 
and  conditions. 

I  agree  with  the  statement  that  it  is  an  un-American  approach  to 
the  problem.  During  all  the  ages  the  totalitarian  powers  of  various 
governments  have  sought  to  capture  from  the  legislative  body  the 
taxing  power.  That  has  been  one  of  the  great  pieces  of  tyranny  that 
free  people  have  had  to  contend  with.  I  think  that  in  your  statement 
you  nave  made  a  most  constructive  suggestion.  It  may  be  that  so 
far  as  1942  is  concerned  the  present  procedure  will  have  to  be  fol- 
lowed through.  But  I  agree  with  you  that  the  Congress  should 
recapture  this  power  of  collecting  revenue  by  taxation,  and  I  think 
that  we  have  gone  far  afield  in  delegating  our  powers  to  the  Executive. 
It  seems  to  me  that  with  the  aid  of  the  associations  that  are  repre- 
sented here  Congress  could  work  out  a  tax  program  that  will  see  that 
there  are  no  inordinate  profits. 

Is  it  your  opinion  that  a  further  increase  in  excess  profits  would 
tend  to  relieve  the  situation? 

Mr.  Shreve.  That,  I  think,  would  have  to  be  reviewed  at  the  time 
that  the  tax  measure  is  reviewed,  Mr.  Reed. 

Mr.  Reed.  You  have  not  made  a  special  study  with  reference  to 
that? 

Mr.  Shreve.  No,  sir.  That  is,  our  studies  so  far  would  seem  to 
indicate  that  the  operation  of  the  Revenue  Act,  as  is,  does  a  pretty 
good  job  of  recovering  excess  profits. 

Mr.  Reed.  It  would  seem  to  me  that  the  procedure  that  is  followed, 
causing  the  executive  and  a  large  force  of  people  to  present  all  these 
facts  at  a  time  when  the  people  want  to  conserve  all  their  efforts  in 
production  must  to  quite  a  degree  interfere  with  the  war  effort. 

Mr.  Shreve.  I  thmk  it  does,  Mr.  Reed. 

Mr.  Reed.  You  have  emphasized  that  on  page  2  of  your  brief. 
I  infer  from  what  we  have  heard  from  various  industries  that  what 
you  say  is  true. 

Now,  there  has,  of  course,  been  a  great  deal  of  demagoguery  with 
regard  to  many  of  the  war  problems.  I  think  industry  has  done  a  most 
remarkable  and  marvelous  job  in  producing  the  implements  of  war. 
They  have  had  much  to  contend  with.  They  have  had  sit-down 
strikes;  they  have  had  renegotiation;  and  they  have  been  hit  across  the 
bridge  of  the  nose  frequently  by  the  Executive,  and  more  or  less  intimi- 
dated, so  that  they  hesitate  to  come  in  and  state  the  facts  to  Congress. 
That  is  well  known  to  everybody.    But  in  the  beginning,  is  this  true 


or  is  it  not  true;  that  the  contractor  who  was  asked  to  make  some- 
thing that  he  had  never  made  before,  not  knowing  the  cost  of  the 
material,  with  no  way  of  knowing  what  his  labor  costs  were  going 
to  be — ^was  he  not  encouraged  by  both  the  Army  and  the  Navy  that 
he  was  not  going  to  lose  when  he  entered  into  the  contract? 

Mr.  Shreve.  They  have  been  sympathetic  to  that  attitude. 

Mr.  Reed.  It  was  perfectly  proper  that  they  should  be. 

Mr.  Shreve.  Yes.  In  other  words,  theie  was  an  intent  on  the  part 
of  everyone  to  enter  into  greatly  increased  production  regardless  of 
anything  else. 

Mr.  Reed.  That  is  right;  and  when  they  got  into  production  many 
of  them  were  astonished  at  the  low  costs  and  large  profits? 

Mr.  Shreve.  That  is  right. 

Mr.  Reed.  And  some  of  them  came  in  before  there  was  any  rene- 
gotiation and  offered  millions  in  profits  to  the  Government;  is  not  that 
true? 

Mr.  Shreve.  That  is  right.  We  happen  to  be  one  of  the  companies 
that  started,  before  the  renegotiation  law  was  passed,  with  voluntary 
price  reductions. 

Mr.  Reed.  And  the  thanks  you  and  several  others  got  for  it  was 
that  your  consciences  troubled  you? 

Mr.  Shreve.  That  is  right. 

Mr.  Reed.  We  have  heard  quite  a  bit  about  this  40-percent  proposi- 
tion. That  related  to  the  contracting  parties,  did  it  not — the  40 
percent? 

Mr.  Shreve.  That  is  what  I  understand. 

Mr.  Reed.  And  those,  of  course,  could  have  been  comparatively 
small?    I  realize  that  probably  a  hundred  thousand  dollars 

Mr.  Shreve.  There  is  a  $100,000  exemption  under  the  law. 

Mr.  Reed.  But  even  larger  contracts  than  that  would  be  small  in 
war  production,  would  they  not? 

Mr.  Shreve.  I  should  imagine  so. 

Mr.  Reed.  So  it  does  not  mean  much  unless  you  are  considering 
the  volume? 

Mr.  Shreve.  That  is  the  reason  I  asked  that  question,  whether  it 
was  the  number  of  companies  or  dollar  value. 

Mr.  Reed.  You  would  have  no  figures  to  show  what  the  volume 
would  be? 

Mr.  Shreve.  No,  sir. 

Mr.  Reed.  That  is  all. 

Mr.  Disney.  Mr.  Shreve,  referring  again  to  Mr.  Karker's  statement 
that  this  is  a  dangerous  and  un-American  law,  I  am  sorry  that  nobody 
on  the  committee  asked  him,  if  it  was  a  dangerous  and  im-American 
}aw,  what  in  his  opinion  was  involved  in  the  repeal  or  conclusion  of 
It,  and  if  so,  when.  Surely,  if  it  has  that  characteristic,  some  day 
We  should  come  to  an  end  of  that  kind  of  a  statute. 

Mr.  Shreve.  That  is  our  feehng. 

Mr.  Disney.  Mr.  Karker  stated  precisely  what  you  did,  in  other 
J^Dguage;  that  is,  he  did  not  use  the  slang  expression  that  the  cards 
Were  all  on  the  side  of  the  Government.  He  said  that  the  power  and 
Jne  force  is  all  on  the  side  of  the  Government.  Now,  it  would  seem 
^  appeal  to  every  reasonable  man  that  sometime  we  would  end  this 
jype  of  statute,  and  naturally  our  recourse  would  be  to  go  back  to 
•^^e  excess  profits  statute  as  it  now  exists  or  as  it  might  be  amended 
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to  cover  the  cases,  the  characteristics  of  which  you  say  are  not  in 
evidence  as  yet  to  make  any  such  determination. 

Mr.  Shheve.  That  is  right. 

Mr.  Disney.  So,  if  there  is  any  dispute  hetween  the  comniitteo 
and  you,  it  becomes  a  question  as  lo  the  time  when  the  reneg:o tint  ion 
law  should  cease  to  apply-  You  recommend  that  it  cease  to  apply  on 
January  1,  1943,  as  1  understand  you. 

Mr.  Shkeve.  Riirht. 

Mr.  Disney.  I  do  not  know  that  I  agree  with  you  as  to  the  date. 
I  would  think  that  in  the  early  part  of  1943  there  would  be  many 
contracts  in  which  the  procurement  departments  would  still  be 
crowded  for  time,  and  instances  might  arise  where  they  should  be 
renegotiated.  But  I  do  not  suppose  that  anybody  will  argue  but  that 
some  dav  we  must  close  this  thing  up. 

Now,  m  your  testimony  in  response  to  Mr.  Cooper's  examination 
some  suggestion  was  made  that  the  contractor  had  an  option  to  take 
the  contract  or  not.  There  has  not  been  any  option  on  the  part  of 
contractors  to  take  contracts  in  the  last  couple  of  years,  has  there? 

Mr.  Shreve.  I  do  not  know  of  any. 

Mr.  Disney.  Has  there  been  any  disposition  that  you  have  heard 
of  on  the  part  of  contractors  to  avoid  taking  contracts? 

\1t      '*>TTRF'VF'      ^o 

Mr.  Disney.  Even  if  they  wondered  whether  they  could  make  a 

profit? 

Vlr   Shreve.  No   sit. 

\It.  Disney.  That  is  the  atmosphere  that  I  have  picked  up,  that 
nobody  wanted  to  be  optional  about  it.  I  have  heard  of  only  one 
instance  where  a  man  said,  ''I  will  not  make  a  contract  with  my 
Government;  I  will  give  the  Government  my  factory  and  they  can 
operate  it."  That  is  the  only  instance  I  have  ever  heard  of.  Is  it 
your  judgment,  as  a  businessman,  that  the  vast  majority  of  con- 
tractors have  moved  into  this  thing  without  considering  the  question 

of  profit  first? 

Mr.  Shreve.  Right.  They  have  been  very  sincerely  m  teres  ted  in 
it  from  only  one  standpoint,  and  that  is  to  give  the  maximum  help  to 
the  war  effort;  and  that  is  our  feeUng  in  coming  before  this  committee, 
Mr.  Disney.  We  know  that  this  is  a  very  difficult  thing  and  a  very 
involved  problem,  and  we  want  to  help  just  as  much  as  we  possibly 
can.  We  have  given  it  a  lot  of  thought,  and  these  suggestions  that  we 
are  making  are  sincerely  made,  based  upon  a  lot  of  study. 

Mr.  Disney.  Of  course,  in  your  line,  like  every  other  walk  of  liiej 
there  are  a  lot  of  chiselers  who  would  make  all  the  money  they  could 
off  of  the  Government,  even  in  times  like  these. 

Mr.  Shreve.  That  is  right. 

Mr.  Disney.  But  I  think  that  Mr.  Karker  can  be  quoted  as  an 
authority  that  that  is  a  very  small  percentage.  I  believe  that  was 
his  testimony.  , 

Well,  now,  about  the  matter  of  time  consumed  in  making  tliese 
reports.  I  can  understand  that  it  does  take  a  lot  of  time,  and  it  takes 
the  time  of  executives  from  the  prosecution  of  production  for  the  war 
effort  in  these  renegotiations  because  they  really  get  in  and  make  a 
fight  for  what  they  think  their  rights  are  and  it  does  take  some  time, 
but  I  am  not  as  seriously  concerned  over  that  as  some  other  features 
of  the  law. 


1  can  see  how  it  does  interfere  to  that  extent,  that  the  time  of  the 
executives  and  the  employees  is  taken,  and  it  might  interfere  and  does 
interfere  to  some  extent  with  production,  but  when  you  balance  off 
against  that  the  prevention  of  vastly  scandalous  profits,  I  think  the 
balance  is  in  favor  of  the  law,  although  it  is  not  perfectly  drawn  and 
is  not  what  we  would  like  it  to  be. 

While  we  are  on  this  subject,  this  40  percent  of  the  contracts  that 
^ere  not  renegotiated.  Now,  that  becomes,  does  it  not,  a  matter  of 
choice  of  language?  The  40  percent  who  were  given  clearance  had 
to  go  through  the  process  under  that  statute? 

Mr.  Shreve.  That  is  right. 

Mr.  Disney.  Whether  they  were  actually  renegotiated  or  not,  they 
were  required  to  return  money  to  the  department  or  the  Treasury, 
and  still  they  went  through  the  process.  As  I  understood  the  testi- 
mony of  Mr.  Karker  and  Mr.  Rockey,  they  gave  no  contractor  that 
came  under  the  law  clearance  until  he  was  checked  up  under  the  pro- 
visions of  that  statute,  and  under  the  mandatory  duties  that  they  are 
under  to  do  it.  They  have  no  option.  They  must  do  it  when  the 
contractor  comes  within  the  law,  and  even  though  the  over-all  picture 
of  the  contractor  with  a  variety  and  large  number  of  contracts,  even 
though  in  the  long  run  they  were  not  renegotiated,  if  you  get  down  to 
the  technical  definition  of  it,  still  he  went  through  the  process. 

Mr.  Shreve.  That  was  my  contention. 

Mr.  Disney.  Has  the  operation  of  the  law,  or  the  fact  that  we  have 
such  a  law,  interfered  with  the  credit  processes  of  companies? 

Mr.  Shreve.  I  do  not  think  that  I  can  answer  that  question.  I  am 
sorry,  Mr.  Disney. 

Mr.  Disney.  I  have  this  impression.  If  I  were  a  director  of  a  na- 
tional bank  and  under  the  strict  supervision  that  a  national  bank  is,  I 
could  not  imagine  myself  if  I  wanted  to  protect  my  record,  voting  as  a 
director  of  a  bank  to  make  a  loan  to  a  contractor  who  had  a  contract 
that  was  not  renegotiated,  and  did  not  have  clearance  from  the  depart- 
ment. 

I  am  wondering  what  effect  the  fact  that  it  is  operating  under  the 
law  as  it  is  has  had  open  the  credit  situation. 

Mr.  Shreve.  I  know  there  has  been  a  lot  of  concern  in  that  regard. 
I  thinlc  Mr.  Humphreys  perhaps  can  give  you  a  general  answer.  He 
is  closer  to  that. 

Mr.  Humphreys.  I  do  not  believe  I  can  add  anything  to  what  you 
have  said  which  was  quite  to  the  point.  There  is  a  fear  on  the  part 
of  the  bankers,  in  connection  w^ith  "V"  loans."  I  am  sure  there 
have  been  instances  where  renegotiation  has  taken  away  enough  of 
the  cash  to  reduce  the  working  capital  below  the  requirements  of  the 
"V"  loan,  but  I  would  not  know  how^  to  carry  on  a  further  examina- 
tion of  that.  I  would  presume  that  this  statute  in  its  operation  would 
make  bankers  exceptionally  careful  about  the  loans  they  would  make. 
Perhaps  that  is  a  good  thing  for  them  and  a  good  thing  for  business 
that  they  are  extraordinarily  careful. 

Mr.  Disney.  Let  me  ask  you,  Mr.  Shreve,  what  about  future 
contracts?  Mr.  Cooper  touched  upon  that  to  some  extent,  \\liat 
about  future  contracts  with  procurement  departments  which  contain 
au  agreement  to  renegotiate?  Would  that  seem  to  obviate  the  neces- 
sity of  renegotiation  under  the  law  if  a  contractor  entered  into  a 
contract? 
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Mr.  Shreve.  Well,  the  contracts  that  Mr.  Cooper  referred  to  are 
the  close  price  contracts  where  the  Government  would  write  into  the 
contract  a  statement  that  that  contract  was  not  subject  to  renegotia- 
tion.    I  do  not  see  how  that  would  better  the  picture  very  much. 

Mr.  Disney.  That  could  not  be  done  under  this  statute  as  it  now 
exists,  could  it? 

Mr.  Shreve.  I  think,  or  it  is  my  understanding,  they  have  authority 
to  do  that  under  the  law.     Mr.  Smethm^t  can  you  answer  that? 

Mr.  Smethurst.  In  a  limited  number  of  cases  where  the  depart- 
ments are  assured  that  the  contract  contains  provisions  guarding 
against  the  possibility  of  excessive  profits,  they  may  exempt  those 
contracts  from  renegotiation. 

Mr.  Disney.  Is  that  imder  this  statute? 

Mr.  Smethurst.  It  is  quite  a  limited  provision. 

Mr.  Disney.  A  good  deal  has  been  said,  Mr.  Shreve,  about  the  fact 
that  contractors,  while  they  might  be  dissatisfied,  do  not  complain. 
Would  you,  if  your  company,  if  you  were  required  to  execute  a  rene- 
gotiated agreement  that  was  not  satisfactory,  come  here  and  complain 
here? 

Mr.  Shreve.  I  do  not  think  we  would. 

Mr.  Disney.  If  you  did  not  execute  the  renegotiation  contract 
presented  to  you  by  the  board,  the  Secretary  could  withhold  payments 
on  all  the  existing  contracts  you  had,  could  he  not,  under  this  law? 

Mr.  Shreve.  Of  course,  you  are  asking  me  something  that  is  still 
in  the  future  as  far  as  we  are  concerned,  but  I  think  the  policy  would 
be  to  place  the  objection  squarely  and  forcefully  before  the  Renegotia- 
tion Board  and  endeavor  to  get  what  we  would  consider  a  fair  con- 
sideration, but  if  we  did  not  succeed,  why  we  would  have  to  take  the 
pronouncement  of  the  Board  and  do  the  best  we  could  with  it. 

Mr.  Disney.  If  you  did  not  take  it,  you  would  be  subject  to  a  lot 
of  things  under  this  statute. 

Mr.  Shreve.  Yes. 

Mr.  Disney.  The  termination  of  any  existing  contracts.  If  I 
were  the  Undersecretary  I  would  make  you  awfully  hard  to  catch  if 
you  did  not  sign  up,  and  the  power  imder  this  statute  is  complete  to 
do  it.  If  the  Board  decided  the  renegotiation  was  correct  and  I  had 
the  power  under  this  statute,  I  would  make  you  sign  up. 

Mr.  Shreve.  Well,  we  are  very  fortunate,  in  my  opinion,  in  having 
the  high  type  of  personnel  that  are  manning  these  boards  today,  but 
the  power  that  has  been  given  to  these  boards  has  been  tremendous. 
There  is  no  question  about  it. 

Mr.  Disney.  It  is  intended  to  do  so,  to  put  power  on  the  side  of 
the  Government,  and  that  should  be.  It  goes  pretty  far  in  my 
judgment. 

I  believe  that  is  all. 

The  Chairman.  Mr.  Robertson. 

Mr.  Robertson.  Mr.  Shreve,  I  approach  this  problem  with  an 
open  mind.  It  has  given  me  a  lot  of  concern.  I  feel  that  we  are 
dealing  with  three  separate  and  distinct  problems  which  must  be 
coordinated  but  which  cannot  be  rolled  into  one  in  one  bill. 

The  primary  purpose,  I  take  it,  of  renegotiation  is  to  permit  the 
Government  to  purchase  war  materials  at  a  fair  price;  is  that  correct? 

Mr.  Shreve.  Right. 
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Mr.  Robertson.  And  it  originated  in  an  amendment  in  an  appro- 
priation act  by  the  distinguished  Republican  from  the  West,  Mr. 
Chase,  who  said  that  he  wanted  to  make  sure  that  in  this  war  there 
would  be  no  war  millionaires.  Then  Senator  xMcKellar  took  the  bill 
and  enlarged  upon  the  provisions  when  it  got  to  the  Senate. 

The  next  problem  is  the  one  of  taxes.  We  have  got  to  get  taxes 
out  of  war  income  to  finance  the  war. 

The  third  problem  is  post-war  reserves  for  employment  in  private 
industry  after  the  war  is  over. 

Are  those  the  three  major  problems  we  are  confronted  with  here? 

Mr.  Shreve.  I  think  they  are.     There  is  a  fourth. 

Mr.  Robertson.  That  is  profit  to  industry? 

Mr.  Shreve.  That  is  the  termination  of  contracts  which  is  really 
closely  allied. 

Mr.  Robertson.  Well,  that  comes  into  consideration,  profits  to 
industry,  on  the  one  hand,  and  adequate  reconversion  funds  on  the 
other. 

Mr.  Shreve.  That  is  right. 

Mr.  Robertson.  Mr.  Morris  Karker  threw  down  a  challenge  to  us 
and  industry  last  Thursday  when  he  told  us  to  stop  talking  in  gen- 
erahties  and  to  stop  listening  to  generalities  and  said  if  we  did  not 
feel  that  this  act  had  been  administered  with  reasonable  efficiency, 
to  get  down  to  specific  cases. 

Did  you  read  or  hear  of  that  challenge? 

Mr.  Shreve.  No;  I  did  not.     I  am  sorry. 

Mr.  Robertson.  He  made  it,  and  I  am  hoping  that  for  the  remain- 
der of  this  week,  if  there  are  any  specific  cases  which  are  clear  examples 
of  inefficiency  of  administration,  they  will  be  brought  to  our  attention 
because  your  general  summary  in  support  of  your  recommendations 
frankly  leaves  me  in  a  little  doubt  as  to  just  how  to  proceed. 

Take,  for  instance,  the  question  that  would  arise  if  we  stopped 
renegotiations  with  1942  contracts.  That  would  be  about  one-half 
of  the  business  we  will  do  in  1943,  would  it  not? 

Mr.  Shreve.  Well,  it  would  probably  be  about  75  percent  of  the 
business  that  we  would  do  in  1943. 

Here  is  the  estimate:  $119,676,000,000  in  1942  and  $145,000,000,000 
estimated  for  1943. 

Mr.  Robertson.  What  percent  would  '42  then  be  of  '43? 

Mr.  Shreve.  Twenty  to  twenty-five  percent;  that  much  increase 
over  1942. 

Mr.  Robertson.  Yet  we  find  that  the  War  Department  has  rene- 
gotiated 4,800  contracts  and  the  Navy  Department  1,100  contracts, 
ana  there  must  be  about  14,000  of  the  1942  business  that  has  not  been 
^^^^go^iated  yet,  that  is,  if  there  were  20,000  of  them;  is  that  correct? 

Mr.  Shreve.  I  should  say  so. 

Mr.  Robertson.  Let  us  examine  what  happened  from  the  stand-  " 
jnt  of  buying  goods  at  a  reasonable  price  and  from  the  standpomt 
01  relieving  the  tax  load.  On  those  that  were  renegotiated,  we  got 
a  recovery  of  $1,787,923,000,  and  we  got  a  price  reduction  of 
jq'7 '922,000,  a  total  of  $3,954,854,000  on  those  5,900  contracts  of 
^t^  business.  That  is  a  right  considerable  sum  from  any  stand- 
en.?  i-^^^^^"^  new  taxes  for  revenue,  getting  goods  at  a  fair  price, 
"iJJ^izing  competition— that  is  really  big  money,  is  it  not? 
'   Mr.  Shreve.  That  is  right. 
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Mr.  KoBERTSON.  And  we  are  running  into  still  bigger  money  for 

1943. 

Mr.  Shreve.  I  submit  that  the  big  majority  of  that  would  have 
been  recaptured  through  the  medium  of  the  tax  law. 

Mr.  Robertson.  Could  have  been.  We  will  come  to  that  in  a 
minute. 

Mr.  Shreve.  It  would  have  been. 

Mr.  Robertson.  Would  it  be  fair,  do  you  think,  to  a  company 
that  had  been  renegotiated  on  1942  business  to  let  its  competitior  who 
has  made  no  voluntary  refund,  or  has  not  reduced  prices  and  now 
waiting  to  do  one  or  both — to  get  by  without  any  change  of  that  kind 
when  it  has  already  happened  to  his  competitor 

Mr.  Shreve.  That  is  the  main  reason,  Mr.  Robertson,  why  we 
are  suggesting  that  1942  be  renegotiated  because  it  would  be  quite 
clear  it  would  otherwise  lead  to  inequities. 

Mr.  Robertson.  You  would  want  to  complete  all  the  1942  business? 

Mr.  Shreve.  Yes;  complete  1942.     That  is  our  recommendation. 

Mr.  Robertson.  Now,  when  it  comes  to  renegotiating  after  taxes, 
would  you  estimate  taxes  when  you  renegotiate,  or  would  you  wait? 
That  is  what  it  amounts  to  if  we  abolish  the  law,  you  would  have  to 
depend  solely  upon  taxes  for  1943? 

Mr.  Shreve.  Yes.  We  are  substituting  the  tax  law  for  the  recap- 
ture clause  in  the  Renegotiation  Act.  That  is,  that  is  our  recom- 
mendation. We  are  substituting,  or  suggesting  the  substitution  of 
the  tax  law  for  the  recapture  clause  in  the  Renegotiation  Act. 

Mr.  Robertson.  Well,  let  us  say  that  if  you  renegotiated  the  1943 
business  and  through  recoveries  and  reductions  in  prices  we  cut  the 
war  expense  $5,000,000,000,  are  we  going  to  raise,  in  taxes,  $5,000,- 
000,000,  to  pay  it  out  and  wait  a  year,  2  years,  3  years,  and  maybe 
long  after  the  war  is  over  to  get  that  money  back  into  the  Treasury 

again? 

Mr.  Shreve.  Our  analysis  rather  indicates,  Mr.  Robertson,  the 
amount  that  is  not  recovered  by  the  present  revenue  act  is  relatively 
very  small  when  you  consider  the  total  picture. 

Mr.  Robertson.  If  they  have  been  fairly  renegotiated  up  to  this 
point,  and  we  are  waiting  for  testimony  to  show  that  they  have  not 
been,  the  amount  is  not  small  by  any  means — it  is  nearly  $4,000,- 
000,000,  a  part  of  1  year's  business. 

Mr  Shreve.  But  what  I  am  trying  to  indicate  is  if  there  had  been 
no  renegotiation  act  a  big  majority  of  that  $4,000,000,000  would  have 
been  recovered  through  taxation. 

Mr.  Robertson.  And  when  would  we  have  gotten  it? 

Mr.  Shreve.  Right  now. 

Mr.  Robertson.  Well,  they  would  not  make  their  return  until-- 
for  1942,  they  would  make  their  return  in  1943,  and  we  would  get  it 
spread  over  1943  and  by  the  end  of  1943  would  have  gotten  it  in  the 

return. 

A  question  of  policy  was  raised  by  Mr.  Paul  on  Fnday.  Let  us  say 
that  the  base  period  of  United  States  Steel  gave  them  a  2  percent  return 
on  invested  capital,  and  the  base  period  of  Repubhc,  either  on  investea 
capital  or  average  earnings,  would  give  them  a  6  percent  return  ana 
they  are  all  selling  their  steel  to  the  Government,  and  all  have  abou^ 
the  same  cost  of  production.  Would  there  not  be  a  great  inequahty 
between  the  profits  that  one  company  would  make  out  of  Governmen 


business  over  another  from  the  method  in  which  we  have  framed  our 
excess-profits  laws? 

Mr.  Shreve.  Well,  if  you  will  refer  to  exhibit  B,  you  will  see  a  very 
definite  trend  after  the  application  of  the  present  revenue  act.  The 
net  income  after  taxes  in  1941  was  4.9  percent;  1942,  3.7  percent;  and 
estimate  on  these  1,017  companies  for  1943,  3.1  percent,  which 
indicates  that  excessive  profits  are  prevented  by  the  operation  of  the 
present  tax  law. 

Mr.  Robertson.  Does  your  final  chart  for  1942  show  the  net 
profit  after  renegotiation  as  well  as  after  taxes? 

Mr.  Shreve.  No.  Unfortunately  we  could  not  get  those  figures. 
The  amount  that  that  would  affect  it  would  be  very  small  because 
renegotiation  has  in  most  cases  been  concluded  after  the  issuance  of 
1942  annual  reports. 

Mr.  Robertson.  What  percentage  of  the  500,000  corporations 
have  been  benefited  by  the  war  spending? 

Mr.  Shreve.  It  would  be  a  difficult  thing  for  me  to  even  hazard 
a  guess  on  that,  Mr.  Robertson. 

I  do  not  think  we  have  looked  at  it  from  the  point  of  view  of  benefits. 
We  have  looked  at  it  from  this  point  of  view — How  can  we  get  this 
war  over  as  quickly  as  possible? 

Mr.  Robertson.  I  was  just  looking  at  your  exhibit  B.  I  see  that 
it  shows  for  net  profits  after  taxes  for  1939,  2  point-plus,  and  for  1940 
4  point-plus,  an  increase  for  all  corporations  of  about  100  percent  while 
the  war  spending  was  going  on,  and  just  to  look  at  that  chart,  it  looked 
like  they  had  been  getting  by  pretty  well,  just  on  the  surface  of  it. 

Mr.  Shreve.  You  are  taking  into  consideration  all  businesses 
there. 

Mr.  Robertson.  That  is  what  I  say,  and  if  you  eliminate  the 
corporations  that  have  not  been  benefited  by  war  spending,  the 
profits  that  the  others  have  made  are  more  than  100  percent,  1  mean 
the  increase  in  net  earnings  after  taxes. 

Mr.  Shreve.  Those  companies  do  not  come  under  the  Renegotiation 
Act. 

Mr.  Robertson.  I  know  they  do  not,  but  this  chart  shows  that 
profits  after  taxes  of  corporations,  and  some  of  them  had  war  profits 
and  some  of  them  did  not,  so  if  the  average  profits  from  1939  to  1942 
were  approximately  100  percent,  those  that  had  war  contracts  were 
getting  a  little  better  than  100  percent. 

Mr.  Shreve.  Yes.  Our  figures,  of  course,  are  taken  from  war 
contractors  alone,  as  Mr.  Smethurst,  has  just  indicated,  whereas  the 
over-all  statistics  take  in  all  businesses. 

Mr.  Robertson.  Exhibit  B  just  relates  to  war  contracts  and  not 
all  corporations? 

Mr.  Blackett.  The  figures  shown,  sir,  are  for  all  manufacturing 
corporations.  The  chart  indicates  that  there  has  been  a  very  sub- 
stantial increase  in  the  net  income  before  taxes.  The  total  height 
^'  the  bars  indicates  an  increase  from  about  $3,500.000,000— net 
^efore  taxes  in  1939,  if  I  remember  the  figure— to  about  $14, 400, 000,- 
^00  before  taxes  in  1942. 

On  the  other  hand,  after  the  payment  of  taxes  which  is  indicated 
oy  this  area  that  is  cleai  on  the  bar,  the  net  income  after  taxes  has 
j^ot  increased  appreciably  above  1940  in  either  1941  or  1942.  In 
^ct,  in  1942,  your  actual  dollar  amounts  received  by  all  manufacturing 
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corporations,  according  to  the  Department  of  Commerce's  estimates 
were  somewhat  lower  than  they  were  in  1941  in  spite  of  the  very  sub,' 
stantial  rise  in  net  income  before  taxes,  and  also  the  very  substantial 
rise  clearly  evidenced  in  "gross  receipts  of  all  manufactm-ing  cor- 
porations.*' 

Mr.  Robertson.  Are  not  your  1941  and  1942  shaded  lines  some- 
what longer  than  yom*  1940? 

Mr.  Blackett.  That  represents  an  increase  from  about  $3,500,000,- 
000  up  to  $4,500,000,000,  which,  percentagewise,  is  less  than  one- 
third  at  any  rate.  I  believe  that  I  can  show  you  that  the  actual 
figures  are  supported  by  the  Department  of  Commerce. 

Your  estimated  corporate  profits  after  taxes  for  all  manufacturing 
corporations  in  1939  were  $2,579,000,000  and  in  1940  were  $3,410,- 
000,000.  The  increase  in  terms  of  percentage  earned  on  the  total 
volume  of  business  for  manufacturing  was  5.2  percent  on  the  total 
volume  of  gross  receipts-sales  for  1940,  and  4.9  percent  in  1941, 
dropping  to  3.7  percent  in  1942;  that  is,  there  were  some  increases 
in  1941  above  1940  due  both  to  the  war  effort  and  to  the  great  increase 
in  purchasing  power  resulting  indirectly  from  the  war  effort,  but  that 
has  not  been  continued  into  1942  under  the  present  tax  law. 

Mr.  Robertson.  The  net  profit  has  leveled  oft*? 

Mr.  Blackett.  Very  definitely  so. 

Mr.  Robertson.  Am  I  correct  in  assuming  from  your  chart  that 
since  war  spending  started,  the  profits  of  these  manufacturers  have 
increased  approximately  100  percent? 

Mr.  Blackett.  No,  sir;  I  do  not  think  so. 

Mr.  Robertson.  What  is  the  percentage  then? 

Mr.  Blackett.  The  percentage  increase  is — let  me  see.  I  will 
give  you  the  absolute  figures.  It  would  be  quite  considerably  below 
100  percent  increase  in  the  total  amount  retained  after  taxes  from 
1939-41. 

Mr.  Robertson.  All  I  can  do  is  guess.  No.  1  shows  two-plus  and 
the  other  shows  four-plus,  about  three  little  lines  more  on  the  three 
than  on  the  four,  and  just  to  guess  at  it  it  looks  like  close  to 
$2,000,000,000.     Wliat  is  the  actual  figure? 

Mr.  Blackett.  The  difference  between  the  two  is  the  difference 
between  $2,579,000,000  and  $3,410,000,000,  or  somewhat  less  than 
$1,000,000,000  which  would  not  be  a  100  percent  increase,  but  would 
be  somewhere  around  60  percent. 

Mr.  Robertson.  The  chart,  I  believe,  is  not  very  accurate  by  the 
eye  test. 

Mr.  Blackett.  If  you  are  referring  to  the  net  after  taxes,  the  chart 
is  accurately  plotted.  . 

Mr.  Robertson.  What  would  be  the  principal  benefit  to  be  derived 
by  industry  from  limiting  renegotiations  to  1942? 

Mr.  Shreve.  You  bring  it  back  to  a  positive  handling  of  a  very 
difficult  problem. 

Mr.  Robertson.  Mr.  Karker  told  us  that  based  on  the  survey 
made  by  the  National  City  Bank  you  would  get  only  70  percent  of  the 
war  profits,  and  not  100  percent  that  you  claim  that  he  is  getting 
by  this  method.  .     , 

Mr.  Shreve.  We  would  have  to  come  back  again  to  the  analysis  oi 
the  figures  that  have  been  collected  by  the  Department  of  Commerc^ 
and  by  the  National  Association  of  Manufacturers  and  that  woum 
seem  to  bear  that  out.  ► ' 


Mr.  Robertson.  What  are  your  views  about  post-war  reserves; 
how  should  they  be  set  up  and  how  should  they  be  safeguarded? 

Mr.  Shreve.  I  am  sorry  that  matter  has  not  been  considered  at 
any  great  length  by  this  particular  committee.  We  have  felt  that 
that  is  really  a  tax  consideration  pure  and  simple  and  should  be  taken 
up  at  the  time  that  the  tax  law  is  reviewed,  but  we  do  believe — and 
I  will  say  this  without  reservation — that  industry  must  have  adequate 
post-war  reserves  if  it  is  going  to  be  in  a  position  to  do  the  kind  of  a 
job  that  is  expected  of  it  after  the  war  is  over. 

Mr.  Robertson.  Exactly,  but  we  should  not  try  to  handle  that 
through  renegotiation. 

Mr.  Shreve.  That  is  right.  But  we  really  believe  that  as  long  as 
we  have  the  renegotiation  act  to  contend  with,  that  it  does  very 
seriously  interfere  with  the  building  up  of  adequate  post-war  reserves. 

Mr.  Robertson.  That  is  all. 

The  Chairman.  Mr.  Dewey  is  recognized. 

Mr.  Dewey.  Reading  from  your  testimony  on  page  7,  Mr.  Shreve, 
and  referring  to  your  first  recommendation,  you  say: 

First,  the  determination  of  prices  is  a  function  of  procurement,  while  the 
determination  of  final  profits  is  a  function  of  taxation. 

My  colleague  from  Virginia  stated  Mr.  Karker  thought  we  ought 
to  be  more  specific  and  less  general  in  our  consideration  of  this  matter, 
and  I  would  like  to  refer  to  a  specific  case  from  a  manufacturer  at 
Niles,  Mich.  The  president  of  the  company  writes  a  three-page  letter 
respecting  his  experience  with  renegotiation,  but  it  all  gets  down  to 
one  paragraph,  which  I  am  going  to  take  the  fiber ty  of  reading  at  this 
point: 

Whatever  Kay  accomplished,  they  did  with  their  own  funds,  with  no  assistance 
whatsoever  m  the  way  of  loans  from  the  Reconstruction  Finance  Corporation 
equipment  from  the  Defense  Plant  Corporation,  or  advance  payments  on  con- 

Due  to  the  great  efficiency,  much  overtime  work  on  the  part  of  the  supervision 
and  an  extremely  fine  productive  organization,  the  contracts  were  filled  all 
ahead  of  schedule  and  a  substantial  profit  of  $185,000  was  earned.  Profit  surelv 
looks  high  doesn't  it?  Nobody  denies  that.  But  get  this:  80  percent  of  that 
proht  has  been  paid  back  to  the  Government  through  the  excess-profits  tax  In 
«Q7nAn^^^\.^^^^'9[^^  ^*^  already  been  returned  to  the  Government,  leaving 
W.OOO  profit  on  $569,000  sales;  or  namely,  6.5  percent.  Now,  that  profit 
fh!?Q7  }SS^  ^^  ^^^^^'  ^^P.  ^^^  Especially  when  you  consider  that  more  than 
ine  Jt>d7  000  was  remvested  immediately  in  the  business  in  the  wav  of  new  machin- 
ery, added  mventories,  etc.,  to  continue  doing  a  good  job  in  the  war  effort. 
Ju-  .R.  ^'^"^^^  *^®  ^"^®  Adjustment  Board  (and  here  is  one  of  the  great 
aiiacies  of  tlie  renegotiation  law)  and  says,  "We  are  onlv  concerned  in  renegotiat- 

^«r In J'^'S^in ^Jn''^ It""^^  ^""^  $185,000  is  Way  too  mGch  money.  We  want  to 
"^aniure  $»  150,000  of  that. 

np«7^^^?^"]^  ^"^y  be  entitled  to  make  between  8  and  11  percent  on  vour  busi- 

4ip<:  nf  «j /n  (SJ'n'  ^^  ^uV  fubtract  $150,000  from  the  $569,000  and  show  vou  made 

for!  il       M '^^P;,  ^"^  ^^^^^^  ^®  ^''^^  ^^lo^^  you  between  8  and  11  percent  iprofit  be- 

Ulii^^l'  ^"iT'^Jj*'  ^t^f  ^^y  ^'®  ^S^®^^  0^  1^  percent.  That  would  be 
^'ti.yuo  they  would  allow  before  taxes. 

Drnfi?y  ^^^  ^^i  ^^^^  ^^^^  company  has  practically  no  tax  base  because  little  or  no 
a^fnnr?'^  made  during  the  years  the  efforts  were  on  development  and  that  after 
on  LT  ^ll'^P^'on  It  goes  right  into  excess  profits.  It  had  earned  its  exemption 
to  80?!  .  "^'^^^  outside  Government  orders,  so  the  entire  $41,900  is  subject 
thf  ml  ^^4"*  excess-profits  tax;  and  therefore,  the  tax  would  be  $33,520,  leaving 
r^enfnif ''^"^^''"'  ?^  $8,380  profit  for  the  company,  or  slightly  less  than  1.5 
bai  ^^  *^^  volume  of  business  which  had  been  secured  on  a  competitive 
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Pshall  not  continue  the  letter,  but  finally,  after  renegotiation,  they 
got  down  to  a  profit  of  $8,380  on  $569,000  of  sales,  or  1.5  percent  net 
to  do  business  on. 

It  does  seem  to  me  that  there  is  a  confusion  of  purpose  here.  I  am 
only  making  the  statement  to  you  and  not  asking  the  question.  The 
purpose  was  to  have  some  close  pricing,  and  have  the  war  effort  less 
costly,  and  not  to  recapture  profits  through  a  board  that  does  not  have 
any  particular  set  of  principles  as  among  the  dift'erent  branch  boards; 
they  are  undoubtedly  taking  away  the  rights  of  the  Congress  in  levying 
taxes,  which  is  provided  imder  section  8  of  the  Constitution. 

Mr.  Shreve.  That  is  right. 

Mr.  Dewey.  I  would  like  to  ask  this  question  of  you:  What  would 
be  your  idea — would  it  facilitate  matters  as  long  as  we  have  renegotia- 
tion, to  set  up  some  central  board  or  coordinating  board,  which  would 
take  the  experiences  of  the  past  and  work  out  some  ideas  which  all  of 
the  separate  negotiating  groups— in  the  War  Department,  the  Navy 
Department,  the  Treasiu-y  Department,  the  Maritime  Commission 
and  others — would  follow?  Do  you  think  such  a  thing  would  benefit 
the  situation  at  the  present  time? 

Mr.  Shreve.  No,  sir;  Mr.  Dewey.  Our  recommendation  is  to 
leave  1942  to  the  Renegotiation  Act  and  I  believe  a  better  job  can 
be  done  the  way  it  is  set  up  now  than  it  could  be  by  a  central  board; 
because  even  as  it  is  set  up  now,  the  boards  function  as  a  part  of  the 
various  services,  and  they  are  as  close  as  they  can  get  to  the  problems, 
that  are  incident  to  the  conduct  of  the  business  for  those  services; 
and  even  that  is  not  close  enough,  in  my  judgment,  to  know  all  of  the 
factors  that  go,  or  should  go,  into  the  consideration  of  their  final 

conclusions.  .„  i.      i  j  / 

If  you  set  up  a  central  board,  it  would  be  still  further  removed  from 
a  knowledge  of  the  operating  picture  for  the  Navy  Department  or 
the  Army,  the  Maritime  Commission,  and  so  forth. 

Mr.  Dewey.  I  probably  expressed  myself  poorly.  I  did  not  mean 
to  have  a  central  board  to  do  the  renegotiating. 

IVIt  Sftreve    I  see 

Mr.  Dewey.  I  meant  to  have  a  superboard  that  would  set  up  prin- 
ciples by  which  the  various  negotiating  boards  would  do  their  busmess 
It  seems  to  me  there  is  a  good  deal  of  difference  in  method,  and  1 
think  it  was  said  that  they  are  not  told  exactly  what  are  the  prm- 
ciples  to  be  followed  with  contractors;  am  I  correct?  . 

Mr.  Shreve.  This  is  simply  a  personal  opinion,  but  my  opmion  is 
that  they  probably  have  done  as  good  a  job  in  coordinatmg  their 
general  principles,  by  getting  together  regularly  and  outlmmg  tue 
fundamental  principles,  as  could  be  done  by  a  superboard;  because 
there  agam,  you  would  be  getting  too  far  away  from  those  experi- 
enced in  the  actual  operation  of  the  renegotiation.  I  would  be  fcariui 
the  boards  that  would  be  set  up  would  not  fit  the  case  as  well  as  t jose 

^\lr^I)EWEY.  You  do  not  think  there  would  be  added  coordination 

between  the  different  boards? 

Mr.  Shreve.  I  doubt  it.  ,  ..       o 

Mr.  Dewey.  That  is,  in  setting  up  rules  and  regulations.^ 
Mr.  Shreve.  I  doubt  it,  Mr.  Dewey. 
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Mr.  Dewey.  One  other  question.  I  think  you  stated  in  answer 
to  a  question  from  one  of  my  colleagues  that  you  did  not  know  of  any 
companies  whose  capital  had  been  impaired  by  renegotiation. 

Mr.  Shreve.  That  is  right;  personally,  I  do  not. 

Mr.  Dewey.  I  have  been  under  the  impression  that  there  has  been 
a  good  deal  of  impairment  of  capital  due  to  the  fact  that  small  com- 
panies have  been  blown  up  to  four  or  five  times  their  pre-war  operations 
and  a  good  deal  of  their  working  capital  has  been  lost  in  matters  that 
could  not  be  covered  by  a  certificate  of  necessity. 

Mr.  Shrevb.  I  expect  that  is  true.  Could  we  get  a  review  of  that, 
Mr.  Blackett? 

Mr.  Blackett.  We  have  made  combined  balance  sheets  for  a 
large  number  of  companies  and  have  compared  them  from  one  year 
to  the  other,  and  one  characteristic  of  that  comparison  is  a  large 
increase  in  the  proportion  of  working  capital  that  is  tied  up  in  receiv- 
ables and  in  inventory  which  formerly  might  have  been  in  cash. 

Mr.  Dewey.  Have  you  made  an  investigation  as  to  how  much  of 
that  working  capital  has  been  tied  up  in  war  facilities  not  coverable 
by  a  certificate  of  necessity?  I  will  illustrate  what  I  mean.  I  brought 
this  matter  up  on  Friday  when  Mr.  Jones  was  here.  Here  is  a  small 
concern  that  has  to  transfer  or  shift  from  male  to  female  employment. 
That  nieans  putting  in  rest  rooms  for  the  women,  the  setting  up  of 
cafeterias,  matters  of  that  kind,  which  are  swallowed  up  in  the  whole 
operation  and  for  which  they  cannot  get  a  certificate  of  necessity. 
When  this  company  goes  back,  we  will  say  for  the  sake  of  our  illustra- 
tion, from  $20,000,000  of  sales  to  $2,000,000  of  sales,  will  they  not 
find  that  a  great  deal  of  their  working  capital  has  been  lost  and 
impaired? 

Mr.  Blackett.  It  would  depend  on  how  rapidly  they  can  depre- 
ciate the  investment  that  they  have  made. 

Mr.  Dewey.  How  rapidly  could  they  depreciate  a  rest  room  or  a 
cafeteria? 

Mr.  Blackett.  I  think  your  answer  is  that  it  will  be  found  that  in 
a  great  many  cases  funds  will  be  tied  up  in  that  way;  there  is  no 
question  about  that. 

To  repeat— for  the  benefit  of  the  gentlemen  who  did  not  hear 
^iTu  ^^^^^^  ^^^^  unquestionably  there  will  be  instances  where  funds 
^"^^e  tied  up  in  investments  such  as  Mr.  Dewey  has  described. 

Mr.  Dewey.  Would  you  also  please  enlarge  a  httle  on  the  effect 
01  mventory?  Of  course,  if  we  have  a  cancelation  of  contracts,  I 
presume  laws  will  be  passed  to  take  over  quickly  those  inventories 
uiat  were  held  by  companies ;  but  I  would  like  to  get  your  point  of 
Jiew  on  the  effect  on  working  capital  in  general  of  the  smaller 
companies. 

Mr.  Blackett.  You  mean  of  the  cancelation  of  contracts? 
Mr.  Dewey.  Of  the  cancelation  of  contracts  and  this  whole  matter 
p Jj^^?^8:otiation,  and  what  it  is  going  to  do  to  their  working  capital 

for  f-  ^^^,^^ETT.  Pending  renegotiations  or  decisions  made  on  rene- 
km     f  might  involve  a  cash  refund  to  the  government,  prob- 

^  ns  of  reconverting,  and  if  part  of  the  inventory  cannot  be  used  for 
mak  "^*^^^^^^'  unquestionably  all  these  things  will  accumulate  to 
about  V^^^^^  demand  on  the  cash  resources  of  companies;  no  question 
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Mr.  Dewey.  And,  as  a  matter  of  fact,  if  the  war  terminated  at 
a  time  such  as  you  suggest,  and  those  conditions  exist,  there  would 
be  a  lot  of  companies  that  now  think  they  are  in  solvent  condition, 
but  will  find  themselves  busted;  is  that  not  so? 

Mr.  Blackett.  That  I  do  not  know. 

Mr.  Shreve.  May  I  ask  right  there,  Mr.  Dewey,  was  not  that  the 
experience  after  the  last  war? 

Mr.  Dewey.  Yes,  sir. 

Mr.  Shreve.  Companies  thought  that  they  were  in  sound  financial 
condition,  that  really  became  insolvent  almost  immediately  after 
the  war.     And  we  have  a  tremendously  larger  problem  in  that  regard 

in  this  war. 

Mr.  Dewey.  Would  you  think  it  would  be  of  any  advantage  to 
these  companies  to  go  to  the  Defense  Plant  Corporation — leaving 
inventories  aside  from  the  question — and  try  to  have  the  Defense 
Plant  Corporation  take  over  certain  of  their  war  facilities  in  which 
they  can  show  they  have  invested  their  working  capital  and  that 
will  not  be  usable  to  them  after  the  war,  when  they  have  shrunk  back 
to  normal  size? 

Mr.  Shreve.  That  is  probably  aside  from  renegotiation,  but  I 
should  think  that  would  be  a  suggestion  that  ought  to  be  given  very 
careful  consideration. 

Mr.  Dewey.  Mr.  Jones  was  here,  as  I  say,  on  Friday,  and  he 
stated  that  without  any  change  in  the  law  he  had  authority  to  take 
over  such  facilities  if  the  company  in  question  could  make  a  good  case. 

Naturally  he  is  not  going  to  have  the  Government,  nor  would  we 
recommend  or  any  one  recommend,  that  the  taxpayer — it  is  the 
taxpayer  who  bears  the  expense — take  over  some  mahogany  desks  and 
things  of  that  kind  that  some  president  of  a  company  might  have 
purchased;  but  I  am  referring  to  the  real  facility. 

You  stated  that  you  have  not  given  any  considerable  thought  to  the 
setting  up  of  reserves  for  reconversion  from  war  to  peacetime  pro- 
duction ;  or  have  you  given  some  consideration  to  that? 

Mr.  Shreve.  Individually  we  have  given  a  great  deal  of  thought 
to  it,  but  not  in  this  committee;  not  on  renegotiation.  We  have  been 
concentrating  on  the  study  of  renegotiation  and  what  recommendations 
we  thought  would  be  constructive  under  the  circumstances. 

Mr.  Dewey.  Womd  vou  be  willing  to  make  a  personal  expression, 
from  your  very  bread  knowledge  in  manufacturing,  on  the  subject. 
I  can  see  that  it  might  be  possible  for  a  large  company  such  as  yours, 
with  a  good  earning  record  during  the  base  period  and  a  strong 
capital  structure,  to  set  aside  reserves  for  reconversion.  You  couia 
even  afford  to  pay  the  tax  and  keep  the  money  in  the  company  lor 
that  piu-pose,  probably,  because  the  tax  in  your  case  probably  wouia 
not  be  anywhere  near  80  percent.  I  do  not  know  where  it  would  oe, 
but  considerablv  lower.  Whereas  a  small  company,  with  no  particu- 
larly outstanding  earning  record  in  the  base  period,  and  a  fairly  weaK 
capital  structure,  might  have  no  possibility  at  all  of  setting  up  a"^ 
reserves  unless,  under  renegotiation,  the  price  of  the  article  >^a^ 
increased  to  such  an  extent  that  they  could  pull  out  some  reserves 

that  purpose.  .  „    ,  ,  -cinn 

Therefore,  my  question  to  you  is  this:  Had  not  the  reconversiu^ 

situation  better  be  handled  other  than  by  attempting  to  set  up 
reserves  under  renegotiation? 


Mr.  Shreve.  I  did  not  quite  catch  exactly  what  you  mean. 

Mr.  Dewey.  I  will  have  the  reporter  read  my  question  to  you. 

(The  reporter  repeated  Mr.  Dewey's  last  question  as  above 
recorded.) 

Mr.  Dewey.  I  might  add  to  that,  by  increasing  the  item  price  of 
the  article  so  as  to  leave  sufficient  to  set  up  a  reserve. 

Mr.  Shreve.  My  personal  feeling,  Mr.  Dewey,  is  this:  Of  course, 
I  can  conceive  of  unusual  expenses  in  that  particular  period  outside 
of  reconversion  expense.  It  seems  to  me  that  the  cleanest-cut  and 
most  positive  method  of  handling  that  would  be  through  accumulation 
of  post-war  reserves  on  a  reasonable  basis.  I  really  believe  that 
would  be  better  and  more  clean-cut  and  lead  to  less  misunderstanding 
on  the  part  of  the  public  than  any  other  method.    . 

Mr.  Dewey.  That  would  probably  have  to  be  tackled  through 
providing  additional  post-war  refunds  under  the  excess-profits  tax. 

Mr.  Shreve.  That  is  right. 

Mr.  Dewey.  Rather  than  under  the  renegotiation  question. 

Mr.  Shreve.  Yes.  I  think  you  are  right  there.  It  does  not  really 
come  into  consideration  of  this  question  here. 

Mr.  Dewey.  I  believe  that  is  all. 

The  Chairman.  Mr.  Lynch,  of  New  York,  is  recognized. 

Mr.  Eobertson.  Mr.  Chairman,  may  I  give  just  three  figures  for 
the  record  at  this  point? 

The  Chairman.  If  Mr.  Lynch  would  yield  to  the  gentleman  from 
Virginia. 

Mr.  Lynch.  I  yield. 

Mr.  Robertson.  This  is  in  connection  with  the  questions  I  asked 
about  exhibit  B.  Mr.  Randolph  Paul  inserted  a  table  on  Friday  of 
the  earnings  of  all  corporations,  with  net  incomes,  and  that  showed 
that  for  1939,  net  income  retained  after  taxes,  excluding  dividends 
received  but  including  tax-exempt  interest,  was  $2,233,000,000;  for 
1941,  $4,400,000,000;  for  1942,  $5,350,000,000;  and  estimated  for 
1943,  $6,250,000,000. 

That  is  for  all  corporations  with  net  income,  indicating  that  the 
income  was  going  up  each  year. 

Mr.  Shreve.  I  wonder,  though,  if  we  do  not  confuse  the  issue  by 
hrinsring  in  that  complete  picture,  a  large  percentage  of  it  not  affected 
hy  rones^otiation. 

Mr.  Robertson.  I  could  not  say. 

Mr.  Shreve.  Yes;  because  really  what  we  are  trying  to  consider 
Qpre,  it  seems  to  me,  is  what  effect  has  renegotiation  had  in  doing  the 
job  that  we  all  want;  and  that  is  to  hold  profits  down  to  a  reasonable 
^asis;  and  what,  in  comparison,  can  the  tax  law  do  in  performing  that 
particular  function. 

It  seems  to  me  that  is  the  point,  and  we  just  confuse  our  own  minds 
^hen  we  bring  in  this  larger  picture  that  really  is  not  affected  to  the 
same  extent. 

Mr.  Robertson.  Of  course,  that  raises  an  issue  between  you  and 

inose  for  whom  you  speak,  and  the  Treasury  officials  and  the  rene- 

piating  officials  who  say  that  we  cannot  adequately  reach  it  by 

axation.    And  what  this  committee  has  are  the  figures  showing  that 

^S  y^^r  the  net  income,  after  taxes,  of  corporations,  is  increasing. 

an  1  '  ^^^^7^-  ^®  will  have  to  come  back  again  and  rely  upon  the 

'^alyses  which  we  are  attaching  to  our  recommendations  here. 
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Mr.  Robertson.  That  is  all. 

The  Chairman.  Mr.  Lynch  is  recognized. 

Mr.  Lynch.  As  I  understand  your  prepared  statement,  you  believe 
all  recapture  should  be  done  under  the  revenue  act;  is  that  correct? 

Mr.  Shreve.  I  think  we  have  gained  enough  experience  now,  and 
have  experience  also  with  the  revenue  act,  so  that  we  can  safely 
contemplate  that  kind  of  a  venture. 

Mr.  Lynch.  That  always  was  your  opinion,  was  it  not;  that 
recapture  should  be  done  imder  the  revenue  act? 

3V;r.  Shreve.  I  think  that  is  right,  fundamentally.  But  we  all 
recognized,  I  think,  the  necessity  of  imusual  action  in  1942  and  all 
industry,  as  well  as  others,  have  been  willing  to  go  along  on  a  tempo- 
rizing basis  to  do  the  job  that  we  all  are  convinced  should  be  done. 
But  we  never  have  found  that  that  was  a  really  logical  basis  of  tackling 
the  job,  and  so  when  the  Revenue  Act  of  1942  was  passed,  and  we 
got  experience  as  to  its  application,  then  it  seemed  to  us  quite  clear 
that  you  gentlemen  in  your  formulation  of  your  tax  law  had  solved 
the  problem  to  a  very  large  extent.  So  that  after  the  experience  had 
been  gained  we  could  go  back  to  the  taxation  principle  rather  than 
remaining  on  the  basis  of  the  judgment  of  men. 

Mr.  Lynch.  Well,  when  you  say  that  you  felt  that  this  was  only 
temporizing  it  was,  in  fact,  the  only  way  whereby  excessive  profits 
could  be  recaptured,  was  it  not? 

Mr.  Shreve.  We  have  no  quarrel  with  that.  That  is,  we  were  up 
against  a  very  unusual  lot  of  conditions  requiring  unusual  methods  of 

handling.  •     .      i 

Mr.  Lynch.  Then  you  agree  that  when  the  renegotiation  law  was 
put  into  effect,  that  it  was  the  proper  thing  to  do? 

Mr.  Shreve.  It  seems  to  have  been  the  proper  thing. 

Mr.  Lynch.  And  that  the  set-up  was,  under  the  circumstances,  the 
best  that  could  be  had? 

Mr.  Shreve.  That  is  right. 

Mr.  Lynch.  And  when  did  you  change  your  opinion  with  respect 

to  that?  , 

Mr.  Shreve.  As  you  indicated  earlier,  I  think  it  has  been  the 
opinion  of  industry  right  along  that  if  we  could  see  a  way  to  handle  this 
problem  through  taxation,  which  is  a  positive  method  of  tackling  the 
problem,  that  that  would  be  the  way  to  do  the  job.  At  that  par- 
ticular time— as  I  said  before,  Government  and  mdustry  alilve  were 
concerned  with  only  just  one  thing,  and  that  was  to  get  into  produc- 
tion just  as  fast  as  possible,  to  procure  the  materials  that  were  needed 
by  our  armies  and  navies  to  do  this  job  that  we  have  to  do,  just  as 
quickly  as  possible,  regardless  of  expense.  , 

Mr.  Lynch.  Do  you  not  think  the  same  principle  holds  througn 
today,  that  the  Government  and  industry  are  alike  interested  inhavmg 
production  as  quickly  as  possible? 

Mr.  Shreve.  That  is  right.  u  +  lift 

Mr.  Lynch.  And  almost  without  regard  to  expense  if  that  oe 
necessary  at  the  time?  . 

Mr.  Shreve.  That  is  right.         .  .  ,       i     ^mir 

Mr.  Lynch.  So  therefore,  under  that  state  of  fact,  and  under  youi 
statement,  would  it  not  be  advisable  under  the  circumstances  to  con- 
tinue the  renegotiation  act? 


Mr.  Shreve.  I  do  not  think  so,  because  we  have  gained,  as  I  have 
tried  to  indicate,  experience  with  the  lines  of  product  that  are  neces- 
sary for  the  prosecution  of  the  war.  So  that  we  know  today  in  almost 
all  of  the  cases  what  the  costs  are  under  the  conditions  that  are  im- 
posed in  the  contracts  let  to  industry. 

Now,  there  are  a  few  cases — and  we  have  tried  to  cover  that  in  our 
recommendations — there  probably  will  be  a  few  cases,  but  relatively 
few  where  a  new  product  comes  into  the  picture  or  an  old  product 
goes  into  volume  of  production,  that  will  throw  that  particular  picture 
out.  In  those  cases  we  are  recommending  that  a  contract  entered  into 
by  mutual  agreement  between  the  Government  and  the  contractor 
provide  for  review  of  the  costs  when  cost  experience  has  been  gained 
on  that  contract,  and  adjustments  made  accordingly.  That  is,  before 
all  of  the  material  has  been  manufactured  and  billed;  and  that  is  before 
any  profits  have  been  realized. 

Mr.  Lynch.  Is  it  before  manufacture  that  you  would  enter  into 

that? 

Mr.  Shreve.  No;  after  enough  experience  in  manufacture  has  been 
crained  so  that  you  have  reliable  cost  information. 
"^  Mr.  Lynch.  In  your  summary,  No.  2,  you  say  here: 

To  continue  authority  of  the  procurement  agencies  to  enter  into  vohmtary 
"price  adjustment"  agreements  in  those  exceptional  cases  where  reasonable  prices 
cannot  be  ascertained  in  advance  because  of  large  volume  purchases  or  lack  of 
adequate  cost  information. 

Now,  when  you  speak  of  exceptional  cases,  or  when  you  speak  of 
these  voJimtary  price  adjustment  agreements,  does  that  presume  that 
you  have  to  have  some  board  in  existence  that  would  have  to  investi- 
gate all  the  factors  of  cost  in  any  given  article? 

Mr.  Shreve.  No,  sir;  because  that  is  a  procurement  proposition 
and  is  handled  by  the  procurement  officers. 

Mr.  Lynch.  I  mean,  in  the  procurement  department,  you  say  these 
are  exceptional  cases;  apparently  all  the  cases  that  the  Government 
has  had  in  the  past  have  been  exceptional  cases  by  reason  of  mass 
production  or  not  knowing  the  costs,  and  they  were  brought  down  in 
the  operation  of  the  Price  Adjustment  Boards.  And  that  same  prin- 
ciple should  be  followed,  in  my  opinion,  in  the  future  with  respect  to 
those  matters. 

Mr.  Shreve.  It  is  our  contention — as  I  say,  that  we  have. acquired 
a  lot  of  experience — 1942  was  full  of  uncertain  transactions,  but  we 
now  have  arrived  at  the  point  where,  in  a  majority  of  those  lines, 
industry  has  had  enough  experience  so  that  the  number  of  these 
unusual  cases  we  are  quite  sure  is  going  to  be  very  small,  and  those 
cases  can  be,  and  under  ordinary  conditions  are  taken  care  of  by  the 
procurement  officers  in  the  various  branches  of  the  services. 

Mr.  Lynch.  The  only  thing  that  would  bring  prices  down  in  the 
ordinary  course,  such  as  you  suggest,  is  competitive  bidding;  it  not 
that  right? 

Mr.  Shreve.  In  these  particulai  cases  you  have  got  costs  estab- 
hshed  on  a  big  majority  of  items  that  are  made  for  the  Army,  the  Navy, 
^nd  the  Maritime  Commission  already.  So  that  they  have  that  fund 
^i  information,  and  the  renegotiation  boards  have  been  helpful  in 
developing  that  experience ;  there  is  no  question  about  that.  But  we 
nave  that  experience  so  that  today  a  procurement  officer,  if  he  is 


1  t*^: 


-*it  V 


260 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OP  WAR  CONTRACTS 


261 


buying  additional  quantities  of  material  on  which  experience  has  been 
gained  in  1942,  abeady  knows  the  price  that  he  ought  to  get  that 
material  for. 

Mr.  Lynch.  You  take  an  instance  of  this  kind,  where  you  have 
some  large  article  and  perhaps  in  the  course  of  production  one  or 
several  subcontractors  discover  some  way  of  making  three  or  four 
gadgets  that  bring  down  the  cost  of  the  manufactured  article  to  a 
considerable  extent.  Unless  you  have  renegotiation,  unless  you  have 
an  investigation  to  show  what  the  difference  in  cost  is  before 
the  gadget  was  manufactured  and  after,  that  money  naturally  would 
go  into  the  pocket  of  the  prime  contractor,  in  large  part,  who  has  had 
his  price  set  by  previous  experience;  is  not  that  correct? 

Mr.  Shreve.  I  do  not  know  that  that  would  naturally  follow. 

Mr.  Lynch.  Do  you  think  the  prime  contractor  would  voluntarily 
release  the  profit  that  was  made  because  of  the  fact  that  he  was  able 
to  obtain  some  article  cheaper  than  he  had  previously  been  able  to 
buy  it  for? 

Mr.  Shreve.  I  do.  I  think  one  thing  that  has  really  been  over- 
looked in  the  consideration  of  this  whole  pictm-e,  to  a  very  lar^e 
degree,  is  the  pressure  and  the  real  importance  of  public  opinion.  No 
company  is  going  to  throw  away  its  reputation,  that  it  has  cost 
millions  of  dollars  to  build  up,  and  a  lot  of  effort,  in  order  to  try  to  get 
away  with  inordinate  profits  under  present  conditions.  I  think  that 
is  uppermost  in  most  people's  minds.  Of  course,  as  has  been  brought 
out  here,  we  have  a  narrow  fringe  of  operators  that  are  out  for  all 
they  can  get.  But  I  think  we  would  all  probably  agree  that  they 
represent  only  a  very,  very  small  percentage  of  the  total  and,  by  and 
large,  the  executive  of  American  business  wants  to  do  the  right  kind 
of  a  job,  on  the  right  kind  of  a  basis.  He  is  not  out  for  inordinate 
profits  at  the  expense  of  the  war. 

Mr.  Lynch.  Then  you  believe  that  all  those  who  have  had  their 
contracts  renegotiated  feel  as  though  they  are  delighted  to  have  them 
renegotiated  and  to  return  those  excess  profits  to  the  Government? 

Mr.  Shreve.  They  agree  thoroughly  in  the  principle  as  outlined  in 
our  report  here;  that  is,  we  do  not  want  any  inordinate  profits. 

Mr.  Lynch.  You  did  not  answer  my  question.  My  question  is, 
Do  you  believe  that  those  people  who  have  had  their  contracts  renego- 
tiated were  delighted  to  be  called  in  by  the  Government  and  have  those 
contracts  modified  so  that  they  would  not  make  as  much  profit  as  they 
had  anticipated  making? 

Mr.  Shreve.  Well,  you  have  put  me  in  a  rather  difficult  position. 
I  would  not  say  industry  has  been  delighted  with  the  Renegotiation  Act 
at  all.  That  is,  industry  is  thoroughly  in  accord  with  having  some 
mechanism  whereby  inordinate  profits  can  be  controlled  and  it  seemed 
for  the  moment  as  though  the  renegotiation  method,  considering  all  of 
the  variable  problems  in  existence  in  1942,  was  the  logical  method  of 
approach. 

Mr.  Lynch.  You  stated  you  did  not  give  any  consideration  to  re- 
conversion reserves  under  the  Renegotiation  Act? 

Mr.  Shreve.  Not  for  our  appearance  here,  because  we  did  not 
consider  that  that  was  in  the  bailiwick  of  the  study  of  renegotiation. 

Mr.  Lynch.  In  other  words  you  do  not  consider  that  reconversion 
reserves  should  come  in  under  renegotiation,  but  rather  under  the 
tax  law. 

Mr.  Shreve.  That  is  right. 


Mr.  Lyn€H.  You  do  not  consider  it  important  as  far  as  renegotiation 

is  concerned?  .  .    . 

Mr.  Shreve.  I  do  consider  it  very  important.  I  think  renegotiation 
today  is  liable  to  hamper  any  program  set  up  by  Congress  to  insure 
adequate  post-war  reserves.  ,     •     ,   j    , 

Mr.  Lynch.  You  would  not  suggest  any  amendment  to  be  included 
in  the  renegotiation  law  with  respect  to  reconversion  reserves? 

Mr.  Shreve.  That  is  correct. 

Mr.  Cooper.  Mr.  Shreve,  let  me  inquire  briefly  about  this  recom- 
mendation you  have  made  that  the  law  should  continue  as  it  has  been 
with  respect  to  1942  but  not  apply  to  1943.  Is  that  your  recom- 
mendation? 

Mr.  Shreve.  That  is  right;  that  is  as  to  the  recapture  part  of  the 

law. 
Mr.  Cooper.  I  am  rather  concerned  about  that  for  this  reason. 

This  is  the  law  of  the  land  now. 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  And  now  we  are  in  September  of  1943,  and  at  this 
time  a  certain  number  of  contracts  for  1943  have  already  been  made, 
with  this  law  in  effect.  The  contracting  officers  had  the  right  to 
assume  that  that  would  apply  to  1943,  if  it  was  the  law.  Two-thirds 
of  the  year  has  already  passed.  Do  you  not  think  your  recommenda- 
tion would  be  much  more  appropriate  and  on  a  sounder  basis  if  it 
applied  to  future  contracts  entered  into? 

Mr.  Shreve.  So  far  as  I  know,  there  are  no  renegotiation  proceed- 
ings entered  into  for  the  year  1943,  yet. 

Mr.  Cooper.  I  know,  but  you  miss  the  point  entirely.  Contracts 
for  1943  have  been  made,  and  the  law  now  provides  for  the  renegotia- 
tion of  such  contracts. 

Mr.  Shreve.  We  have  shown,  I  think,  by  an  analysis  of  these 
figures  that  had  the  revenue  act  been  in  force  in  place  of  this  recapture 
provision  of  the  Renegotiation  Act,  in  1942  that  adequate  recovery 
would  have  been  made. 

For  this  year,  1943,  as  far  as  industry  is  concerned,  in  comparison  to 
the  recovery,  the  Government  is  in  a  much  more  fortunate  position 
than  it  was  in  1942,  with  all  of  the  uncertainty  at  that  time  with 
reference  to  costs.  So  it  will  operate,  without  any  question,  in  my 
opinion,  on  a  very  much  more  efiicient  and  thorough  basis  as  far  as 
1943  is  concerned  than  it  would  have  in  1942. 

Air.  Cooper.  But  the  fact  is  that  the  law  is  in  existence  and  con- 
tracting officers  all  know  that  the  law  is  in  existence.  For  contracts 
entered  into  for  1943,  up  until  today  September  13,  the  contracting 
officers  were  not  under  the  obligation  to  use  the  degree  of  care  in 
entering  into  those  contracts  that  they  would  be  required  to  use  if 
there  was  not  to  be  any  contract,  or  any  amount,  to  be  renegotiated. 

Mr.  Shreve.  All  I  can  say  is  that  I  wish  you  could  have  a  little 
experience  with  some  of  these  contracting  officers  because  they  seem 
to  be  imbued  with  the  idea  that  they  are  not  going  to  leave  anything 
to  recover  throu^  renegotiation. 

Mr.  Cooper.  The  fact  is  that  the  renegotiation  law  is  in  effect. 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  The  contracting  officers  know  that  and  know  that  an 
opportunity  will  be  afforded  to  renegotiate  such  a  contract,  and 
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eight  and  one-half  months  of  1943  have  already  passed  and  gone  by 
and  those  contracts  have  been  entered  into  during  that  time.  That 
is  true,  is  it  not? 

Mr.  Shreve.  That  is  right. 

Mr.  Cooper.  It  seems  to  me  you  would  be  in  a  much  sounder 
position  if  you  recommended  that  future  contracts  made  would  be 
subject  to  renegotiation,  and  do  not  go  back  to  two-thirds  of  a  year 
when  renegotiation  has  been  in  effect  already. 

Mr.  Shreve.  We  contend  that  after  all  what  we  are  interested  in 
primarily  are  the  final  results  and  that  the  application  of  the  provision 
of  the  revenue  act  to  1943  business  will  prevent  excessive  profits  and 
do  that  job  directly  and  positively,  and  if  that  is  so,  it  seems  to  me  we 
are  thoroughly  justified  in  going  back  to  January  1,  1943. 

Mr.  Cooper.  But  you  admit  it  will  not  do  it. 

Mr.  Shreve.  No. 

Mr.  Cooper.  You  admit  that  there  will  be  some  cases  that  the 
revenue  law  will  not  affect. 

Mr.  Shreve.  Vei-v  few  cases. 

Mr.  Cooper.  But  if  it  is  so  that  there  are  some  cases  in  which  the 
revenue  law  will  not  prevent  excess  profits  being  made,  we  have  to 
have  something  to  attend  to  that. 

Mr.  Shreve.  I  am  satisfied  that  we  can  take  care  of  those. 

Mr.  Cooper.  But  you  do  not  recommend  anything. 

Mr.  Shreve.  Of  course,  we  do  not  know  the  characteristics  of  those 
cases. 

Mr.  Cooper.  But  you  do  not  recommend  anything. 

Mr.  Shreve.  As  one  personal  recommendation,  I  think  most  of 
those  companies  could  be  taken  care  of  by  a  change  in  the  contractual 
relationship  between  the  Government  and  those  contractoi-s,  so  far 
as  prices  are  concerned. 

Mr.  Cooper.  Of  coui-se,  if  the  experience  already  gained  is  suffi- 
cient to  insure  that  only  a  fair  and  reasonable  price  will  be  paid  by  the 
Government  and  no  excess  profits  made  by  the  contractor,  it  will  not 
hurt  anything  if  the  law  is  in  existence,  will  it? 

Mr.  Shreve.  It  will  continue  the  confusion. 

Mr.  Cooper.  I  understand,  but  they  will  not  lose  anything. 

Mr.  Shreve.  You  cannot  tell  about  that. 

Mr.  Cooper.  Oh,  I  see.  It  will  not  hurt  anything  if  the  law  is  in 
existence,  if  the  contracts  are  going  to  be  made  on  such  a  basis  that 
there  will  not  be  any  excess  profits.  They  will  not  have  to  pay  any- 
thing:. 

Mr.  Shreve.  I  have  been  imder  the  impression  that  we  are  all 
anxious  to  do  the  job  that  we  agreed  should  be  done  and  do  it  as 
directly  and  simply  as  we  can,  with  the  least  distrubance  to  production 
and  industry,  and  the  least  difficulty  as  far  as  the  government  is 
concerned,  and  we  sincerely  believe  that  the  recommendation  we  have 
made  is  the  way  to  accomplish  that  end,  on  that  particular  line. 

Mr.  Cooper.  Certainly  that  is  your  general  statement,  and  I  do 
not  offer  any  criticism  of  that,  but  when  you  come  to  analyze  it  you 
admit  it  does  not  do  the  job  because  you  say  there  are  some  cases 
that  will  not  be  met. 

Mr.  Shreve.  I  say,  equally  positively,  that  we  can  help  to  devise 
a  plan  to  take  care  of  those  fringe  cases. 

Mr.  Cooper.  But  you  have  not  offered  any  plan  by  which  to  do  it. 
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Mr.  Shreve.  Yes,  I  have;  I  am  sorry. 

Mr.  Cooper.  You  repeatedly  said  you  had  not  because  you  would 
have  to  know  about  the  individual  circumstances. 

Mr.  Shreve.  As  far  as  any  revision  of  the  tax  law  is  concerned. 

Mr.  Cooper.  You  know  that  the  present  excess-profits  law  will  not 
do  the  job,  do  you  not? 

Mr.  Shreve.  No;  I  do  not;  you  mean  as  far  as  those  fringe  cases 
are  concerned? 

Mr.  Cooper.  Yes. 

Mr.  Shreve.  Yes,  I  will  concede  that. 

Mr.  Cooper.  That  is  what  I  am  talking  about. 

Mr.  SHREiVE.  But,  Mr.  Cooper,  certainly  you  can  make  a  contract 
with  those  contractors  that  will  limit  profits  now;  in  other  words,  han- 
dle it  through  the  Procurement  Division,  and  I  am  satisfied  it  can  be 
done  adequately  for  all  of  that  character  of  contractors  that  the  reve- 
nue act  does  not  now  adequately  take  care  of. 

Mr.  Cooper.  Are  you  suggesting  a  provision  in  the  revenue  act  to 
take  care  of  certain  segregated  and  separate  cases? 

Mr.  Shreve.  I  would  much  rather  see  that  taken  care  of  by  the 
Procurement  Division,  as  I  think  it  can  be  done. 

Mr.  Cooper.  It  has  not  been  done  so  far,  up  to  this  time. 

Mr.  Shreve.  No;  it  has  not  because  we  have  been  more  concerned 
with  war  production. 

Mr.  Cooper.  Of  com-se,  this  investigation  and  report  of  the  Na- 
tional City  Bank  of  New  York,  which  is  not  a  Government  agency 
shows  only  that  about  70  percent  of  excess  profits  would  be  reached 
by  the  tax  law. 

Mr.  Shreve.  There  again 

Mr.  Cooper.  Thirty  percent  is  a  rather  considerable  part  of  the 
contracts.  ^ 

Mr.  Shreve.  It  is  rather  dangerous  to  deal  with  figures  as  to 
which  we  do  not  know  the  basis.     They  are  probably  taking  in  all 
business,  and  a  considerable  portion  of  it  is  not  subject  to  renegotiation 
mo^^K    .u^^AT-  ^^^  are  not  undertaking  to  say  that  an  investigation 
made  by  the  National  City  Bank  of  New  York  would  not  be  reliable, 

Mr.  Shreve.  No;  but  it  is  the  ba^is  of  that  report  that  I  am 
questionmg. 

nr^,^;  ^^^^^i?^;  M""'  Shreve,  you  are  aware,  are  you  not,  that  the 
procurement  division  now  enter  into  quite  a  number  of  the  contracts 
^uere  the  price  is  left  open  until  it  can  be  determined  what  the  cost 
"J  piOQuction  IS? 
Mr.  Shreve.  That  is  right. 

wh.t  n  ^f  F^f^N-  Y  ^^7  ^f  itli^^%  followed  out  that  plan,   then 
«nat  need  is  there  for  a  further  continuance  of  this  law? 

for  fT'^  P*^^^'  ^s  I  get  it'  is  that  all  these  manufacturers  producing 
th«t  if  "^'^^  ^..  *^^^?  ^^^  ^^^^  working  a  sufficiently  long  time  so 
^CtthTcos\wflire         I'^^^^^^^^e^t  officers,  know  approximately 
^|r.  Shreve.  That  is  right. 

Wenh^r^''^^?''-  ^"""^  ^^'^""^  ^^'^^.  information  there  is  no  excuse  . 
tiutrmg  mto  any  contract  carrying  excessive  profits. 
^J^r.  Shreve.  With  the  exception  of  the  verv  few  cas 


hav"**  ^^^^'^^-   ^^i^n  ^^6  exception 
e  endeavored  to  cover  in  our  report. 


very  few  cases  which  we 
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The  Chairman.  Mr.  Shreve,  is  it  or  not  a  fact  in  your  opinion 
that  under  the  present  law,  or  under  any  law  that  can  be  devised  by 
Congress,  there  will  be  some  isolated  cases  where  equal  and  exact 
justice  has  not  been  done? 

Mr.  Shreve.  I  would  have  to  agree  with  you  thoroughly  on  that. 
We  are  dealing  with  a  tremendous  problem  here,  and  if  we  approach 
even  fair  justice  to  all  factors  and  all  elements  concerned  in  the  appli- 
cation of  this  principle  we  are  doing  a  fine  job. 

I  do  not  see  how  it  is  possible  ever  to  get  a  law  or  a  rule  or  a  method 
of  conduct  that  is  going  to  deal  one  hundred  percent  equitable  with 
everyone  concerned. 

I  agree  with  you  thoroughly.  ,         . , 

The  Chairman.  It  seems  to  me,  judging  by  the  evidence  produced 
so  far  by  the  Government  witnesses  and  by  yourself,  that  the  very 
best  job  possible  has  been  done  under  the  law,  that  the  Government 
has  endeavored  to  be  fair  with  the  contractors  and  the  contractors  to 
be  fair  with  the  Government. 

Mr.  Shreve.  That  is  right. 

The  Chairman.  Under  the  present  law,  it  has  been  worked  out  as 
well  as  it  could  be  done.  In  other  words,  you  do  not  complain  of  the 
way  the  law  has  been  administered,  but  what  you  contend  here  today 
is  that  you  can  do  a  better  job  by  amending  the  law  at  this  time. 

Mr.  Shreve.  That  is  it  exactly. 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
very  fair  and  frank  manner  in  which  you  have  answered  questions. 

Mr.  Shreve.  If  there  is  anything  further  we  can  do  that  will  be 
helpful  to  this  committee,  Mr.  Chairman,  just  call  on  us. 

(Thereupon,  the  committee  took  a  recess  until  2  p.  m.  of  the  same 
day.) 

AFTERNOON  SESSION 

The  committee  reassembled,  pursuant  to  the  taking  of  recess,  at 
2  p.  m.,  Hon.  Robert  L.  Doughton  (chairman)  presidmg. 

The  Chairman.  The  next  witness  on  the  calendar  is  Mr.  b.  IN. 
Bard,  president  of  the  Barco  Manufacturing  Co. 

Will  you  please  give  the  reporter  your  full  name,  yom-  address,  ana 
state  the  capacity  in  which  you  appear. 

STATEMENT  OF  F.  N.  BARD,  PRESIDENT,  BARCO  MANUFACTURING 
CO  AND  CHAIRMAN,  COMMITTEE  ON  RENEGOTIATION  OF 
GOVERNMENT  CONTRACTS  OF  THE  ILLINOIS  MANUFACTURERS 
ASSOCIATION,  CHICAGO,  ILL. 

Mr  Bard.  Mr.  Chairman,  my  name  is  F.  N.  Bard,  owner  of  tbe 
Barco  Manufacturing  Co.  of  Chicago,  111  and  I  am  making  tms 
appearance  in  my  capacity  as  chairman  of  the  committee  on  renogotm 
tion  of  Government  contracts  of  the  Illinois  Manufacturers  Associa 
tion  This  committee  of  this  association  is  composed  of  executiv^ 
of  manufacturing  firms  which  are  actuaUy  undergoing  renegotiatiou^ 
These  men  have  had  practical  experience  m  the  operation  oi 

•  renegotiation  law.  ,       r  •     *r  *i,       o  qhh  m«niifac- 

This  association  has  a  membei-ship  of  more  than  3,300  t^^J^\^ 
turers,  a  large  percentage  of  whom  are  engaged  m  production  lor 


^ar  effort.  These  companies  represent  a  true  cross  section  of  in- 
dustrial America,  with  medium-sized  and  smaller  companies  pre- 
Joniinating.  The  employees  of  these  companies  also  represent  a  true 
cross  section  of  the  American  worker. 

A  proper  solution  of  the  renegotiation  problems  which  confront 
these  companies,  and  indirectly  their  employees  and  the  communities 
in  which  they  operate,  will  go  a  long  way  toward  improving  the  pro- 
curement of  war  material,  and  solving  the  economic  problems  of  the 
industries,  their  employees  and  of  the  communities  in  which  they  are 
located. 

The  Contract  Renegotiation  Act,  which  was  designed  to  prevent 
abnormal  profits  in  the  early  stages  of  the  war,  has  definitely  out- 
lived its  usefulness.  Procurement  officers  understand  their  purchasing 
problems  and  manufacturers  have  had  cost  experience  which  makes 
the  law  unnecessary.  The  enormous  amount  of  time  and  effort 
required  of  the  Government  oflficials  and  the  officers  and  employees  of 
the  contractors  to  process  this  law  can  best  be  saved  for  the  war 
effort  and  the  furthering  of  the  procurement  program,  with  its  in- 
creasing requirements  and  complexities. 

The  Illinois  Manufacturers'  Association  has  frequently  represented 
to  Congress  that  the  only  proper  way  to  recover  so-called  excessive 
profits  is  through  our  Federal  revenue  laws.  The  energies  and  the 
time  of  our  war  production  agencies  should  be  devoted  exclusively 
to  the  war  effort.  These  agencies  should  not  be  used  as  the  tax 
collectors.  This  responsibility  should  be  lodged  exclusively  in  the 
Federal  Revenue  Department.  If  the  revenue  laws  are  not  now 
adequate  to  accomplish  the  return  to  the  Government  of  excessive 
profits,  they  should  be  amended. 

The  Illinois  Manufacturers'  Association  therefore  reiterates  its 
recommendation  that  the  law  be  repealed,  and  lists  the  following 
additional  reasons  for  the  purpose  of  the  record. 

(a)  The  management  of  war  production  industries  is  kept  in  a 
state  of  uncertainty  as  to  when  renegotiation  will  be  concluded, 
uncertainty  as  to  the  liability  to  be  imposed,  and  uncertainty  as  to 
the  funds  which  it  may  have  available  for  its  own  normal  peacetime 
use.  It  faces  the  possibility  of  a  conclusion  of  renegotiation  with  no 
funds  available  for  payments. 

{b)  War  production  industries  are  subject  to  two  laws  controlling 
profits  on  Government  contracts: 

1.  The  Government  Contract  Renegotiation  Act. 

2.  The  Federal  Revenue  Act. 

.  The  first  has  no  fixed  legal  standards  for  determining  profits.  It 
is  administered  by  individuals  who  merely  have  been  directed  to 
[letennine  ''excessive  profits."  This  is  a  particularly  serious  situation 
in  view  of  the  fact  that  the  law  has  an  indeterminate  life  and  that 
(here  will  necessarily  be  constant  changes  in  the  personnel  and  in  the 
i''<^as  of  the  personnel  administering  the  law. 

l^ho  second  law  to  which  war  contractors'  profits  are  subject  is 
specific  in  its  details  and  in  its  administration,  and  has  well-recognized 
Manduids  with  which  business  is  familiar.  Business  should  be  subject 
^0  ordy  one  tax  law  dealing  with  profits 

.  in  The  administration  of  the  Government  contract  renegotiation 
^^^'  requires  tbe  maintenance  of  a  large  duplicating  administrative 
'^'jganization  which  is  still  not  large  enough  to  carry  out  the  law. 
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(d)  There  is  no  adequate  review  or  appeal  of  any  kind;  contractors 
are  at  the  mercy  of  adniinistratoi-s  operating  without  the  benelit  of 
any  legislative  guidance. 

(e)  Renegotiation  can  nullify  relief  provisions  of  the  Federal 
Revenue  Act  subsequently  enacted  by  Congress.  Congress  has 
given  extended  consideration  to  adjusting  corporate  taxes  to  prevent 
undue  hardship  and  give  relief  where  it  is  needed.  Renegotiation, 
functionmg  as  a  form  of  supertax,  can  nullify  the  general  relief  pro- 
visions, post-war  credits,  and  other  equitable  provisions,  because  it 
recaptures  corporate  profits  before  those  provisions  can  operate. 

(J)  Renegotiation  proceedings  are  based  on  book-profit  figures 
which  are  not  necessarily  real  profits,  and  while  such  objections  exist 
with  respect  to  income  taxation,  the  effect  of  such  objections  with 
respect  to  income  taxes  are  largely  eliminated  through  such  devices 
as  the  carry-forw  ard  and  carry-back  provisions. 

(g)  Renegotiation  does  not  encourage  efficiency.  In  the  renegotia- 
tion process  no  practical  means  exists  for  taking  efficient  management 
into  account  and  there  is  no  satisfactory  evidence  that  it  is  done. 
There  is  a  broad  conviction  among  businessmen  that  there  is  no  reward 
for  efficiency  and  that  in  fact  ejfficient  management  results  in  demands 
for  greater  refunds.  To  impose  renegotiation  and  recapture  of  profits 
upon  fixed-price  contracts  converts  them  merely  into  cost-plus  con- 
tracts and  eliminates  incentive  for  efficiency  which  might  otherwise 
be  of  benefit  to  the  Government  in  the  form  of  lower  prices. 

(h)  Because  of  the  serious  effect  that  renegotiation  can  have  upon 
the  contractor's  financial  position,  it  is  necessary  that  a  great  amount 
of  time  of  officers  and  employees  be  diverted  from  useful  war  activities 
to  endless  company  and  Government  conferences  on  renegotiation. 

(i)  The  renegotiation  law  has  no  particular  value  as  a  revenue 
producing  measure.  The  Truman  committee  in  its  Report  No.  10, 
part  5,  stated: 

The  refunds  properlv  obtainable  through  renegotiation  are  significant  but 
exceedingly  small  in  relation  to  the  total  cost  of  the  war.  Mr.  Maurice  Karker, 
Chairman  ^of  the   War  Department  Price   Adjustment  Board,  recently  stated: 

"Up  to  the  end  of  January,  the  War  Department  Price  Adjustment  Board  and 
its  associates  and  contracting  officers  of  the  Department  had  renegotiated  prices 
and  profits  on  contracts  totaling  approximately  $8,600,000,000  and  had  arranged 
the  refund  of  excessive  profits  or  secured  price  reductions  amounting  to  $1,045,- 
000.000  or  about  12  percent  of  the  total  of  these  contracts." 

Mr.  Karker  added  that  $300,000,000  was  returned  in  cash  and  the  other 
$700,000,000  was  obtained  through  price  reductions  applicable  to  the  unper- 
formed portions  of  outstanding  contracts.  The  records  of  the  Navy  Department 
Price  Adjustment  Board  show  the  recovery  of  $157,683,000  from  38  corporations 
with  whom  final  settlement  contracts  pursuant  to  renegotiation  had  been  signea 

up  to  March  19,  1943.  ^.        ^  ^  .  m\ 

The  committee  has  also  been  informed  by  the  Navy  Department  that  renegoti- 
ations have  resulted  in  final  agreements  as  to  future  price  reductions  aggregating 
$273,000,000  to  that  date.  The  Maritime  Commission  has  reported  total  re- 
coveries of  $30,175,000  to  March  20.  1943,  and  total  price  reductions  brougnt 
about  through  renegotiation  of  $51,252,000  to  the  same  date.  The  Treasuo 
Department  has  reported  no  recoveries  through  renegotiation.  Indeed,  tn 
Treasurv  Department  (%vhich  first  became  subject  to  the  law  pursuant  to  tut; 
October  1942  amendments)  has  not  initiated  any  renegotiations.  . 

It  may  be  assumed  that  all  price  adjustment  boards  have  undertaken  renegot  ' 
ations  in  the  first  instance  with  those  contractors  from  whom  they  expected  t 
obtain  the  largest  recoveries  and  the  total  reported  savings  are  accorduigly 

press  ive.  .        „oarlv 

The  statute  can  hardiv  be  justified,  however,  as  a  revenue  measure,  since  nean.^ 
80  percent  of  such  refunds  would  probably  be  recovered  by  the  Government  uuu 
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the  present  income  and  excess  profits  tax  laws,  in  the  absence  of  renegotiation,  and 
the  remaining  20  percent  (about  $300,000,000)  is  equal  to  much  less  than  2  days' 
expense  of  our  war  effort  at  the  present  rate  of  spending.  A  small  increase  in  the 
gjjcess-profits-tax  rate  might  reasonably  be  expected  to  bring  more  revenue  into 
the  Treasury  without  the  administrative  burden  of  renegotiation. 

Moreover,  of  the  net  amount  of  $300,000,000  recovered  by  the 
Government  through  renegotiation,  as  reported  by  the  Truman 
committee,  a  substantial  portion  would  undoubtedly  have  been  re- 
covered through  voluntary  price  reductions,  even  though  the 
renegotiation  law  had  not  been  in  existence. 

(j)  Renegotiation  of  contracts  is  not  a  fair  and  workable  method 
of  dealing  with  recapture  of  profits.  The  only  feasible  method  of 
recapturing  any  of  such  profits  as  may  be  unreasonable  is  by  taxation. 

(k)  The  primary  reason  advanced  for  the  enactment  of  the  Renego- 
tiation Act  was  the  then  existing  conditions  which  required  immediate 
procurement  of  large  quantities  of  war  material.  There  was  not  time 
available  for  proper  examination  of  prices,  nor  did  adequate  informa- 
tion as  to  costs  exist.  At  the  present  time  these  conditions  have  been 
eliminated  and  except  in  unusual  circumstances,  which  can  be  handled 
by  proper  contractual  provisions,  a  reasonable  estimate  of  potential 
profits  is  readily  available  for  pricing  purposes.  Therefore,  the 
reason  advanced  for  the  Renegotiation  Act  no  longer  exists. 

Because  of  the  reasons  just  indicated,  and  for  many  additional 
reasons  that  might  be  advanced  if  time  permitted,  the  Illinois  Manu- 
facturers' Association  is  convinced  that  the  Government  Contract 
Renegotiation  Law  should,  in  the  interest  of  expediting  the  war  effort 
and  facilitating  the  reconversion  of  productive  enterprise  from  a  war- 
time basis  to  peacetime  production  at  the  end  of  the  emergency,  be 
promptly  repealed,  and  excessive  profits  recouped  exclusively  through 
our  Federal  tax  laws.  If,  however,  in  the  judgment  of  Congress,  the 
repeal  of  this  law  cannot  be  promptly  accomplished,  we  submit  that 
certain  changes  should  be  make  in  the  law  now  in  order  to  facilitate  its 
operation  and  in  order  to  minimize  the  hardships  which  are  being 
imposed  upon  many  contractors. 

There  are  a  substantial  number  of  provisions  in  the  renegotiation  of 
Government  contracts  law  which  have  caused  its  operation  to  be 
unnecessarily  cumbersome,  and  to  involve  risks  and  uncertainties 
which  contractors,  loyally  serving  their  government  in  the  war 
effort,  should  not  have  been  called  upon  to  endure. 

I  now  submit  some  of  the  changes  in  this  law  which  we  believe 
should  be  made  promptly  in  event  the  law  is  not  repealed. 
Section  403,  subsection  (a)  (3)  states: 

The  terms  "renegotiate"  and  "renegotiation"  include  the  refixing  by  the 
oecretary  of  the  Department  of  the  contract  price. 

Section  403,  subsection  (a)  (3)  should  be  eliminated.  The  Secre- 
tary should  not  have  the  arbitrary  right  to  refix  prices  which  might  be 
exercised  so  as  to  work  great  hardship  on  the  contractor.  If  any  such 
J^ght  is  to  be  given  to  the  Secretary,  the  contractor  should  be  protected 
oy  permitting  him  to  terminate  the  contract  upon  some  reasonable 
basis  if  the  refixed  price  was  not  acceptable. 

Section  403,  subsection  (b)  (2)  states: 

A  provision  for  the  retention  by  the  United  States  from  amounts  otherwise  due 
'fie  contractor,  or  for  the  repaym^ent  by  him  to  the  United  States,  if  paid  to  him, 
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of  any  excessive  profits  not  eliminated  through  reductions  in  the  contract  price 
or  othenvise,  as  the  Secretary  may  direct;. 

Section  403,  subsection  (b)  (2)  should  be  amended  to  eliminate  the 
right  of  the  Secretary  to  recover ''excessive  profits"  by  their  retention 
*'from  amounts  otherwise  due  the  contractor.''  Such  a  procedure 
might  very  easily  force  many  contractors  into  bankruptcy,  particu- 
larly where  they  had  not  fully  realized  the  possible  effect  of  renegotia- 
tion on  their  financial  position  and  had  not  set  up  adequate  reserves 
to  take  care  of  the  situation. 

Section  403,  subsection  (b)  (3)  (ii)  reads: 

a  provision  for  the  retention  by  the  contractor  for  the  United  States  of  the  amount 
of  any  reduction  in  the  contract  price  of  any  subcontract  pursuant  to  its  renego- 
tiation hereunder,  or  for  the  repayment  by  the  subcontractor  to  the  United  States 
of  any  excessive  profits  from  such  subcontracts  paid  to  him  and  not  eliminated 
through  reductions  in  the  contract  price  or  otherwise,  as  the  Secretary  may 
direct. 

Section  403,  subsection  (b)  (3)  (ii)  should  be  amended  so  that  the 
contractor  is  not  obligated  to  insert  in  subcontracts  a  provision  for  the 
"retention  by  the  contractor  for  the  United  States  of  the  amount  of 
any  reduction  in  the  contract  price  of  any  subcontract  pursuant  to  its 
renegotiation  hereunder."  Notwithstanding  the  inclusion  of  a  clause 
which  relieves  the  contractor  of  liability  to  the  subcontractor,  the 
subcontractor  might  still  have  the  basis  for  a  suit  against  the  contrac- 
tor, and  in  any  event,  such  a  procedure  might  veiy  well  cause  a  break- 
down of  the  normal,  friendly  relationship  between  buyer  and  seller. 

Section  403,  subsection  (b)  (4)  the  first  sentence  reads: 

a  provision  for  the  retention  by  the  United  States  from  amounts  otherwise  due  the 
contractor,  or  for  repayment  by  him  to  the  United  States,  as  the  Secretary  may 
direct,  of  the  amount  of  any  reduction  in  the  contract  price  of  any  subcontract 
under  such  contract,  which  the  contractor  is  directed,  pursuant  to  clause  (3)  of 
this  subsection,  to  withhold  from  payments  otherwise  due  the  subcontractor  and 
actually  unpaid  at  the  time  the  contractor  receives  such  direction. 

Section  403,  subsection  (b)  (4)  should  be  amended  by  striking  out 
the  first  sentence  in  its  entirety.  The  matter  of  recovery  of  any- 
excessive  profits  from  subcontracts  should  be  one  to  be  settled  between 
the  Secretary  and  the  subcontractor,  and  the  contractor  should  be 
required  to  assume  no  responsibility  in  this  connection. 

Section  403,  subsection  (c)  (1)  reads: 

Whenever,  in  the  opinion  of  the  Secretary  of  a  Department,  the  profits  realized 
or  likelv  to  be  realized  from  any  contract  with  such  Department,  or  from  any 
subcontract  thereunder  whether  or  not  made  by  the  contractor,  may  be  excessive, 
the  Secretary  is  authorized  and  directed  to  require  the  contractor  or  subcontractor 
to  renegotiate  the  contract  price.  When  the  contractor  or  subcontractor  holds 
two  or  more  contracts,  or  subcontracts,  the  Secretary  in  his  discretion,  may  rene- 
gotiate to  eliminate  excessive  profits  on  some  or  all  of  such  contracts  and  subcon- 
tracts as  a  group  without  separately  renegotiating  the  contract  price  of  each  con- 
tract or  subcontract. 

Section  403,  subsection  (c)  (1)  should  be  amended  to  require  that 
the  Secretaiy  renegotiate  on  an  over-all  basis  instead  of  permitting 
him  to  exercise  discretion  as  to  whether  it  is  to  be  done  on  an  over-ail 
basis  or  by  individual  contracts.  If  the  latter  method  should  be 
adopted,  it  will  result  in  increased  administrative  difficulties,  will 
require  a  vastly  increased  amount  of  work  on  the  part  of  many  con- 
tractors, and  may  result  in  increased  hardship  since  the  contractor 
may  not  be  given  the  advantage  of  offsetting  high  profits  on  some 
contracts  with  losses  on  others. 
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Section  403,  subsection  (c)  (2)  reads,  in  part,  as  follows: 

Vmn  renegotiation,  the  Secretary  is  authorized  and  directed  to  eliminate  any 
^voessive  profits  under  such  contract  or  subcontract  (i)  by  reductions  m  the  con- 
tact nrice  of  the  contract  or  subcontract,  or  by  other  revision  m  its  terms;  or 
rm  bv  withholding,  from  amounts  otherwise  due  to  the  contractor  or  subcon- 
irLctoT  any  amount  of  such  excessive  profits;  or  (iii)  by  directing  a  contractor  to 
ITthhoid  for  the  account  of  the  United  States,  from  amounts  otherwise  due  to  the 
subcontractor,  any  amount  of  such  excessive  profits  under  the  subcontract: 

Section  403,  subsection  (c)  (2)  should  be  amended  to  eliminate 
the  right  of  the  Secretary  to  recover  excessive  profits  by  arbitrary 
reductions  in  price,  revision  of  its  terms  by  withholding  sums  other- 
wise due  the  contractor  or  subcontractor,  and  by  having  the  contractor 
withhold  sums  due  the  subcontractor. 

Section  403,  subsection  (c)  (3)  reads  as  follows: 

In  determining  the  excessiveness  of  profits  realized  or  likely  to  be  realized  from 
anv  contract  or  subcontract,  the  Secretary  shall  recognize  the  properly  applicable 
exclusions  and  deductions  of  the  character  which  the  contractor  or  subcontractor 
is  allowed  under  chapter  1  and  chapter  2E  of  the  Internal  Revenue  Code.  In  de- 
termining the  amount  of  anv  excessive  profits  to  be  eliminated  hereunder  the  Sec- 
retary shall  allow  the  contractor  or  subcontractor  credit  for  Federal  income  and 
excess-profits  taxes  as  provided  in  section  3806  of  the  Internal  Revenue  Code. 

Section  403,  subsection  (c)  (3),  should  be  amended  so  that  the  Sec- 
retary is  required  to  allow  at  least  all  applicable  exclusions  and  deduc- 
tions which  are  allowed  imder  chapters  1  and  2E  of  the  Internal  Rev- 
enue Code.  It  is  believed  that  this  is  what  Congress  intended  but  the 
Price  Adjustment  Boards  have  interpreted  the  language  to  mean  that 
they  are  not — 

required  to  compute  and  allow  the  actual  dollar  amount  of  exclusions  and  deduc- 
tions which  the  Bureau  of  Internal  Revenue  would  allow. 

Section  403,  subsection  (c)  (4),  authorizes  the  Secretary  to  make 
such  final  or  other  agreements  in  renegotiation  *  *  *  as  the  Sec- 
retary deems  desirable     *     *     *. 

Section  403,  subsection  (c)  (4)  should  be  amended  so  that  the  terms 
and  conditions  of  the  final  agreement  are  specific  and  not  discretionary 
with  the  Secretary.  They  should  be  confined  to  a  statement  of  the 
net  amount  of  the  refund,  the  terms  of  payment  and  a  final  and 
conclusive  release.  It  should  be  clear  that  any  such  agreement  shall 
not  be  reopened  under  any  circumstances  except  upon  showina;  of 
fraud  or  malfeasance  or  a  willful  misrepresentation  of  a  material  fact. 
This  latter  requirement  is  of  considerable  importance  because  although 
section  403  now  appears  to  make  this  provision,  it  is  understood  that 
such  final  agreements  are  now  being  reopened  by  the  Government 
because  of  the  recent  inclusion  of  contracts  with  Defense  Plant  Cor- 
poration within  the  meaning  of  the  statute. 

Section  403,  subsection  (c)  (5)  provides  for  the  filing  of  financial 
statements  by  the  contractor  and  gives  the  Secretary  of  a  department 
1  year  or  less  to  notify  the  contractor  of  intended  renegotiation. 

Section  403,  subsection  (c)  (5)  should  be  amended  so  that  the  Secre- 
tary is  requu-ed  to  give  notice  of  the  intention  to  renegotiate  within 
90  days  rather  than  1  year  after  the  filing  of  financial  statements  by 
^be  contractor  or  subcontractor.  The  Secretary,  however,  should 
not  be  bound  by  this  condition  if  the  financial  statements  filed  with 
liim  were  later  shown  to  be  fraudulent. 
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Section  403,  subsection  (c)  (6)  excludes  from  renegotiation  contracts 
or  subcontracts  on  which  final  payment  was  made  prior  to  April  28 
1942. 

Section  403,  subsection  (c)  (6)  should  be  amended  so  that  con- 
tracts entered  into  prior  to  April  28,  1942,  are  not  included,  whether 
or  not  final  payment  on  such  contracts  had  been  made  prior  to  that 
date. 

Section  403,  subsection  (d)  refers  to  allowances  which  the  Secre- 
taries may  make  for  salaries,  bonuses,  reserves,  costs,  etc. 

Section  403,  subsection  (d)  should  be  eliminated  in  its  entirety  and 
the  following  inserted  in  its  place: 

(d)  In  renegotiating  a  contract  price  or  determining  excessive  profits  for  the 
purpose  of  this  section,  the  Secretaries  of  ths  respective  departments  are  directed 
to  allow  as  an  element  of  cost  reasonable  reserves  for  deferred  war  costs  and  re- 
conversion. Such  reserves  shall  be  allowable  in  an  amount  which  (after  taxes) 
will,  when  added  to  the  post-war  tax  credit  of  the  contractor  or  subcontractor 
for  the  fiscal  year  which  is  being  renegotiated,  be  not  less  than  the  reserve  which 
would  have  been  provided  through  the  operation  of  the  post-war  tax  credit  if 
no  renegotiation  had  taken  place.  A  similar  credit  should  be  extended  to  pro- 
prietorships and  partnerships  on  renegotiable  business. 

Section  403,  subsection  (h),  reads: 

This  section  shall  remain  in  force  during  the  continuance  of  the  present  war 
and  for  3  years  after  the  termination  of  the  war,  but  no  court  proceedings  brought 
under  this  section  shall  abate  by  reason  of  the  termination  of  the  provisions  of 
this  section. 

Section  403,  subsection  (h),  should  be  amended  to  provide  that 
section  403  shall  not  be  applicable  to  any  contracts  entered  into  after 
December  31,  1943,  and  shall  not  remain  in  force  later  than  December 
31,  1945,  but  that  court  proceedings  brought  imder  the  section  shall 
not  abate  by  reason  of  its  termination. 

Section  403  should  be  amended  by  an  additional  subsection  to 
provide  that,  upon  determination  by  the  Secretary  of  the  amount 
of  excessive  profits,  he  should  be  required  to  immediately  supply  the 
contractor  or  subcontractor  with  a  written  statement  setting  forth 
the  amoimt  of  the  excessive  profits,  and  the  facts  upon  which  the 
determination  was  based.  The  Government  should  thereafter  in  any 
proceeduigs  be  confined  to  this  showing  of  facts.  In  the  event  that 
the  contractor  or  subcontractor  feels  that  the  determination  by  the 
Secretary  is  inequitable,  he  should  be  given  the  right  of  appeal  to 
the  Board  of  Tax  Appeals. 

The  attention  of  the  committee  is  called  to  the  fact  that  a  mere 
academic  analysis  of  the  provisions  of  section  403  is  not  a  satisfactoiy 
approach  to  the  problem  of  repeal  or  amendment.  The  Government 
is  constantly  urging  contractors  to  do  a  good  public  relations  job  in 
handling  their  employees  and  their  affairs  generally;  it  is  important 
that  the  Government  do  a  public-relations  job  with  the  contractoi's, 
and  face  the  facts  realistically.  » 

The  problems  presented  by  Government  controls  and  regulations 
are  so  complex  and  so  vital  that  they  require  the  best  talent  in  a 
contractor's  organization,  and  these  men  are  so  distracted  by  the 
uncertainties  and  complexity  of  their  problems  and  the  future  which 
they,  their  stockholders,  and  their  employees  face,  that  they  cannot 
give  their  best  effort  to  production.  You  cannot  let  the  dogs  chase 
a  cow  around  the  pasture  all  day  and  expect  to  get  milk  from  her  at 
night. 
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Every  contractor  faces,  in  addition  to  his  problems  of  producing 
^ar  material,  serious  problems  of  regulation.  He  has  the  income 
and  excess-profits-tax  law  which,  while  burdensome,  is  a  normal  part 
of  business  routine.  He  has  the  controUed-materials  plan  and  the 
regulations  of  W.  P.  B.  He  has  the  regulations  of  O.  P.  A.,  the  pur- 
chasing policies  of  the  Government  departments,  the  uncertainties 
and  complexities  of  renegotiation,  and,  finally,  the  cancelation  of 
contracts  and  post-war  reconversion  and  salary  and  wage  stabilization. 

The  income  and  excess-profits-tax  law  is  here  to  stay.  The  W.  P.  B. 
and  C.  M.  P.  could  be  simplified,  but  are  necessary.  The  broad 
functions  of  the  O.  P.  A.  seem  to  be  required,  but  better  management 
would  be  helpful.  All  contractors  inevitably  face  cancelation  of  con- 
tracts and  post-war  reconversion,  and  this  cannot  be  helped. 

The  one  major  irritation  which  serves  no  useful  purpose,  produces 
no  new  material,  immobilizes  large  numbers  of  Army  and  Navy  men, 
and  recovers  only  a  trifling  amount  for  the  Government  is  renegotia- 
tion. All  of  the  functions  of  renegotiation  can  be  handled  through  the 
income  and  excess-profits-tax  law,  and  by  a  proper  pricing  policy  on 
the  part  of  purchasing  agencies. 

Why  not,  then,  do  the  simple  obvious  thing?  Repeal  the  renegotia- 
tion law.  Add  a  few  amendments  to  the  income  and  excess-profits- 
tax  law  to  prevent  unusual  cases  of  profiteering  and  to  cover  post-war 
reserves.  And  remove  this  nightmare  from  the  already  overworked, 
harassed  businessmen,  who  are  trying  so  loyally  to  meet  the  demands 
of  the  Government  for  more  and  more  material  under  very  trying 
conditions. 

I  hope  you  will  give  careful  consideration  to  the  document  pre- 
sented by  the  lUinois  Manufacturers'  Association,  and  I  express  for 
theni  their  appreciation  of  your  courtesy  in  granting  a  hearing  and 
considering  their  suggestions. 

The  Chairman.  Is  your  objection  to  the  present  law,  or  the  objec- 
tion of  your  association  to  the  present  law  and  recommendation  for 
Its  repeal  or  amendment  based  chiefly  upon  what  has  actually  oc- 
curred that  is  prejudicial  to  contractors,  or  what  might  occur,  or  both? 

Mr.  Bard.  Both. 

The  Chairman.  Which  is  the  more  important  of  the  two— what 
has  occurred  that  is  prejudicial,  or  what  might  occur? 

Mr  Bard.  I  think  they  have  equal  weight.  I  think  there  are  a 
very  large  number  of  contractors  who  are  in  the  process  of  renego- 
tiation and  encountering  the  practical  difficulties  of  the  law  and,  as 
Air.  Karker  said,  the  law  is  a  very  dangerous  law  and  they  fear  it 
niay  work  out  without  any  definition  or  any  definite  rules  that  they 
can  put  their  finger  on.  They  never  know  when  they  face  the  renego- 
tiation officer  what  the  rules  are. 
th   ^    Chairman.  In  other  words,  their  experience  up  to  date,  you 

u  '  ^^^^^^^s  ^^^"^  i"  fearing  what  may  also  occur  in  the  future? 

Mr.  Bard.  That  is  our  opinion. 

Ihe  Chairman.  Are  there  any  questions? 

Mr.  Knutson.  I  just  want  to  say,  Mr.  Bard,  that  you  made  a 
^^!J  good  statement. 

Mr.  Cooper.  Mr.  Bard,  has  the  administration  of  this  act  been  fair 
^5*  *ionest,  in  your  opinion? 

Mr.  Bard.  I  do  not  think  it  has  been  fair. 

*^lr.  Cooper.  It  has  not  been  either  fair  or  honest? 
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Mr.  Bard.  It  has  been  honest,  but  they  have  not  been  fair  because 
the  Umitations  of  the  law  are  not  fixed  and  no  two  men  administer 

the  law  the  same  way.  ,    •  •  ^    •       i.i     i 

Mr.  Cooper.  You  think,  then,  that  those  admimstenng  the  law 

have  not  been  fair? 

Mr.  Bard.  I  think  they  have  not  been  fair  to  the  contractor. 

Mr.  Cooper.  In  what  way?  ^  j.^  j.       ^ 

Mr.  Bard.  Well,  I  think  they  have  not  given  him  credit  for  effi- 
ciency when  they  should.  I  do  not  think  they  have  followed  their 
own  statements  as  to  giving  recognition  to  post-war  profits,  and  they 
have  not  taken  what  we  think  is  the  mandate  of  the  Congress  to  in- 
clude the  provisions  of  the  excess-profits  law  in  then-  allowances;  they 
have  been  unfair  in  their  adjustment  of  salaries;  they  have  come  into 
a  corporation  where  salaries  have  been  fixed  for  years  and  decided  they 

were  paying  too  much.  .  -n     ^    ^• 

Mr.  Cooper.  All  right.     Now,  give  me  some  exact  illustration  of 

Mr.  Bard.  Just  what  do  you  mean  by  "exact  illustration''? 

Mr.  Cooper.  Whose  salary  was  it  that  they  reduced? 

Mr.  Bard.  Well,  I  just  have  the  statement  of  contractors  that  has 

happened.  „      i.  ..1.0 

Mr.  Cooper.  You  do  not  know  personallv  of  any  case,  then.^ 
Mr.  Bard.  I  know  personally  of  cases,  but  I  am  not  allowed  to 
recite  them.     They  are  not  my  property. 

Mr.  Cooper.  How  many  cases  do  you  know  of  personally? 
Mr.  Bard.  Speaking  to  the  question  generally,  we  sent  out  a  con- 
siderable number  of  letters  to  members  of  the  Illinois  Manufacturers' 
Association  asking  for  the  results  of  theu*  renegotiation  and  we  got  a 
substantial  number  of  replies.  I  made  some  statements  which  were 
published  in  the  local  press  and  I  got  answers  all  the  way  from  Boston, 
and  quite  a  number  of  people  wrote  in  of  the  difficulties  which  they 

were  havinsr. 

Mr.  Cooper.  Well,  how  many  cases  do  you  know  of  personally 
where  salaries  were  required  to  be  reduced? 

Mr.  Bard.  I  only  have  in  mind  a  few. 

Mr.  Cooper.  Well,  how  many?  . 

Probably  four  or  five?  What  were  the  salaries?  I  am  not  asking 
you  to  give  me  the  names  at  all,  but  what  were  the  salaries? 

Mr.  Bard.  I  think  one  salary— one  salary  I  recall  was  reduced  from 
$25,000  to  $12,000. 

Mr.  Cooper.  \Miat  had  that  salary  been  before? 

Mr.  Bard.  $25,000. 

Mr.  Cooper.  For  how  long? 

Mr.  Bard.  I  do  not  know. 

Mr.  Cooper.  You  do  not  know  for  how  long? 

Mr.  Bard.  No. 

Mr.  Cooper.  All  right;  give  me  another  salary,  then. 

Mr.  Bard.  I  have  not  any  other  salary. 

Mr.  Cooper.  That  is  all  you  know  about  it? 

Mr.  Bard.  That  is  all  I  have  the  figures  on. 

Mr.  Cooper.  Now,  what  type  of  product  does  your  company, 
the  Barco  Manufacturing  Co.,  produce?  .  , 

Mr.  Bard.  We  make  flexible  ball  joints  and  make  demolition  tooi». 

Mr.  Cooper.  Do  you  have  any  war  contracts? 


Mr.  Bard.  About  50  percent. 

Mr.  Cooper.  Fifty  percent  of  your  capacity  is  war  contracts? 

Mr.  Bard.  I  would  say  so. 

Mr.  Cooper.  Now,  what  has  been  your  experience  with  the 
Renegotiation  Act? 

Mr.  Bard.  My  experience  is  only  initiated.  I  have  not  had  a 
complete  experience.  I  find  the  renegotiation  officers  very  courteous 
and  very  sympathetic,  but  bound  by  directions  from  Washington,  or 
whoever  they  report  to,  which  limit  the  scope  of  the  use  of  their  judg- 
ment, and  I  feel  they  are  not  as  free  in  their  expression  of  judgment 
in  individual  cases  as  they  should  be. 

Mr.  Cooper.  How  many  contracts  have  you  had  renegotiated — 
your  company? 

Mr.  Bard.  We  have  had  1942  over  aU  renegotiated  and  partly 
renegotiated.     It  is  under  discussion  at  the  present  time. 

Mr.  Cooper.  1943? 

Mr.  Bard.  '42. 

Mr.  Cooper.  1942? 

Mr.  Bard.  1942. 

Mr.  Cooper.  How  many  contracts  have  you  had  with  the 
Government? 

Mr.  Bard.  I  would  not  know.  There  is  quite  a  large  number, 
because  they  come  in  in  small  orders  and  that  represents,  in  many 
cases,  a  contract  sometimes  for  only  a  few  dollars;  sometimes  for 
large  sums. 

Mr.  Cooper.  And  you  say  your  contracts  for  the  year  1942  have 
been  partially  renegotiated? 

Mr.  Bard.  Have  been  discussed.  We  have  not  come  to  any 
conclusion. 

Mr.  Cooper.  You  have  not  been  renegotiated? 

Mr.  Bard.  They  are  working  on  it. 

Mr.  Cooper.  But  you  have  not  completed  it? 

Mr.  Bard.  No,  sir. 

Mr.  Cooper.  So  that  you  are  not  prepared  to  give  the  committee 
definitely  your  experience,  then,  because  you  have  not  completed 
yours? 

Mr.  Bard.  I  can  give  you  my  experience  up  to  date,  which  I  have 
given  you. 

Mr.  Cooper.  You  have  not  been  called  on  yet  to  pay  back  any 
money  to  the  Government? 

Mr.  Bard.  No. 

Mr.  Cooper.  None  at  all? 

Mr.  Bard.  No. 
,  Mr.  Cooper.  Now,  do  you  think  there  has  been  favoritism  shown 
in  the  renegotiation  of  any  contract? 

Mr.  Bard.  I  am  not  in  a  position  to  say. 

Mr.  Cooper.  You  do  not  know  of  any? 

Mr.  Bard.  No. 

Mr.  Cooper.  Do  you  know  of  any  contractor  who  has  gone  into 
bankruptcy  by  reason  of  the  renegotiation  of  a  contract? 

Mr.  Bard.  No.       . 
.  Mr.  Cooper.  But  you  express  the  fear  there  may  be  some  such 
"^stances  in  the  future? 

Mr.  Bard.  Very  definitely. 
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Mr.  Cooper.  But  you  do  not  know  of  any  up  to  now? 

Mr.  Bard.  I  do  not  know  of  any  that  have  gone  into  hankruptcy. 

Mr.  Cooper.  Do  you  know  of  any  contractor  that  haa  had  liis 
capital  impaired  by  reason  of  renegotiation  of  contracts? 

Mr.  Bard.  I  think  there  is  one  in  the  room  here  present  now 
waiting  for  the  committee  to  hear  him. 

Mr.  Cooper.  Do  you  know  of  any  of  your  personal  knowledge? 

Mr.  Bard.  Yes,  I  do. 

Mr.  Cooper.  All  right,  who  is  he? 

Mr.  Bard.  I  won't  give  you  his  name;  it  is  not  my  property. 

Air.  Cooper.  You  are  not  prepared  to  give  us  the  name  of  any 
company? 

Mr.  Bard.  That  is  right. 

Mr.  Cooper.  That  you  know  of,  that  has  had  its  capital  impaired 
by  reason  of  renegotiation? 

Mr.  Bard.  That  is  right. 

Mr.  Cooper.  Do  you  know  of  any  company  that  has  failed  to 
declare  dividends  by  reason  of  renegotiation? 

Mr.  Bard.  I  have  heard  of  instances;  I  am  not  prepared  to  identify 
them. 

Mr.  Cooper.  Well,  do  you  know  of  any? 

Mr.  Bard.  Yes. 

Mr.  Cooper.  How  many? 

Mr.  Bard.  I  have  only  had  two  or  three  called  to  my  attention. 

Mr.  Cooper.  You  are  not  prepared  to  tell  who  they  are? 

Mr.  Bard.  No;  I  am  not. 

Mr.  Cooper.  It  is  your  position,  then,  that  the  entire  renegotiation 
law  should  be  repealed? 

Mr.  Bard.  That  is  right — the  opinion  of  the  association,  I  repre- 
sent the  association. 

Mr.  Cooper.  And  just  allow  contractors  to  make  any  and  all 
profits  they  can? 

Mr.  Bard.  No;  we  do  not  say  that  at  all. 

Mr.  Cooper.  All  right;  what  would  prevent  them  from  doing  that 
if  there  is  no  renegotiation? 

Mr.  Bard.  Proper  price-control  policies  on  the  part  of  the  procure- 
ment officers,  and  the  internal  revenue  excess-profits  tax,  with  such 
amendments  as  would  be  needed  to  recapture  profits  above  the  present 
excess  profits  bracket,  if  there  were  profits  above  that. 

Mr.  Cooper.  All  right.  What  recommendations  do  you  submit  for 
amendments  to  the  excess  profits  tax  law? 

Mr.  Bard.  I  submit  an  amendment— without  going  into  legal  lan- 
guage, which  I  am  not  qualified  to  outline — that  the  profits  not  taken 
by  the  Excess  Profits  Act  as  it  now  stands  should  be  handled  in  a 
special  manner  by  a  special  board,  or  under  section  722  now  in  force 
in  the  Internal  Revenue  Department. 

Mr.  Cooper.  So  that  you  are  in  favor  of  nobody  being  allowed  to 
make  excessive  profits  out  of  the  war  effort? 

Mr.  Bard.  That  is  quite  right.  „ 

Mr.  Cooper.  But  you  think  it  ought  to  be  done  in  a  different  wayj 

Mr.  Bard.  We  want  to  simplify  the  machinery. 

"^^T*  Cooper    I  see. 

Mr.  Bard.  I  call  your  attention  to  the  fact,  if  I  may,  that  when 
the  Internal  Revenue  Department  checks  our  figures  they  take  tne 


books  which  we  normally  use  for  it  in  that  year;  they  take  the  entries 
made  by  our  staff,  our  accountants,  and  those  figures  are  used  by 
the  Internal  Revenue  Department  for  examination,  and  the  manu- 
facturer has  to  put  in  his  book  such  amounts  as  he  thinks  belongs 
there  and,  if  he  makes  a  mistake  and  Internal  Revenue  is  smart 
enough  to  catch  it,  the  manufacturer  or  contractor  pays  a  6  percent 
penalty  for  the  elapsed  time  when  that  mistake  is  discovered.  He 
Is  penalized  if  he  makes  mistakes.  And  the  operation  of  the  internal 
revenue  law  has  been  such  that  I  think  it  has  worked  out  very  well. 
The  contractors  are  very  careful  in  the  handling  of  their  books,  and 
there  is  no  reason  for  duplicating  that  work  in  any  way,  for  by 
March  1  or  March  15  you  have  a  complete  record  of  that  contractor's 
business  for  that  year. 

Mr.  Cooper.  How  did  the  profits  of  your  company  compare  in  the 
last  3  years  with  the  3  years  before  that? 

Mr.  Bard.  They  are  about  the  same. 

Mr.  Cooper.  About  the  same? 

Mr.  Bard.  Yes. 

Mr.  Cooper.  The  profits  of  your  company  are  about  the  same  for, 
say,  1940,  1941,  1942,  and  1943  as  they  were  from  1936  through  1939? 

Mr.  Bard.  I  do  not  know  what  they  are  going  to  be  for  1943;  but 
1942  compares  with  the  post-war  period  of  1936  to  1940,  which  is  the 
usually  used  period. 

Mr.  Cooper.  Your  profits  have  been  about  the  same? 

Mr.  Bard.  About  the  same;  yes. 

Mr.  Dewey.  Mr.  Bard,  how  much  increased  business  are  you  doing 
now  over  the  base  period? 

Mr.  Bard.  Oh,  I  imagine  about  four  or  five  times. 

Mr.  Dewey.  And  your  profits  are  the  same,  despite  the  fact  that 
you  are  doing  four  or  five  times  the  amount  of  business? 

Mr.  Bard.  Yes. 

Mr.  Dewey.  May  I  ask  whose  capital  are  you  using;  is  it  Govern- 
ment capital  mostly,  or  private? 

Mr.  Bard.  I  am  using  my  own  capital. 

Mr.  Dewey.  Have  you  certificates  of  necessity  for  all  of  the  facili- 
ties that  are  used  in  your  plant? 

Mr.  Bard.  We  have  a  certificate  of  availability  of  facilities  for  only 
a  small  part.  We  have  some  of  the  washrooms  and  things  like  that 
which  have  not  been  handled. 

Mr.  Dewey.  And  your  machinery,  which  naturally,  if  you  are 
doing  four  or  five  times  the  amount  of  work,  must  be  run  at  least 
double  the  length  of  hours — is  that  being  depreciated  under  the 
5-year  amortization? 

Mr.  Bard.  Yes. 

Mr.  Dewey.  That  is  being  depreciated? 

Mr.  Bard.  That  is  being  taken  care  of;  yes. 

Mr.  Dewey.  All  of  your  full  facilities  are  depreciable  under  the 
5-year  plan? 

Mr.  Bard.  No;  they  are  not,  all  of  them;  but  I  think  with  proper 
representations  we  may  get  more  and  probably  some  of  the  washroom 
facilities  and  things  of  that  sort  we  may  have  some  trouble  with. 

Mr.  Dewey.  What  is  the  situation  surroundiiig  your  working- 
capital  position  if  there  should  be  a  sudden  termination  of  the  war  and 
cancelation  of  contracts? 
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Mr.  Bard.  I  would  not  have  the  slightest  idea.  This  is  one  of  the 
principal  worries  of  most  contractors.  It  would  be  a  serious  matter 
because  we  have  to  turn  our  capital  over  quickly  in  order  to  stay 
within  our  capital  structure.  That  is  one  reason  for  not  allowing  the 
Secretaries  to  take  and  withhold  payments  that  are  currently  due 
because  those  payments  are  largely  for  labor  and  material;  they  are 
out-of-pocket  payments.  They  are  not  depreciation  and  things 
that  come  out  of  capital;  they  are  out-of-pocket  payments  and  many 
contractors  cannot  carry  on  if  the  Secretary  arbitrarily  holds  out  sums 
of  money  that  should  be  currently  turned  over  to  them.  They 
should  not  be  put  in  a  preferred  position  like  that.  In  almost  all 
these  rules  the  Secretary  may  do  as  he  pleases.  There  is  no  restriction 
on  the  Secretary. 

Mr.  Dewey.  Referring  again  to  the  period  when  the  war  terminates 
and  contracts  are  canceled,  do  you  feel  that  the  proper  way,  probably, 
would  be  to  have  post-war  conversion  reserves  set  up  through  the 
operations  of  the  excess-profits  tax  and  the  tax  bill? 

Mr.  Bard.  1  do.  With  reference  to  post-war  reserves,  I  thinly  we 
have  ample  precedent  to  handle  that  problem  satisfactorily.  In  the 
revenue  tax  la,w  we  include  reserves  and  allowances  of  various  kinds  in 
our  bookkeeping  accounts  which  are  later  adjudicated,  adjusted,  and 
treated  by  the  Internal  Revenue  Department,  so  that  businessmen 
are  allowed  considerable  discretion  in  setting  those  up,  and,  as  I 
stated  before,  they  are  penalized  for  mistakes  in  their  discretion. 
I  think,  in  considering  that  the  average  American  businessman  has 
average  American  integrity  and  good  sense,  that  he  should  be  allowed 
to  set  up  his  own  post-war  reserves  in  his  own  way.  If  those  post- 
war reserves  are  not  utilized  within  the  period  of  time  which  the 
committee  and  the  Congress  might  designate,  those  post-war  reserves 
that  are  unused  should  be  returned  to  the  Government  for  taxation 
purposes  for  the  year  in  which  they  are  set  up,  and  there  should  be 
an  added  penalty  for  making  mistakes ;  so  it  would  be  unprofitable  to 
be  careless  in  setting  those  up  on  the  books.  I  think  that  process 
would  work  out  very  satisfactorily  and  would  be  very  simple,  rather 
than  having  a  lot  of  boards  judge  something  that  they  do  not  know 
anything  about. 

Mr.  Dewey.  There  is  now  allowed  a  10  percent  refund  for  reserve 
purposes  on  excess  profits? 

Mr.  Bard.  Yes,  sir.  That  is  only  for  corporations,  not  for  indi- 
viduals or  partnerships.  I  wish  the  committee  would  give  serious 
consideration  to  individuals  and  partnerships.  Most  laws  are  written 
for  corporations,  and  it  works  an  injustice. 

Mr.  Dewey.  That  10  percent  refers  to  companies  that  get  into 
the  excess-profits  class.  Do  you  think  it  might  be  advisable  to 
extend  that  set-up  for  reserve  purposes  in  the  case  of  smaller  com- 
panies out  of  corporation  surtax?  Would  you  think  it  would  be  ad- 
visable to  give  some  allowance  for  surtax? 

Mr.  Bard.  I  do  not  think  I  would  be  qualified  to  pass  on  that. 

Mr.  Dewey.  It  is  the  same  as  an  excess-profits  tax  for  a  larger 
<!ompany. 

Mr.  Bard.  That  is  true.  I  think  they  should  be  treated  alike 
in  refunds,  but  I  have  not  given  that  enough  consideration  to  give  an 
opinion  on  the  surtax. 


Mr  Dewey.  You  do  not  beheve  it  would  be  advisable  to  try  to 
increase  prices  under  the  contract  in  order  that  a  certam  sum  should 

he  captured  for  a  reserve?  ,i        j  ^i.       i.     i  j 

Mr  Bard.  I  think,  if  the  post-war  reserves  are  allowed,  they  should 
be  figured  in  automatically  and  appear  in  the  prices;  but  where  these 
nrice  procurement  people  negotiate  contracts,  they  do  so  on  an 
Rfbitrary  basis.  They  decide  your  salaries;  they  decide  your  re- 
Irves-  they  frequently  arbitrarily  cut  down  your  admmistrative  and 
overhead  expenses  to  what  they  think  they  ought  to  be,  and  you  do 
not  know  where  you  are.  But  if  the  thing  were  on  an  income-tax 
basis  as  we  used  to  figure,  I  beheve  those  things  would  take  care  of 
themselves.  I  believe  they  would  be  figured  in  automatically  and 
without  a  great  deal  of  work  on  the  part  of  the  Government  officials. 

Mr  Dewey.  Mr.  Chairman,  I  would  like  to  congratulate  my 
fellow  citizen  on  the  straightforward,  businesslike  presentation,  from 
mv  point  of  view,  of  this  matter  before  this  committee. 

'The  Chairman.  The  chairman  joins  in  that  statement. 

Mr.  Cooper.  Mr.  Chairman,  I  overlooked  one  question. 

I  beheve  you  said  you  had  personal  knowledge  of  a  few  companies 
that  had  not  been  able  to  pay  dividends  by  reason  of  renegotiation. 
Is  that  correct? 

Mr.  Bard.  That  is  correct. 

Mr.  Cooper.  Had  they  been  paying  dividends  before? 

Mr.  Bard.  Just  normal  dividends.     They  were  not  big  dividend 

Mr.  Cooper.  And  you  are  satisfied,  then,  that  renegotiation  is  the 
cause  of  their  not  being  able  to  pay  dividends? 

Mr.  Bard.  Yes,  sir;  satisfied  to  the  extent  that  I  have  knowledge 
of  their  situation.     I  have  not  audited  their  books. 

I  would  like  to  say  this,  though,  that  if  the  committee  wants  to  get 
fii-st-hand  knowledge  from  contractors,  I  behev3  they  can  get  hundreds 
of  them  to  come  in  and  testify.  They  aie  very  much  excited  over 
what  they  are  facing,  and  they  are  anxious  to  tell  their  story,  and  I 
thmk  you  can  fill  a  whole  week's  program  with  contractors  who  want 

to  tell  their  story. 
Mr.  Cooper.  Everybody  who  has  requested  appearance  has  been 

given  an  opportunity,  has  he  not? 
Mr.  Bard.  I  do  not  know.  , ,.     , 

Mr.  Cooper.  You  know   that   these   are   open,   public   hearings. 

Anybody  can  testify  that  wants  to  come.     You  are  familiar  with  that, 

are  vou  not?  x    i  •  i 

Mr.  Bard.  No;  I  am  not  familiar  with  that,  and  I  thmk  many 
contractors  are  not  familiar  with  it.  They  are  modest  and  do  not 
know  the  rules.  .  . 

Mr.  Cooper.  You  have  never  received  any  information  from  this 
committee  that  anybody  who  wants  to  come  and  testify  has  not  been 
given  an  opportunity  to  do  so,  have  you? 

Mr.  Bard.  No  ;  I  have  not. 

Mr.  Cooper.  I  understood  you  to  say  that  so  far  as  your  company 
is  concerned,  your  contracts  have  not  been  renegotiated  yet. 

Mr.  Bard.  Not  completed;  no,  sir. 

Mr.  Cooper.  Have  you  been  made  any  offer  by  the  Board? 
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Mr.  Bard.  No;  we  have  not  come  to  any  conclusion  on  offers. 

Mr.  Cooper.  And  they  have  not  tendered  you  any  offer  or  sug. 
gested  any  amount? 

Mr.  Bard.  We  are  still  negotiating.  As  an  individual,  I  face  a 
great  maiiy  serious  problems  that  do  not  come  in  on  corporations 
and  particularly  where  the  1943  forgiveness  tax  comes  in,  to  effect 
renegotiation.  They  always  want  the  questions  of  renegotiation  to 
come  before  everything.  Now  they  want  them  to  come  before  for- 
giveness instead  of  after,  where  they  belong. 

Mr.  Cooper.  I  believe  you  said  that  your  profits  for  the  last  3 
years  would  be  about  the  same  as  for  the  previous  3  years.  Has  there 
been  any  change  in  the  amount  of  the  executive  salaries  of  your 
company? 

Mr.  Bard.  We  have  not  got  a  company.  I  mean  I  own  the 
company.     I  am  the  only  fellow  that  does  not  get  a  salary. 

Mr.  Cooper.  You  are  not  a  corporation? 

Mr.  Bard.  That  is  right. 

Mr.  Cooper.  You  suggested  that  there  should  be  post-war  reserves 
or  post-war  credits  for  partnerships  and  individuals,  the  same  as  for 
corporations? 

Mr.  Bard.  That  is  right. 

Mr.  Cooper.  Of  com^se,  there  is  no  excess-profits  tax  on  individuals. 

Mr.  Bard.  I  think  that  those  competent  to  write  these  laws  can 
work  out  such  provisions  as  would  give  to  private  individuals  and 
partnerships  the  same  effect,  the  same  amount  of  money — I  do  not 
know  the  exact  formula,  but  there  are  plenty  of  men  in  Congress  avail- 
able who  do  know  those  formulas,  and  it  can  be  done,  I  am  sure. 

Mr.  Cooper.  You  think  there  can  be  a  proper  excess-profits  tax 
provided  for  individuals,  the  same  as  for  corporations? 

Mr.  Bard.  Yes,  sir.  The  present  tax  is  more  severe  on  individuals, 
i  believe,  than  it  is  on  corporations;  the  only  difference  being  that  if 
an  individual  incorporates,  he  takes  his  profits  through  the  excess- 
profits  tax  of  the  corporation  and  then  through  his  own  personal  in- 
come tax,  and  when  he  gets  through  he  is  pretty  well  cleaned  up.  If 
he  is  operating  as  a  proprietor  or  a  partnership,  he  pays  the  one  tax, 
but  it  is  more  severe  than  a  corresponding  tax  on  a  corresponding 
profit  for  a  corporation. 

Mr.  Cooper.  Of  course,  some  have  felt  all  along  that  corporations 
do  not  pay  taxes  comparable  to  what  individuals  pay. 

Mr.  Bard.  That  may  very  well  be. 

Mr.  Cooper.  Wlien  it  comes  to  working  out  individual  excess 
profits  taxes,  that  is  a  different  problem. 

Mr.  Bard.  That  may  be.     I  think  it  can  be  done. 

Mr.  Knutson.  How  many  men  do  you  employ? 

Mr.  Bard.  We  have  about  300  men. 

Mr.  Knutson.  You  are  what  we  call  a  small  businessman? 

Mr.  Bard.  That  is  right. 

Mr.  Knutson.  You  come  in  contact  with  a  number  of  small 
contractors? 

Mr.  Bard.  Yes;  I  presume  they  are  small  contractors. 

Mr.  Knutson.  The  fact  that  they  have  not  asked  to  be  heard,  of 
course,  could  be  ascribed  to  the  fact  that  they  fear  reprisals  on  the 
part  of  the  Government. 


Ivlr.  Bard.  I  think  that  is  true  with  a  good  many.  They  say, 
<'^e  are  in  process  of  renegotiation  and  we  do  not  want  our  case 
affected."  Whether  that  is  fair  to  the  negotiating  officers  or  not  is 
one  question.  But  I  think  many  people  have  that  feeling;  that  they 
do  not  want  reprisals;  they  do  not  want  cancelation  of  orders;  and 
[liey  are  timid  about  coming  to  the  front. 

Mr.  Knutson.  The  small  ones  cannot  stand  up  and  fight  like  the 
big  ones? 

Mr.  Bard.  That  is  right.  They  have  not  the  talent;  they  have 
not  the  * 'know-how,"  and  the  work  has  to  be  done  largely  by  the 
chief  executives,  and  they  just  don't  do  it. 

Mr.  Knutson.  Is  there  fear  on  the  part  of  small  contractors  that 
if  they  come  to  Congress  and  tell  their  troubles  they  may  have 
difficulty  in  getting  additional  contracts? 

Mr.  Bard.  I  think  there  is  that  fear  on  the  part  of  some  of  them. 

Mr.  Knutson.  And  that  is  a  very  unwholesome  condition.    That 

is  all. 

Mr.  Carlson.  Mr.  Bard,  in  your  prepared  statement  you  say  that 
renegotiation  does  not  encourage  efficiency.  Now,  that  is  a  general 
complaint,  and  yet  I  wonder  if  you  would  amplify  that.  What  is  that 
situation? 

Mr.  Bard.  The  more  efficient  you  arc  in  your  operations,  the  more 
profit  you  have,  presumably,  and  the  more  profit  }  ou  have,  the  more 
you  pay  out  in  renegotiation ;  the  more  these  renegotiators  take  away 
from  you  to  bring  it  down  to  what  they  think  is  your  normal  size. 
Now,  it  is  just  human  nature  for  a  man  to  say,  "Well,  the  Government 
takes  it  anyhow,  and  perhaps  I  had  better  take  the  short  cut  and  cut 
the  profit  out."  I  think  there  is  not  the  incentive  to  thrift  where  there 
is  renegotiation  that  there  would  be  if  the  contractor  were  entirely  on 
his  own  and  there  were  not  any  war.  We  do  not  get  the  benefit  of 
our  savings,  and  in  spite  of  statements  publicly  made  that  efficiency 
is  recognized,  we  have  no  evidence  of  it.  The  evidence  of  such  recog- 
nition of  efficiency  is  not  to  be  found.  I  have  not  found  it.  We  have 
one  company  that  appeared  in  the  press  the  other  day  in  which  some 
employei's  criticized  severely  the  fact  that  they  were  being  renego- 
tiated, although  they  were  the  most  efficient  manufacturers  in  the 
business.  Employes  insist  on  raises  in  wages,  using  as  an  argument 
that  it  costs  the  contractor  very  little;  the  Government  pays  the  bill. 

Mr.  Carlson.  I  hear  that  statement  continually,  and  yet  the  men 
who  represent  the  Army  and  the  Navy  insist  that  they  do  not  penalize 
efficiency  and,  in  fact,  they  try  to  encourage  it.  Invariably,  when  I 
talk  to  contractors  they  will  tell  me,  "What  is  the  use  of  being 
efficient?  My  competitor,  who  is  a  very  slovenly  and  high-cost 
producer,  gets  the  same  profits  that  I  do,  and  sometimes  more" — a 
thing  that  I  think  is  most  unfortunate. 

^Ir.  Bard.  It  is  most  unfortunate,  but  it  is  quite  true. 

^Ir.  Lynch.  Mr.  Bard,  in  your  statement  you  say  that  a  large 
percentage  of  the  3,300  manufacturers  of  your  association  are  engaged 
^  war  production.     What  percentage  is  that? 

Mr.  Bard.  I  will  just  have  to  guess  at  that,  because  it  is  very  diffi- 
cult to  define  just  what  is  war  production.  The  scope  of  war  pro- 
Jiuction  depends  on  whom  you  are  talking  to.  But  I  would  think  40 
^  50  percent  of  them.     That  is  just  a  personal  opinion. 


'I  i 


-.1 


■Hi 


»■■» 


V    k' 


.1. 


i 


280 


KENEGOTIATION   OF  WAR   CONTRACTS 


RENEGOTIATION  OF  WAR   CONTRACTS 


281 


t 

i, 
t 


Mr.  Lynch.  You  are  the  only  one  of  that  40  or  50  percent  who  is 
appearing  here,  are  you  not? 

Mr.  Bard.  That  is  right. 

Mr.  Lynch.  And  that  40  to  50  percent  of  Illinois  manufacturers 
are  not  in  anywise  intimidated  by  the  fear  of  appearing  before  a 
congressional  committee;  do  you  think  so? 

Mr.  Bard.  I  do  not  know  that  they  are  intimidated.  I  think 
they  would  be  very  happy  to  appear  before  the  committee,  but  I 
think  a  good  many  of  them  are  apprehensive  of  reprisals  if  they  did. 
I  am  not  saying  that  their  apprehensions  are  justified;  I  am  only 
reciting  the  mental  processes  they  are  going  through. 

Mr.  Lynch.  Is  it  not  the  fact  that  40  or  50  percent,  which  would 
be  about  1,650  manufacturers  in  Illinois,  are  not  appearing  before 
this  committee  because  they  feel  that  you  could  present  their  case 
for  them  better  than  they  could  themselves? 

Mr.  Bard.  It  is  quite  the  custom  for  members  of  associations  to 
lean  upon  the  committees  assigned  for  that  work  and  let  them  do 

their  work.  ,     xt     • 

Mr.  Lynch.  That  is  the  same  as  it  is  with  the  National  Association 
of  Manufacturers.  They  have  their  one  representative  who  comes 
and  talks  for  the  entire  association. 

Mr.  Bard.  Well,  I  think  an  explanation  is  due  there.  The  Na- 
tional Association  of  Manufacturers  is  composed  of  some  eight  or  nine 
thousand,  possibly  ten  thousand  manufacturers.  It  also  is  composed 
of  some  36  State  associations  that  have  a  nominal  afhhation  and 
cooperative  contact.  They  are  not  bound.  They  cooperate,  and 
with  a  very  good  feeling,  but  they  are  not  bound  by  any  hard  and  fast 
rules.  The  Illinois  Manufacturers  Association  is  in  cooperation  with 
the  National  Association  of  Manufacturers,  and  I  am  personally  a 
member  of  both  associations.  I  was  on  the  board  of  the  National 
for  many  years.  We  are  in  sympathy  wdth  that  part  of  their  pro- 
gram— which  we  have  nothing  to  do  with  as  an  institution— for 
including  renegotiation  in  the  excess-profits  law  and  for  price 
control  in  the  purchasing  poUcies  in  procurement  offices. 

Mr.  Lynch.  \Aliat  I  am  trying  to  get  at  is:  Don't  you  think  the 
reason  these  individual  manufacturers  have  not  come  before  the 
committee,  and  will  not  come  before  the  committee,  is  not  through 
any  fear  of  a  congressional  hearing,  or  fear  of  the  procurement  officers 
or  the  bureaus  of  the  Government,  but  because  they  have  their 
accredited  representatives  from  your  association  and  the  Manufac- 
tiirers  Association? 

Mr.  Bard.  I  think  it  is  a  mixture  of  both.  I  think  if  the  committee 
would,  through  me,  extend  an  invitation  to  some  of  the  members  of  our 
association  to  appear,  you  probably  would  have  some  very  interesting 
men  coming  before  you.  ,  .  i    ^u  f 

Mr.  Lynch.  Do  you  suppose  you  could  communicate  with  tnai 
gentleman  who,  as  I  understood  you  to  state,  represented  the  capital 
structure  of  his  company  was  impaired  by  renegotiation  and  ask  nun 
if  he  would  not  be  good  enough  to  give  to  the  committee  a  statement 
of  the  facts  with  respect  to  his  company? 

Mr.  Bard.  I  think  probably  I  could  get  one  of  those  men  to  make  a 
statement.  ^ 

Mr.  Lynch.  Now,  you  seem  to  be  of  the  opinion  that  the  only  waj 
to  recapture  excess  profits  is  through  the  revenue  law. 

Mr.  Bard.  The  only  satisfactory  way. 


Mr.  Lynch.  Don't  you  think  the  Renegotiation  Act  was  necessary 

at  all? 
Mr.  Bard.  I  do  not. 

Mr.  Lynch.  You  disagree,  then,  with  Mr.  Shreve  on  that  point? 

Mr.  Bard.  I  do. 

Mr.  Lynch.  You  believe,  and  your  association  believes,  contrary 
to  the  opinion  of  the  National  Association  of  Manufacturers,  that 
at  no  time  was  there  any  necessity  for  the  Renegotiation  Act? 

Mr.  Bard.  I  think  you  must  include  in  that  that  our  hindsight  is 
a  little  better  than  our  foresight.  This  Renegotiation  Act  was 
pushed  through  without  any  pubUc  hearings,  as  I  understand  it, 
and  with  very  little  knowledge  on  the  part  of  the  public,  or  even 
the  Members  of  Congress,  of  its  contents.  It  is  quite  conceivable 
that  a  little  further  study  might  have  produced  just  what  we  are 
trying  to  get  today.     I  do  not  know.     It  is  hard  to  tell. 

'Mr.  Lynch.  You  and  your  association  disagree  with  the  National 
Association  of  Manufacturers  that  there  was  at  one  time  at  least  a 
necessity  for  a  Renegotiation  Act? 

Mr.  Bard.  I  think  there  was  a  necessity  for  what  the  Renegotia- 
tion Act  was  trying  to  do,  and  I  think  it  did  produce  profiteering  con- 
sciousness in  the  country,  and  to  that  extent  was  effective;  but  I 
think  the  same  results  could  have  been  accomplished  without  such  a 
destructive  act.  And  I  would  like  to  say  further,  in  connection  with 
Mr.  Shreve's  testimony,  that  we  do  not  agree  that  the  act  should  be 
changed  as  of  the  close  of  1942.  We  believe  that  the  amendments  of 
the  character  that  we  have  indicated  should  apply  to  1942  renegotia- 
tions, because  we  believe  that  the  powers  granted  the  Secretaries  and 
transmitted  by  them  to  their  staffs  and  further  transmitted  into  the 
field  service,  are  quite  destructive,  and  that  an  amendment  to  the  act 
along  these  lines  w^ould  have  a  very  fine  reaction  if  it  were  carried  out. 
I  think  the  public  response  would  be  very  good  and  decidedly  worth 
while.  You  have  a  morale  situation  among  businessmen  just  as  much 
as  you  do  among  soldiers. 

Mr.  Lynch.  You  do  find  one  benefit  in  the  Renegotiation  Act,  and 
that  is  that  it  brought  consciousness  to  the  American  businessman 
that  excess  profits  were  not  a  desirable  thing  to  have  during  wartime? 
That  was  one  benefit;  was  it  not? 

Mr.  Bard.  Yes,  sir. 

Mr.  Lynch.  Now,  let  me  ask  you  this:  You  spoke  about  procure- 
ment officers  being  able  now  to  determine  what  should  be  the  proper 
prices  the  Government  should  pay  in  connection  with  contracts. 
You  are  speaking  of  the  procurement  officer  wdtli  his  experience  as 
of  today;  are  you  not?  You  are  not  referring  to  the  procurement 
officer  who  had  little  or  no  experience  in  connection  with  making 
purchases  of  vast  quantities  of  material  for  the  Government  in  the 
first  days  of  the  war,  are  you? 

Mr.  Bard.  I  think  they  had  experience  in  purchasing  the  normal 
supplies  and  requirements.  They  did  not  have  experience  in  the 
unusual  things  which  were  not  current  with  business. 

Mr.  Lynch.  It  is  in  the  purchase  of  the  unusual  things,  and  it  is  in 
I'l^'  purchase  of  the  mass  production  that  these  great  profits  have 
f^tH'ii  developed ;  is  not  that  correct? 

^^Ir.  Bard.  Not  entirely. 

Mr.  Lynch.  Well,  do  you  think  that  these  great  profits  have  de- 
Moped  in  the  ordinary,  normal  course? 
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Mr.  Bard.  They  partly  developed  through  the  greatly  increased 
volume  of  business. 

Mr.  Lynch.  Exactly  what  I  said. 

Mr.  Bard.  And  not  necessarily  through  increased  prices. 

Mr.  Lynch.  I  said  through  mass  production  a  great  deal  of  this 
excess  profit  has  developed.  The  price  may  have  been  the  same,  but 
at  the  same  time,  as  the  result  of  the  mass  production,  the  profits  have 
been  greatly  multiplied. 

Mr.  Bard.  In  some  cases.  It  was  testified  this  morning  that  only 
40  percent  were  not  renegotiated,  so  that  the  percentage  of  large  profits 
is  much  less  than  is  generally  thought,  and  practically  all  of  those 
profits  would  have  been  recovered  by  the  excess-profits- tax  law,  with- 
out any  effort,  and  many  of  those  prices  would  have  been  normally 
reduced  by  conscientious  manufacturers;  the  percentage  left  over 
would  have  been  small,  and  it  would  not  have  required  this  tremendous 
effort  to  recover  this  amount  in  jeopardy. 

I  call  your  attention  to  the  fact  that  in  the  last  World  War  we  had 
no  excess-profits  taxes  until  1918. 

Mr.  Lynch.  We  had  a  great  many  millionaires  as  compared  with 
the  number  we  had  before. 

Mr.  Bard.  That  is  true.  In  this  war,  we  had  excess  profits  tax  right 
from  the  start,  and  the  danger  of  these  so-called  millionaires  was 
practically  zero.  It  was  very  small  as  compared  with  the  previous 
war,  and  I  think  the  danger  has  been  greatly  exaggerated. 

Now,  when  you  come  to  the  final  settlement  of  the  money  made 
during  this  war  and  what  is  left  to  the  contractors,  you  may  find  that 
by  cancelations  and  terminations  and  the  various  other  problems  we 
face,  that  more  companies  are  facing  bankruptcy  or  greatly  reduced 
capital  assets  than  have  excessive  profits. 

Mr.  Lynch.  You  have  heard  the  interrogation  by  Mr.  Cooper  with 
respect  to  the  amount  of  profits  recoverable.  I  think  he  quoted  this 
morning  the  report  of  the  National  City  Bank,  stating  that  only  70 
percent  of  these  excess  profits  would  have  been  recovered.  Don't 
you  think  that  30  percent  is  a  fair  amount  as  compared  to  what  the 
profits  of  this  company  have  been  for  the  last  3  years  in  billions  of 
dollars? 

Mr.  Bard.  I  do  not  have  those  figures  in  mind,  but  I  do  remember 
the  statement  in  the  Truman  report  to  the  effect  that  only  80  percent 
of  all  these  so-called  profits  would  have  been  recovered  without  any 
renegotiation  by  the  income  and  excess-profits  taxes.  So  they  would 
only  have  to  deal  with  the  balance  of  20  percent. 

Mr.  Lynch.  Going  back  to  the  question  I  asked  with  respect  to 
procurement  officers,  do  you  think  that  they  had  the  same  experience 
in  pm-chasing  in  quantities  on  January  1,  1942,  that  they  have  on 
August  31  of  1943? 

Mr.  Bard.  No;  I  should  think  their  experience  had  improved. 

Mr.  Lynch.  And  don't  you  think  that  meanwhile,  in  those  contracts 
that  were  given  out  by  the  Government  in  the  early  part  of  1942, 
business  had  no  conception  of  the  cost  of  the  articles  which  they  had 
bound  themselves  to  produce? 

Mr.  Bard.  I  think  the  places  where  business  had  no  conception  oi 
the  cost  were  relatively  limited,  and  that  not  all  of  these  articles 
purchased  were  of  unknown  cost  value.  There  was  only  relatively  a 
small  number  which  would  come  under  the  category  of  new  devices 
which  they  knew  nothing  about. 


Mr.  Lynch.  It  was  not  only  a  question  of  the  new  devices  that 
thev  knew  nothing  about,  but  it  also  appears  from  the  testimony  we 
jiave  heard,  and  which  was  given  before  the  Naval  Affairs  Committee, 
that  it  was  also  because  of  the  mass  production,  in  amounts  and 
volume  which  had  never  before  been  anticipated  by  business,  that 
they  were  not  able  adequately  to  figure  their  costs.  Don't  you  agree 
^'ith  that? 

Mr.  Bard.  I  agree  that  the  profits  were  greatly  increased  by  the 
increased  volume,  but  I  still  maintain  that  these  greatly  increased 
profits  would  have  been  and  are  to  a  large  extent  recovered  by  the 
excess-profits  tax,  and  that  they  have  not  any  particular  merit  as  an 

issue. 

Mr.  Lynch.  You  are  looking  at  excess  profits,  therefore,  only  from 
the  viewpoint  of  taxation.  Don't  you  think  that  it  is  incumbent  upon 
the  Government  to  make  purchases  at  the  smallest  reasonable  price, 
so  that  the  tax  burden  will  not  be  upon  the  people  as  heavily  as  it 
otherwise  would  be? 

Mr.  Bard.  Yes,  sir. 

Mr.  Lynch.  And  is  not  that  the  purpose  of  the  Renegotiation 
Act — to  obtain  data  for  procurement  officers,  and  also  to  see  that 
reasonable  prices  are  obtained  for  goods  purchased  in  the  past  and 
goods  that  will  be  purchased  in  the  future? 

Mr.  Bard.  Really,  the  procurement  oflficers  can  obtain  all  the 
information  they  want  about  costs  and  the  proper  prices  of  articles 
they  are  purchasing  without  the  slightest  help  from  the  Renegotia- 
tion Act. 

Mr.  Lynch,  Let  me  ask  you  this:  If  that  were  the  fact,  why  would 
some  of  these  large  companies — I  remember  reading  testimony  to 
the  effect  that  some  large  company  reduced  its  profits  by  something 
like  $555,000,000,  and  they  gave  that  back  voluntarily;  about 
S48,000,0OO  in  cash.  Now,  if  they  knew  what  their  costs  would  have 
been  in  the  first  place,  their  costs  would  have  been  quoted  to  the 
Government  at  $555,000,000  less. 

Mr.  Bard.  I  have  not  heard  of  any  such  figures.  I  think  probably 
$5,000,000  would  cover  it. 

Mr.  Lynch.  I  do  not  think  so.  I  am  quite  sure  my  figures  are 
correct.    And  that  48  millions  were  paid  back  in  cash. 

Mr.  Baed.  That,  again,  had  nothing  to  do  with  renegotiation. 
They  would  have  gotten  it  anyhow. 

Mr.  Lynch.  You  think,  then,  that  it  would  be  perfectly  all  right 
for  any  corporation  to  charge  any  price  for  any  material  thi<t  they 
might  have  in  mind,  and  have  the  Government  pay  it  to  them,  and 
tlien  have  the  Government  take  it  back  by  taxes,  rather  than  have  a 
lower  price  in  the  first  instance? 

^Ir.  Bard.  No;  T  think  that  the  procurem.ent  officers  are  perfectly 
capable  of  buying  the  Government  requirements  at  reasonable  prices. 
Tliey  are  not  in  a  position,  however,  to  anticipate  volimie.  They 
purchase  on  a  sound  basis,  and  then  the  volume  can  be  taken  care  of  by 
uie  oxeess-piofits  tax.  I  think  the  Government  procurement  officers 
"'■f"  quite  capable  of  buyin.^  on  a  sound  basis. 

^Ir.  Lynch.  Procurement  officers  and  other  business  men  have 
tj'stified  at  the  hearings  that  they  do  not  know  the  cost  by  reason  of 
^l)is  mass  production  and  therefore  the  necessity  in  many  instances 
^f  voluntary  refunds  by  the  companies.  Have  you  ever  heard  of 
^^ch  testimony? 
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Mr.  Bard.  No. 

Mr.  Lynch.  In  the  event  that  procurement  officers  do  not  know 
the  cost  of  a  particular  article  and  in  the  event,  as  I  asked  the  question 
this  morning,  that  some  subcontractor  was  able  to  invent  some  kind 
of  a  device  that  reduced  the  cost  of  the  article  considerably,  the 
procurement  officer  would  have  no  knowledge  of  that.  The  oijy 
one  he  dealt  with  would  be  the  prime  contractor. 

How  would  you  go  about  the  recovery  of  the  excess  profits  in  that 
case,  assuming  that  there  were  excess  profits — only  by  taxation? 

Mr.  Bard.  The  procurement  officer  has  access  to  the  cost  records 
of  the  contractors  and  the  subcontractor,  and  he  can  exercise  that 
function,  if  he  wishes  to  do  it. 

Mr.  Lynch.  The  procurement  officer  has  no  direct  contact  with 
the  subcontractor,  does  he? 

Mr.  Bard.  He  has  this  direct  contact — he  can  analyze  the  costs  of 
the  prime  contractor  and  include  in  the  costs  of  the  prime  contractor 
the  subcontractor's  costs.  It  is  my  understanding  he  can  go  right 
back  to  the  subcontractor. 

Mr.  Lynch.  Say,  for  example,  that  he  has  been  analyzing  the 
prime  costs  of  the  prime  contractor  and  there  are  14  items  of  material, 
and  imder  ordinary  circumstances  those  prices  seem  to  be  in  accord- 
ance with  the  ordinary  range,  but  in  three  of  those  instances  some  of 
the  subcontractors  have  developed  ways  whereby  they  can  make  a 
considerable  saving  without  passing  it  on  to  the  prime  contractor. 
Do  you  think  under  those  circumstances  where  there  have  been 
excess  profits  gained  by  the  subcontractor  he  should  be  allowed  to 
keep  those  excess  profits,  or  that  he  should  be  renegotiated? 

Mr.  Bard.  I  do  not  think  that  he  should  be  renegotiated.  I  think 
he  should  go  through  the  Internal  Revenue  Department  and  seek 
whatever  escape  might  be  offered  in  the  normal  process  of  the  income 
tax  and  excess  profits  tax  plus  an  adequate  provision  for  review  of 
excessive  profits  over  excess  profits  by  section  722,  or  another  appro- 
priate unit  of  the  Internal  Revenue  Department.  I  do  not  believe 
this  cumbersome  machinery  is  necessary  or  has  been  necessary  for  the 
protection  which  is  needed. 

Mr.  Lynch.  You  do  not  believe  either,  if  I  may  judge  from  your 
memoranda,  that  the  prime  contractors,  if  they  get  the  benefit  of 
these  lower  costs  of  material,  should  pass  that  benefit  on  once  the 
contract  has  been  entered  into. 

Mr.  Bard.  Did  you  ask  if  the  prime  contractor  should  pass  on 
his  low-cost  material? 

Mr.  Lynch.  I  asked  the  question  where  a  prime  contractor  having 
entered  into  an  agreement  with  the  Government  for  the  sale  of  certain 
material  at  a  certain  price,  thereafter  by  reason  of  some  development 
on  the  part  of  a  subcontractor  he  is  able  to  get  some  gadget  at  con- 
siderably reduced  price,  that  the  prime  contractor  should  not  pass 
that  saving  on  to  the  Government? 

Mr.  Bard.  I  think  that  is  up  to  the  prime  contractor's  conscience 
to  do  what  is  the  proper  thing,  but  if  he  does  not  do  it,  he  will  be 
caught  anyhow. 

Mr.  Lynch.  Assume  the  prime  contractor  does  not  pass  it  on.  ^^ 
you  not  think  under  those  circumstances  that  in  order  to  obtain  j^^v 
cost  of  material  that  the  Government  would  be  perfectly  justified  m 
renegotiating  his  contract? 

Mr.  Bard.  I  do  not. 


Mr.  Lynch.  You  think  that  that  profit  should  be  passed  on? 
Mr.  Bard.  I   think  the  machinery  by  which  renegotiations  are 
presently  carried  on  would  not  be  warranted  for  isolated  cases  of 

that  kind. 

Mr.  Lynch.  You  think  they  are  only  isolated  cases  where  prime 
contractors  have  made  substantial  gains  by  reason  of  the  reduction  of 
the  cost  of  material  on  the  part  of  the  subcontractor? 

Mr.  Bard.  I  think  the  isolated  cases  are  those  cases  which  have  not 
been  discovered  by  the  procurement  officer  or  been  acknowledged  by 
the  prime  contractor.  I  think  the  majority  of  cases  will  take  care 
of  themselves. 

Mr.  Lynch.  If  these  cases  had  been  discovered  by  the  procurement 
officers,  how  do  you  suppose  the  Navy  could  have  saved  so  many 
hillions  of  dollars  and  the  Army  have  saved  so  many  billions  of  dollars 
by  renegotiated  contracts? 

Mr.  Bard.  They  admitted  that  they  did  not  save  as  much  as  the 
figure  indicates.  They  only  saved  20  percent,  and  that  is  further 
subject  to  the  price  reductions  voluntarily  entered  into  by  the  con- 
tractor, either  by  giving  reductions  or  by  negotiating  with  the  purchas- 
ing officer  for  reduction. 

Mr.  Lynch.  In  dollars,  what  do  you  say  the  Navy  has  saved? 

Mr.  Bard.  I  do  not  have  the  figures  in  my  head,  but  the  Truman 
committee  said  not  over  $300,000,000  had  been  saved  by  all  of  them, 
if  I  recall  the  figures  correctly,  and  much  of  that  would  be  returned 
voluntarily  by  the  contractors  or  by  price  reductions. 

Mr.  Lynch.  You  do  not  know  the  saving  in  dollars  by  the  Navy  as 
of  August  31,  1943,  or  the  saving  by  the  Army  as  of  August  31,  1943, 
do  you?    You  are  not  familiar  with  the  testimony  on  that? 

Mr.  Bard.  I  listened  to  the  testimony  this  morning,  but  I  do  not 
carry  the  figures  in  my  head. 

Mr.  Lynch.  That  is  all. 

The  Chairman.  We  thank  you  for  your  testimony  and  for  the 
information  that  you  have  given  the  committee. 

The  next  witness  will  be  Mr.  Edward  E.  Butler,  executive  vice 
president  of  Vinco  Corporation. 

Please  give  your  name  and  address  and  capacity  in  which  you 
appear  to  the  stenographer. 

STATEMENT  OF  EDWARD  E.  BUTLER,  EXECUTIVE  VICE  PRESIDENT, 

VINCO  CORPORATION 

Mr.  Butler.  My  name  is  Edward  E.  Butler.  I  am  executive 
Vice  president  of  the  Vinco  Corporation,  Detroit,  Mich.,  and  a  director 
o|  the  Automotive  Tool  and  Manufacturers'  Association,  also  of 
IJetroit,  Mich.,  and  on  whose  behalf  I  am  appearing  before  your  com- 
^ttee  this  afternoon. 

Our  association  is  composed  of  approximately  200  companies  and 
represents  a  vast  majority  of  the  jobbing-shop  industry  in  the  Detroit 
^rea.  All  the  companies  in  our  organization  are  definitely  in  the 
^o^all  business  classification.  The  jobbing-shop  industry  in  our  area 
^as  formed  to  supplement  the  so-called  captive  tool  shops  of  the 
^^tomotive  industry  in  the  manufacturing  of  tools,  dies,  jigs,  fixtures, 
and  gages  that  the  captive  shops  are  not  able  to  manufacture,  either 
because  of  a  lack  of  capacity  or  lack  of  ability. 
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The  total  employment  in  our  association  approximates  12,000  and 
represents  the  largest  concentration  of  the  highest  skill  in  the 
country.  It  is  estimated  that  the  total  volume  of  business  done  by 
these  companies  during  the  year  1942  was  $140,000,000,000.  I 
would  hke  it  thoroughly  understood  that  as  a  group  our  association 
is  heartily  in  accord  with  the  principles  and  aims  of  the  Renegotia- 
tion Act ;  however,  as  strongly  as  we  endorse  those  principles  and  aims, 
we  are  as  strongly  opposed  to  what  we  feel  to  be  an  extremely  unwise 
administration  of  the  act. 

The  tendencies  developed  in,  and  results  obtained  by,  renegotiations 
to  date  present  not  only  to  ourselves,  but  to  industry  at  large, 
an  extremely  serious  and  vital  problem  concerning  our  abihty  to 
survive  in  the  future.  This  speculation  as  to  the  future  is  generated 
by  the  fact  that  business  is  not  being  allowed  to  retain  enough  of- 
today's  profits;  nor  is  being  allowed  to  build  up  reserves  to  meet  the 
normally  expected  contingencies  and  emergencies  of  the  future. 

I  am  certain  that  the  Renegotiation  Act  was  not  designed  to  operate 
to  the  detriment  of  American  industry,  particularly  the  thousands 
upon  thousands  of  small  businesses  that  are  the  backbone  of  American 
industry.  Nevertheless,  it  has  been  the  experience  of  many  members 
of  our  association  that  the  extremely  low  margin  of  profit  being  al- 
lowed by  the  various  price  adjustment  boards  is  doing  just  that,  and 
I  repeat  we  are  seriously  concerned  about  the  future. 

I  would  like  to  elaborate  on  my  reference  to  "extremely  low  margin 
of  profit.''  We  have  in  the  past  heard  and  read  many  utterances 
by  many  individuals  who  are  engaged  in  the  important  and  difficult 
task  of  administering  the  Renegotiation  Act,  stating  among  other 
things  that  there  is  no  desire  to  destroy  incentive  through  renegotia- 
tions. Also,  that  in  arriving  at  what  profit  might  be  termed  '* reason- 
able," consideration  is  supposedly  given  to  many  factors.  There  is 
no  mystery  surrounding  these  factors.  They  have  been  publicized 
and  thoroughly  explained  by  the  Undersecretary  of  War  and  others. 

Again,  our  experience  inclines  us  to  the  belief  that  scant  attention, 
if  any,  is  being  paid  to  these  factors;  nor  does  there  seem  to  be  any 
inclination  to  follow  the  instructions  and  suggestions  of  the  "War 
Department  in  the  administration  of  the  Renegotiation  Act.  The 
margin  of  profit  being  allowed  by  the  various  boards  is  so  low  that 
the  risks  of  doing  business  are  not  justified.  As  a  matter  of  fact, 
my  own  company  has  been  asked  to  make  a  settlement  on  a  margin 
of  profit  so  low  that  the  National  Price  Adjustment  Board  agrees 
we  should  not  dare  attempt  to  operate  on  it. 

I  submit  that  it  is  entirely  imreasonable  and  unfair  to  expect  our 
company  or  any  other  company  to  agree  to  renegotiations  on  a 
margin  of  profit  that  is  admittedly  too  low  for  a  safe  operation.  The 
line  of  reasoning  adopted  by  the  National  Price  Adjustment  Board 
in  arriving  at  a  margin  of  profit  which  they  themselves  consider  too 
low  for  safe  operations  seems  to  be  that  since  the  business  being 
renegotiated  has  already  been  completed,  there  is  no  longer  any  risk 

solved,  and,  therefore,  the  allowable  margin  of  profit  is  reducea 


mv 


because  of  the  absence  of  the  risk  factor. 

It  is  hard  to  reconcile  this  attitude  with  the  fact  that  any  companv 
whose  business  has  been  renegotiated  is  expected  to  apply  the  allowed 
margin  of  profit  to  future  operations;  in  other  words,  and  again  in  the 
case  of  my  own  company,  we  would  be  expected  to  operate  for  the  year 


1943  on  a  margin  of  profit  too  low  for  safe  operation.  In  many  cases 
within  our  association  the  suggested  margin  of  profit  would  be  entirely 
wiped  out  by  an  increase  of  from  15  to  20  percent  in  wages  and 
salaries,  something,  incidentally,  over  which  we  have  no  control. 

Feeling  that  the  members  of  our  association  have  made  a  vital 
contribution  to  our  country's  war  effort,  and  feeling  this  contribution 
is  not  receiving  the  proper  consideration  in  the  administration  of  the 
Renegotiations  Act,  we  conducted  a  survey  of  earnings  and  other 
financial  data  in  order  that  we  might  submit  a  clear  picture  of  these 
accomplishments  to  your  committee.  The  statistics  figures  which 
follow  were  compiled  from  the  records  of  68  reporting  companies,  v/hose 
total  volume  of  business  in  1942  approximated  $91,000,000.  The 
volume  of  business  done  by  the  reporting  companies  during  the  so- 
called  base  period,  1936  through  1939,  amounted  to  $40,000,000  or  an 
average  of  $10,000,000  a  year  for  the  base  period. 

This  volume  increased  as  follows:  $21,264,000  in  1940;  $43,473,000 
in  1941;  and  approximately  $91,000,000  in  1942.  The  increase  in 
1942  over  the  base  period  average  is  approximately  800  percent.  The 
average  manufacturing  profits  lor  the  base  period  was  21.11  percent. 
This  manufacturing  profit  increased  39.74  percent  in  1942.  The 
substantial  increase  in  manufacturing  profit  was  definitely  not  the 
result  of  increased  prices  but  rather  the  result  of  the  tremendous 
increase  in  volume  of  business  and  economies  resulting  therefrom. 

For  example,  factory  labor  during  the  base  period  was  41.64  per- 
cent of  the  sales  price.  In  1942  this  was  reduced  to  32.5  percent. 
Material  purchases  represented  24.06  percent  of  sales  during  the  base 
period,  and  was  reduced  to  20.67  percent  in  1942.  The  reductions 
effected  in  these  two  items  alone  represent  70  percent  of  the  increase 
in  manufacturing  profit.  Our  industry  recognized  early  in  the  year 
1940  that  demands  were  to  be  made  upon  it,  that  the  then  exist- 
ing capacity  could  not  satisfy.  Because  of  this  and  because  of  the 
repeated  urgings  of  representatives  of  the  armed  forces,  extensive  ex- 
penditures were  made  for  plant  and  equipment.  These  expenditures 
totaled  more  than  $7,200,000  for  the  years  1940,  1941,  and  1942. 

In  addition  to  these  expenditures,  inventory  increases  of  more  than 
$6,000,000  and  accounts  receivable  increases  of  more  than  $12,000,000 
tad  to  be  financed.  All  of  this  was  accomplished,  and  during  the 
years  1940  and  1941.  Not  1  cent  of  financial  aid  was  received  from 
the  Government  or  any  of  its  agencies.  It  was  not  until  1942  that 
such  aid  was  forthcoming  and  then  only  to  the  extent  of  $693,000. 

We  think  this  is  a  truly  remarkable  record.  Compare  it  with  the 
ratio  of  $3  of  annual  output  for  each  $1  of  expenditure  for  plant  and 
equipment.  This  was  acceptable  to  the  Government  with  respect  to 
those  facilities  in  our  industry  that  were  financed  by  the  Government. 
'Jn  that  basis,  had  the  Government  financed  our  expansion,  an  outlay 
of  more  than  $25,000,000  would  have  been  justified  to  obtain  an  annual 
increase  in  output  of  $75,000,000.  During  the  period  of  emergency, 
J940  through  1942,  the  reporting  companies  earned  approximately 
'^|6,000,000  after  taxes,  and  since  $7,200,000  of  this  amount  has  been 
plowed  back  into  plant  and  equipment  and  working  capital  has  been 
'^^i^eased  by  approximately  $8,000,000,  it  is  obvious  that  very  Httle 
profit  has  been  taken  out  of  this  operation.     The  various  adjustment 

oards  seem  to  feel  our  industry  has  no  reconversion  problems  and 
^lerefore  no  consideration  appears  to  be  given  to  reconversion  in 
riiving  at  the  allowable  margins  of  profit. 
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I  submit  that  any  industry  that  has  expanded  its  volume  of  business 
by  800  percent  with  its  own  funds,  that  has  expanded  its  organization 
up  to  3,000  percent  and  is  subjecting  its  equipment  to  four  and  five 
times  the  normal  use,  has  tremendous  reconversion  problems  and  we 
do  not  have  to  wait  for  the  termination  of  the  war  to  be  faced  with 
those  problems.     They  are  present  with  many  of  us  even  now. 

Because  the  present  renegotiations  act  makes  no  provision  for  the 
setting  up  of  reserves,  and  because  the  present  administration  of  the 
renegotiations  act  is  leaving  us  with  very  little  profit  and  taxes,  we  shall 
be  forced  at  the  termination  of  the  war,  and  even  before,  virtually  to 
abandon  a  great  part,  if  not  all,  of  our  expanded  facilities,  thus  throw- 
ing many  skilled  workers  out  of  work  and  depriving  industry  of  many 
contributions  that  we  might  otherwise  be  able  to  make  in  the  way  of 
new  developments. 

I  have  made  reference  to  an  unwise  administration  of  the  renego- 
tiations act — unwarranted  charges  of  profiteering,  comparisons  with 
wholly  unrelated  industries,  a  definite  lack  of  loiowledge  of  our  busi- 
ness, and  the  problems  thereof,  attempts  at  coercion — all  these  and 
many  other  experiences  have  been  encountered  by  members  of  our 
association  which  I  believe  definitely  indicates  unwise  administration. 

Again,  it  is  the  experience  of  many  of  our  members  that  effecting 
a  settlement  with  the  Price  Adjustment  Board  is  meaningless,  due 
to  the  fact  that  in  spite  of  having  effected  a  so-called  final  settlement, 
the  process  of  renegotiation  goes  on  and  on. 

Thank  you  for  giving  me  the  opportunity  of  presenting  some  of 
our  problems. 

The  Chairman.  Any  questions? 

Mr.  Lynch.  Mr.  Butler,  you  seemed  to  be  worried  about  the 
position  of  your  company  after  the  war;  is  that  right? 

Mr.  Butler.  Putting  it  mildly,  yes. 

Mr.  Lynch.  What  was  the  position  of  your  company  with  respect 
to  dividends  in  1941  ?     How  much  in  dividends  did  your  company  pay? 

Mr.  Butler.  In  1941  we  paid  approximately  $120,000. 

Mr.  Lynch.  As  much  as  that? 

Mr.  Butler.  Yes. 

Mr.  Lynch.  And  what  were  the  dividends  that  your  company 
paid  in  1942? 

Mr  Butler.  In  1942  we  paid  approximately  $150,000. 

Mr.  Lynch.  How  much  in  dividends  did  you  pay  in  1940? 

Mr.  Butler.  In  1940  we  paid  $12,900.  May  I  offer  a  word  of 
explanation? 

Mr.  Lynch.  Certainly. 

Mr.  Butler.  Our  company,  like  every  other  company  that  comes 
before  you,  is  an  unusually  different  situation. 

Mr.  Lynch.  You  are  different  from  everyj^ody  else;  is  that  it? 

Mr.  Butler.  Absolutely. 

Mr.  Lynch.  Let  me  see  if  you  are  quite  so  different. 

Mr.  Butler.  Different  in  this  respect,  if  I  may  add,  that  we  did  a 
great  deal  of  financing.  We  are  a  publicly  owned  company  registered 
with  the  Securities  and  Exchange  Commission.  We  conteniplateQ 
during  the  last  quarter  of  1939  a  rather  extensive  financing  program, 
that  is,  extensive  for  ourselves,  which  was  begun  early  in  1940  aim 
continued  throughout  1942  at  various  times,  and  the  growth  of  our 
company  is  far  in  excess  of  the  figures  that  I  have  cited. 


For  example,  our  shipments  have  increased  over  the  base  period 
average  at  the  rate  of  better  than  3,500  percent. 

Mr.  Lynch.  I  was  rather  surprised  when  you  said  that,  or  at  least 
indicated  that  because  the  price  of  your  material  has  not  been  in- 
creased, but  only  the  volume,  and  that  therefore  you  did  not  feel  that 
you  should  be  subject  to  renegotiation. 

Mr.  Butler.  I  have  not  contended  that  we  should  not  be  subjected 
to  renegotiations.  I  would  like  to  clarify  that.  We  do  not  suggest 
that  we  should  not  be  subjected  to  renegotiations.  Our  complaint 
is  what  we  think  is  an  unwise  administration  of  the  act. 

Mr.  Lynch.  Do  you  think  the  act  in  itself  is  all  right? 

Mr.  Butler.  I  see  no  substitute  for  it. 

Mr.  Lynch.  But  because  the  contacts  that  you  have  made  with  the 
Price  Adjustment  Board  personnel  have  not  been  as  friendly  as  you 
think  they  should  be,  or  is  it  because  they  have  different  views,  or  do 
you  think  it  is  personal  animosity  that  has  changed  this  very  good  law 
which  you  say  it  is,  to  something  which  works  out  very  disastrously 
to  this  company  that  has  increased  its  dividends  in  3  years  from 
$12,000  to  $150,000  per  annum? 

Mr.  Butler.  You  misunderstand  me  again.  I  do  not  say  it  is  a 
very  good  law. 

Mr.  Lynch.  It  is  the  only  law  that  fits  the  situation;  is  that  what 
you  said? 

Mr.  Butler.  I  agree  with  that  heartily.  It  is  an  expedient  to 
make  the  best  of  a  bad  situation. 

Mr.  Lynch.  And  you  are  still  in  favor  of  the  law  if  these  procure- 
ment or  these  price  adjustment  officers  were  not  too  tough;  is  that  it? 

Mr.  Butler.  It  is  not  a  question  of  being  so  tough.  It  is  a  question 
of  wise  and  unwise  administration. 

Mr.  Lynch.  Well,  I  suppose  they  are  taking  into  consideration 
not  only  the  amount  of  dividends  that  you  have  been  able  to  pay — 
and  by  the  way,  what  was  the  net  profit  before  taxes  of  your  company 
in  1937? 

Mr.  Butler.  I  do  not  have  the  figures  available. 

Mr.  Lynch.  What  do  you  think  they  were? 

Mr.  Butler.  I  will  give  you  the  figures  for  1939,  which  probably 
will  be  equally  amusing;  $40,000. 

Mr.  Lynch.  I  would  like  to  go  back  for  a  period  of  about  6  years 
and  then  we  can  get  a  fair  picture  of  what  the  thing  is.  If  you  have 
those  figures,  I  would  appreciate  it,  or  if  you  can  get  them  for  me. 

Mr.  Butler.  Again,  our  situation  is  different.  Prior  to  1940  our 
company  operated  as  a  partnership,  due  to  the  advantage  of  with- 
drawing all  profit  practically  prior  to  the  year-end  because  of  the 
favorable  tax  situation;  that  is,  it  was  more  favorable  to  individuals 
than  the  corporation. 

Mr.  Lynch.  You  disagree  with  Mr.  Bard  on  this? 

Mr.  Bulter.  I  do  not  disagree  with  him.  The  situation  has 
changed  rapidly  since  then.  In  the  base  period  the  tax  situation  was 
siich  that  the  individual  was  much  better  off  out  of  his  own  pocket 
fo  withdraw  his  profits  in  the  form  of  salary  rather  than  leave  them 
^^  liis  company.  The  situation  is  reversed  now.  That  is  why  I  have 
jonfined  our  figures  to  manufacturing  profit  rather  than  profit  before 
^^xos  because  it  is  the  only  fair  way  to  look  at  our  own  particular 
picture  since  the  vast  majority  of  these  companies  that  have  reported 
^^^  partnerships  or  proprietorships. 


290 


RENEGOTIATION   OF   WAR   CONTRACTS 


RENEGOTIATION   OP   WAR   CONTRACTS 


291 


Mr.  Lynch.  So  then  you  have  no  figures  of  what  the  Vinco  Corpora- 
tion did  in  1936,  1937,  and  1938,  for  the  reason  that  at  that  time  it 
was  not  a  corporation;  is  that  your  answer? 

Mr.  Butler.  I  can  approximate  the  figures. 

Mr.  Lynch.  Let  us  approximate  1937. 

Mr.  Butler.  Our  manufacturing  profit 

Mr.  Lynch  (interposing).  Net  profit  before  taxes. 

Mr.  Butler.  Profit  before  taxes  was  3.5  percent. 

Mr.  Lynch.  In  dollars  what  was  that? 

Mr.  Butler.  I  estimate  our  volume  to  have  been  approximately 
$200,000  during  that  period. 

Mr.  Lynch.  Well,  you  do  the  arithmetic.  In  dollars,  what  is  the 
net? 

Mr.  Butler.  $7,000. 

Mr.  Lynch.  In  1938,  what  was  the  net  profit  before  taxes? 

Mr.  Butler.  The  net  profit  before  taxes  in  1938  was  approximately 
9  percent  on  again  $200,000,  or  $18,000. 

Mr.  Lynch.  In  1940,  what  was  it? 

Mr.  Butler.  In  1940,  profits  before  taxes  were  29.83  percent. 
That  is  the  beginning  of  the  period  when  it  was  more  advantageous 
to  pay  taxes  as  a  corporation  rather  than  an  individual. 

Mr.  Lynch.  And  in  dollars? 

Mr.  Butler.  In  dollars,  it  was  $244,341. 

Mr.  Lynch.  Did  I  ask  vou  about  1939? 

Mr.  Butler.  No;  you  did  not. 

Mr.  Lynch.  What  was  the  figure  for  1939? 

Mr.  Butler.  Against  $200,000,  16  percent,  or  $32,000  profit  before 
taxes. 

Mr.  Lynch.  Now,  in  1941,  business  improved? 

Mr.  Butler.  1941,  $1,000,000  profit  bef3re  taxes. 

Mr.  Lynch.  $1,000,000  before  taxes;  now,  what  was  the  1942 
figure? 

Mr.  Butler.  $1,700,000. 

Mr.  Lynch.  What  was  the  invested  capital  in  1942  on  which  you 
made  $1,700,000? 

Mr.  Butler.  At  what  period?    At  the  end  of  the  year? 

Mr.  Lynch.  Yes;  at  the  end  of  the  year. 

Mr.  Butler.  Approximately  $700,000. 

Mr.  Lynch.  So,  on  $700,000,  you  had  net  profits  before  taxes  of 
$1,700,000;  is  that  right? 

Mr.  Butler.  That  is  right. 

Mr.  Lynch.  In  the  meantime,  have  the  dividends  increased,  have 
the  officers'  salaries  increased,  too? 

Mr.  Butler.  Officers'  salaries  have  increased. 

Mr.  Lynch.  Suppose  w^e  take  the  ofiicers'  salaries  commencing  at 
the  time  it  became  a  corporation;  1940.  What  was  the  salary  of  the 
president,  then? 

Mr.  Butler.  The  total  remuneration  of  the  president  in  1940  was 
approximately  $15,000. 

Mr.  Lynch.  \Mien  you  say  "approximate!}^,"  do  you  mean  by  that 
that  there  was  a  salary  plus  a  bonus? 

Mr.  Butler.  A  salary  plus  an  incentive  bonus  arrangement. 

Mr.  Lynch.  That  was  $15,000.  Now,  did  you  have  a  vice  president 
in  1940? 

Mr.  Butler.  Yes. 


Mr.  Lynch.  W^hat  did  he  get? 

Mr.  Butler.  Approximately  $12,000. 

^Ir.  Lynch.  And  the  treasurer,  what  did  he  get? 

Mr.  Butler.  Approximately  $8,000. 

Mr.  Lynch.  And  a  secretary? 

Mr.  Butler.  Secretary  and  treasurer  were  one. 

Mr.  Lynch.  He  probably  earned  his  money? 

Mr.  Butler.  Undoubtedly. 

Mr.  Lynch.  What  was  the  salary  of  the  president  in  1941? 

Mr.  Butler.  Approximately  $25,000. 

Mr.  Lynch.  And  what  did  he  get  in  1942? 

Mr.  Butler.  Approximately  $40,000. 

Mr.  Lynch.  Were  not  the  bonuses  in  1942  a  little  more  than  the 
bonuses  in  1941? 

Mr.  Butler.  Substantially  more. 

Mr.  Lynch.  What  was  his  basic  salary? 

Mr.  BuiLER.  His  basic  salary  in  1942,  $18,000;  and  in  1941, 
$12,000. 

Mr.  Lynch.  Would  you  look  at  those  records  and  see  if  you  have 
not  got  the  exact  figures,  because  when  you  say  "approximately,"  I 
think  probably  you  are  giving  him  the  better  of  the  guess,  and  I 
should  just  as  leave  have  an  accurate  figure,  if  you  have  it. 

Mr.  Butler.  I  have  not  them  available,  I  am  sorry.  But  if  I 
have  erred  it  is  on  the  short  side. 

Mr.  Lynch.  That  is,  you  have  said  that  he  has  gotten  less  than 
he  really  did  get? 

Mr.  Butler.  Yes,  probably. 

Mr.  Lynch.  For  vice  president,  what  was  the  incrase  from  1940 
to  1941? 

Mr.  Butler.  The  vice  president's  salary — at  that  time  that  was 
not  myself — his  total  remuneration  in  1941  was  approximately 
$20,000. 

Mr.  Lynch.  And  in  1942? 

Mr.  Butler.  Approximately  $30,000. 

Mr.  Lynch.  And  the  secretary- treasurer? 

Mr.  Butler.  About  $12,000  hi  1941  and  about  $12,000  in  1942. 

Mr.  Lynch.  So  that  in  fact  your  company's  dividends  have 
increased  from  $14,000  in  1937  to  $1,700,000  in  1942? 

Mr.  Butler.  No;  that  is  wrong.    You  said  dividends,  did  you  not? 

Mr.  Lynch.  Yes;  that  is,  if  I  said  dividends,  I  did  not  mean  it. 
I  meant  to  say  profits;  the  profits  of  your  company  have  increased 
from  $14,000  in  1937  to  $1,700,000  in  1942, 

Mr.  Butler.  That  is  correct. 

Mr.  Lynch.  Out  of  which  you  had  paid  dividends  from  $12,000, 
proximately  I  think  you  said,  up  to  around  $145,000;  is  that 
right? 

Mr.  Butler.  From  $12,900  total  dividends  paid  in  1940  to  divi- 
dends of  $147,000  in  1942. 

.  Mr.  Lynch.  And  the  meanwhile,  the  salaries  of  the  officers  have 
increased  in  3  years  by  about  three  times  what  the  salaries  were  of 
1940;  is  that  right? 

Mr.  Butler.  Approximately  that;  yes. 

^Ir.  Lynch.  In  spite  of  all  that,  you  say  renegotiation  is  all  right, 
but  you  just  cannot  get  along  with  the  price  adjustment  officers;  is 
ihat  correct? 
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Mr.  Butler.  No;  I  have  not  said  that. 

Mr.  Lynch.  I  mean,  that  is  the  inference. 

Mr.  Butler.  I  made  no  such  inference.  I  say  that  the  adminis- 
tration of  the  act  is  extremely  unwise.  You  are  citing  a  lot  of  figures 
here,  and  a  lot  of  them  have  no  relation  one  to  the  other.  They  are 
not  fair  comparisons.  If  you  will  confine  your  questions  to  a  fair 
procedure  of  discussing  margin  of  profit — that  is,  manufacturing 
profits — we  will  have  a  truer  picture  of  this  whole  situation.  If  you 
will  recognize  the  fact  that  during  these  years,  we  who  are  engaged 
in  probably  the  most  complex  manufacturing  operation  in  the  entire 
country — and  you  can  verify  that  with  Army  ordnance  or  the  Air 
Forces — that  we  have  increased  our  shipments  at  a  rate  of  3,500 
percent,  and  bettered  the  quality  of  our  product  without  the  aid  of  a 
nickel's  worth  of  assistance  from  the  Government 

Mr.  Lynch.  Do  you  think  that  I  have  been  unfair  in  propounding 
these  questions  as  to  what  profits  your  company  has  made  since  the 
war  began? 

Mr.  Butler.  I  believe  your  method  of  comparison  is  unfair. 

Mr.  Lynch.  You  are  looking  at  it  from  the  viewpoint  of  percentage 
on  sales  while  the  Government,  that  is  paying  out  the  money,  cannot 
look  at  percentage  on  sales ;  the  Government  must  look  at  the  amount 
of  money  that  it  pays  out  as  the  purchase  price  of  articles  that  it 
buys ;  is  that  not  right? 

Mr.  Butler.  That  is  correct. 

Mr.  Lynch.  I  am  approaching  it  from  the  point  of  view  of  the  tax- 
payers of  the  country — and  that  is  the  Government — to  find  out  how 
much  profit  you  have  made  on  your  invested  capital.  And  as  of 
December  31,  1942,  I  think  you  said  you  had  $700,000  invested  cap- 
ital.    In  that  year  you  made  a  net  profit  before  taxes  of  $1,700,000. 

Mr.  Butler.  That  is  correct. 

Mr.  Lynch.  There  is  nothing  unfair  in  making  that  statement. 
That  is  a  fact,  is  it  not? 

Mr.  Butler.  That  is  the  fact. 

Mr.  Lynch.  And  that  is  not  comparing  it  with  anything  else? 

Mr.  Butler.  No. 

Mr.  Lynch.  I  have  not  compared  it  with  any  other  year? 

Mr.  Butler.  No. 

Mr.  Lynch.  So  that  is  not  unfair.  Now,  in  1941,  you  made  a 
profit  of  something  like  $1,000,000  and  I  presume  that  it  was  on  about 
the  same  net  invested  capital,  probably  a  little  less. 

Mr.  Butler.  Substantially  less.  Our  invested  capital  as  of  Decem- 
ber 31,  1941,  was — I  have  misinformed  you.  I  am  talking  about 
investment  in  plant  and  equipment.  Our  invested  capital  was 
$1 ,250,000  as  of  December  31,  1942. 

Mr.  Lynch.  You  still  made  $1,750,000  on  $1,250,000  of  invested 
capital? 

Mr.  Butler.  Which  in  my  opinion  is  utterly  meaningless. 

Mr.  Lynch.  But  it  is  a  lot  of  money. 

Mr.  Butler.  Yes;  it  is  a  lot  of  money.  , 

Mr.  Lynch.  It  was  sufficient  to  enable  you  to  increase  officers 
salaries  by  three  times  that  of  1940  and  dividends  from  $13,000  m 
1940  to  $148,000  in  1942;  is  not  that  correct? 

Mr.  Butler.  Should  any  consideration  be  given  to  the  fact  that  in 
1939  we  had  less  than  $80,000  invested  in  plant  and  equipment,  and 


•^  December  1942  we  had  over  $700,000  invested  in  plant  and  equip- 
ment— our  own  funds? 

Ut.  Lynch.  In  1939,  you  made  a  fair  profit  of  $32,000  on  $80,000 
invested.  That  was  the  reason  for  refinancing  your  company,  because 
you  had  a  good  company,  and  you  could  refinance  it  and  go  into  this 
business;  is  not  that  correct? 

Mr.  Butler.  That  is  correct. 

Mr.  Lynch.  And  on  that  refinancing,  and  on  a  $700,000  invested 
capital — or  rather  an  invested  capital  of  $1,250,000,  as  you  have  just 
corrected  it — you  made  a  profit  of  $1,700,000. 

Mr.  Butler.  No  denying  that.  But  I  submit  again  it  is  meaning- 
less. 

Mr.  Lynch.  That  is  all. 

The  Chairman.  Mr.  Disney  is  recognized. 

Mr.  Disney.  Why  do  you  say  those  figures  are  meaningless,  Mr. 

Butler?  .  .       ,  ^    .    . 

Mr.  Butler.  There  are  many  mdustries  that  earn  their  mvested 
capital  100  percent,  even  in  normal  times.  Any  statistical  organiza- 
tion can  furnish  you  with  those  industries.  Ours  has  always  been  an 
extremely  high  profit  operation. 

Mr.  Disney.  What  do  j^ou  make,  Mr.  Butler? 

Mr.  Butler.  Our  manufacturing  profit  in  1942  was  38.74  percent. 
Our  manufacturing  profit  for  the  base  period,  the  average  manufac- 
turing profit  for  the  base  period,  was  38.74  percent. 

Mr.  Disney.  You  mean,  the  base  excess  profits  period,  1936,  1937, 

1938,  and  1939? 

Mr.  Butler.  Yes.  In  other  words,  our  manufacturing  profit  was 
identically  the  same  to  the  decimal  point  in  1942  a^  it  was  during  the 
base  period,  and  we  did  not  do  bookkeeping  to  arrive  at  it. 

Mr.  Disney.  What  do  you  manufacture? 

Mr.  Butler.  We  manufacture  gages;  precision  machine  tools,  pre- 
cision inspection  equipment.  We  are  among  the  largest — probably 
the  fourth  or  fifth  largest  manufacturer  of  gages  in  the  country. 

Mr.  Disney.  Why  do  you  say  this  is  what  is  called  a  high-profit 
manufacturer? 

Mr.  Butler.  Because  of  the  extreme  risk  mvolved  in  the  work  that 
we  do.  We  work  to  million ths  of  an  inch;  tolerances  range  anywhere 
from  one  or  two  micro  inches  or  million  ths  of  an  inch  up  to  ten  thou- 
sandths of  an  inch;  one-ten  thousandths  of  an  inch  is  about  one-twen- 
tieth the  thickness  of  one  of  your  hairs. 

Mr.  Disney.  Just  one  word  about  this  matter  of  salaries,  salaries 
and  bonuses.  The  salaries  and  bonuses  discussed  here — were  those 
bonuses  dividend  bonuses  or  bonuses  paid  out? 

Mr.  Butler.  They  were  bonuses  predicated  on  profit;  that  is, 
remuneration  received  in  excess  of  established  basic  salaries  predicated 
on  net  profit. 

Mr.  Disney.  Is  yours  a  rather  personal  organization  of  a  small 
group  of  men  working  at  it? 

Mr.  Butler.  We  employ  970  people. 

Mr.  Disney.  I  meant  the  organization. 

.  Mr.  Butler.  Our  organization  is  fairly  large;  you  mean  the  associa- 
tion that  I  am  representing? 
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Mr.  Disney.  I  mean  your  company;  is  that  a  small  group  of  men 
who  are  interested  in  this  particular  kind  of  manufacture — your  pres- 
ident and  your  vice  president? 

Mr.  Butler.  Yes — I  just  do  not  understand  your  question,  Mr. 
Disney. 

Mr.  Disney.  I  mean  the  fellows  who  are  running  this  company; 
are  they  a  group  of  fellows  who  started  with  it  and  have  carried  it 
through  on  their  own  funds? 

Mr.  Butler.  This  company  has  been  in  existence  for  25  years,  and 
through  the  foresight  of  some  individuals  who  recognized  an  oppor- 
tunity, which  was  wholly  unrelated  to  the  prospect  of  war,  this  business 
was  financed,  negotiations  begun  about  September  of  1939,  and  as  a 
result  of  these  negotiations  with  a  banking  firm,  the  salaries  of  the 
officers  were  put  at  what  was  considered  ridiculously  low  levels  with 
a  liberal  bonus  arrangement  so  that  salaries  would  not  be  too  much; 
that  is,  basic  salaries  would  not  be  too  much  of  a  burden  until  the 
company  had  sufficiently  established  itself  to  pay  the  salaries  that  were 
thought  to  be  commensurate  with  their  ability. 

Mr.  Disney.  You  say  these  small  salaries  were  fixed  on  account  of 
your  refinancing  with  the  banking  firm? 

Mr.  Butler.  Yes. 

Mr.  Disney.  Which  required  it? 

Mr.  Butler.  That  is  correct. 

Mr.  Disney.  "What  impression  are  we  to  get  from  the  fact — and  I 
am  using  your  words,  not  mine — that  your  manufacturing  profit  dur- 
ing the  base  years,  for  excess  profits,  was  the  same  as  for  1942? 

Mr.  Butler.  The  inference  is  this,  that  there  have  been  charges  of 
profiteering,  an  unpleasant  subject.  And  I  pointed  out  that  our  manu- 
facturing profit — and  I  am  speaking  of  our  own  company — is  identi- 
cally the  same  as  it  was  during  the  base-period  average.  In  other 
words,  we  have  not  used  this  period  of  emergency  to  increase  our 
margin  of  profit.  The  increased  profits  earned  have  come  about  solely 
as  a  result  of  increased  volume. 

Mr.  Disney.  Will  you  read  me  the  last  sentence  or  two  of  your 
prepared  statement? 

Mr.  Butler.  I  have  made  reference  to  an  unwise  administration- 
is  that  what  you  want;  is  that  where  you  want  me  to  begin? 

Mr.  Disney.  Yes. 

Mr.  Butler  (continuing  reading).  Of  the  Renegotiation  Act;  un- 
warranted charges  of  profiteering;  comparisons  with  wholly  unrelated 
industries;  a  definite  lack  of  knowledge  of  our  business  and  the  prob- 
lems thereof;  attempts  at  coercion;  all  these  and  many  other  ex- 
periences have  been  encountered  by  members  of  our  association  which 
I  beUeve  definitely  indicates  unwise  administration.  Again,  it  is  the 
experience  of  many  of  our  members  that  effecting  a  settlement  with 
the  Price  Adjustment  Board  is  meaningless  due  to  the  fact  that  uj 
spite  of  having  effected  a  so-called  final  settlement,  the  process  of 
renegotiation  goes  on  and  on. 

Mr.  Disney.  The  word  ^'coercion''  attracted  my  attention.  Will 
you  tell  me  what  you  mean  there? 

Mr.  Butler.  A  personal  experience,  Mr.  Disney.  It  happened  ui 
one  of  my  appearances  before  the  regional  board  in  Detroit.  One  oj 
the  members  of  the  panel  leaned  over  and  said  quite  distinctly,  and 
speaking  as  an  individual — but  one  member  of  the  board — he  would 


be  perfectly  willing  not  to  attack  the  company  from  the  point  of  view 
of  remuneration  paid  officers  providing  we  agree  to  the  settlement 
that  was  requested. 

I  think  that  is  coercion. 

Mr.  Disney.  Have  you  completed  the  renegotiation? 

Mr!  Butler.  No.  When  it  started  out,  they  wanted  $650,000. 
Then  it  got  up  to  $778,000.     Now  it  is  $998,000.     And  I  am  scared 

to  go  back. 
Mr.  Disney.  Suppose  it  is  $998,000;  what  shape  will  that  leave 

you  in?  . 

Mr.  Butler.  It   would   take   approxmaately   50   percent   of   our 

working  capital. 

Mr.  Disney.  You  know  of  no  way  of  stopping  them,  if  they  want 
to  do  that,  do  you? 

Mr.  Butler.  No;  there  are  all  sorts  of  ways 

Mr.  DiPNEY.  I  do  not  know  but  one  that  you  have  got. 

Mr.  Butler.  Sanctions;!  do  not  know  how  they  can  take  it.  They 
can  instruct  our  customers  to  withold  money  due  us  and  eventually 
get  us  into  such  shape,  the  Government  would  have  to  take  over  the 
management  of  our  company. 

We  have  no  way  of  battling  them  except  to  refuse  to  make  deliveries 
to  our  customers  who  refuse  to  pay  us. 

Mr.  Disney.  I  did  not  hear  the  last  part  of  that  answer. 

Mr.  Butler.  We  have  no  way  at  all  of  combating  the  situation 
except  to  refuse  to  make  deliveries  to  those  customers  who  are  delin- 
quent in  their  payments  to  us.  Now,  we  have  not  reached  that 
stage  yet.  I  have  been  given  to  understand  that  no  sanctions— I 
term  these  things  "sanctions"— would  be  applied,  but  the  fact  remains 
that  that  can  happen. 

Mr.  Disney.  Well,  it  was  in  the  public  press  that  substantial 
sanctions  would  be  applied  unless  contractors  ceased  to  be  recalcitrant. 

Let  me  ask  you  this  question.  What  was  your  statement  to  the 
effect  that  the  board  had  admitted  you  could  not  do  business  on  the 
basis  first  suggested? 

Mr.  Butler.  On  arriving  here  in  Washington  before  the  national 
board,  to  which  om*  case  was  submitted,  we  were  given  an  opportunity 
to  again  review  our  situation  and  we  were  comphmented  on  what  was 
stated  to  be  an  outstanding  record  in  our  industry.  They  arrived 
at  a  margin  of  profit  of  13%  percent  on  this  adjusted  sales  basis,  which 
is  approximately  9.4  percent  on  the  sales  that  we  actually  made. 

In  discussing  our  problem  with  this  particular  panel,  I  pointed 
out  that  we  w^ould  not  dare  operate  on  the  margin  of  profit  that  they 
were  suggesting,  that  we  make  a  settlement  on,  and  which,  inci- 
dentally, we  are  expected  to  conduct  our  future  operations  on,  if 
We  settle.  They  were  in  perfect  agreement  with  that,  that  we  could 
not  attempt  an  operation  on  such  a  low  margin  of  profit. 

I  cannot  see  the  logic  of  expecting  us  to  effect  a  settlement  on  a 
niargin  of  profit  that  is  not  fair.  If  that  line  of  reasoning  holds,  I 
ought  to  be  able  to  go  back  to  my  insurance  company  and  collect  my 
premiums  for  last  year  because  I  did  not  die  last  year. 
.  Mr.  Disney.  Can  you  operate  on  the  margin  of  profit  you  have 
indicated? 

Mr.  Butler.  We  definitelj^  could  not ,  assuming  the  risks  that  we  do. 

Mr.  Disney.  What  would  be  your  recourse? 
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Mr.  Butler.  Our  recourse? 

Mr.  Disney.  Yes.     What  would  you  do? 

Mr.  Butler.  We  could  operate  the  business  for  the  Government. 

Mr.  Disney.  That  is  all. 

Mr.  Butler.  We  have  a  backlog  of  business,  and  have  had  for  the 
past  three  years,  at  all  times.  It  averages  from  5  to  6  months.  That 
is  due  to  the  fact  that  there  are  not  two  or  three  shops  in  the  country 
that  can  do  our  type  of  work. 

Now,  we  accept  this  business  on  a  price  basis.  It  is  not  time  and 
material  work.  It  is  quoted  price.  And  all  during  1941  and  1942, 
we  were  faced  with  a  spiral  of  labor  costs  that  we  could  do  nothmg 

about. 

We  have  got  exactly  the  same  situation  now;  it  is  slightly  different- 
let  me  put  it  that  way,  insofar  as  labor — that  is,  labor  and  salaries- 
represent  almost  60  percent  of  the  selling  price,  of  the  things  we  make. 
On  this  adjusted  sales  basis  of  accounting,  it  will  be  substantially  more 

than  that. 

Now,  an  increase,  as  I  pointed  out  in  my  statement,  of  from  15  to 
20  percent  in  labor  and  wages  would  entirely  wipe  out  this  suggested 
margin  of  profit.     And  we  have  no  control  over  labor  and  wages. 

Mr.  Knutson.  Mr.  Butler,  I  concede  that  the  figures  that  you  gave 
to  the  committee  might  arouse  the  envy  of  less  fortunately  situated 
individuals  and  concerns.  You  know,  we  have  a  school  of  thought 
in  this  country  that  contends  that  a  concern  making  pickaxes,  using 
common  steel,  should  have  the  same  profit  as  the  company  that  makes 
hairsprings  for  watches. 

Do  you  get  the  point? 

Mr.  Butler.  I  have  talked  to  some  of  them;  yes. 

May  I  point  out  another  thing  that  has  not  been  brought  to  light 
with  respect  to  oiu*  own  company?  j.       i 

The  contention  seems  to  be,  in  arriving  at  this  method  of  adjusted 
sales,  that  you  have  made  too  much  money  because  the  price  that 
you  got  for  what  you  sold  was  too  high.  There  is  another  school  of 
thought  on  that.     Maybe  it  is  because  our  costs  were  too  low. 

It\as  been  pointed  out  to  Ordnance,  who  has  attempted  our 
renegotiation,  that  our  actual  dollar  costs  concerning  selling  adminis- 
trative and  general  expense  was  less  in  1942  than  it  was  in  1941. 
We  think  that  is  an  amazing  record  in  view  of  the  fact  of  such  a  ter- 
riffic  expansion.  . 

We  have  heard  utterances  from,  I  believe,  the  Under  Secretary  ol 
War  that  a  company  such  as  ours  should  be  allowed  to  make  from 
one-third  to  one-half  the  margin  of  profit  that  it  enjoyed  during  the 
base  period.  And  I  assume  that  whether  it  is  one-third  or  one-haJt 
is  dependent  upon  the  job  you  have  done,  what  your  contribution 
has  been  to  the  war  effort. 

Assume  that  our  average  margin  of  profit  in  the  base  period  were 
39  percent.  One-half  of  that  would  be  19  percent.  I  repeat  that 
Ordnance  will  agree  that  ours  is  one  of  the  outstanding  examples  ot 
expansion  in  the  entire  industry. 

Mr.  Knutson.  Has  the  Government  at  any  time  advanced  you 
any  money  for  buildings  or  equipment? 

Mr.  Butler.  We  are  now  operating  a  new  facility  which  went  mi^^ 
operation  the  1st  of  January  1943,  and  from  which  we  received  no 


benefit  whatsoever  during  1942.  The  new  facility  represents  a  cost 
to  the  Government  of  approximately  $1,000,000. 

They  repudiated  an  agreement  with  us  whereby  we  were  to  obtain 
working  capital,  or  call  it  left-handed  working  capital;  we  were  to 
get  an  advance  on  a  pool  purchase  order. 

That  agreement  has  been  repudiated  and  we  cannot  obtain  that 
money.  We  are  badly  in  need  of  it.  We  are  faced  with  the  prospect 
of  losing  50  percent  of  our  working  capital,  which  would  leave  us  with 
$250,000  of  working  capital  to  operate  a  $7,000,000  business.  I  am 
extremely  fearful  that  when  we  apply  for  a  V-loan  we  will  be  told, 
"get  your  renegotiation  problem  out  of  the  way." 

The  Chairman.  We  thank  you  for  your  appearance  and  the  testi- 
mony you  have  given  the  committee. 

Mr.  Butler.  I  thank  you  for  your  courtesy. 

The  Chairman.  The  next  witness  on  the  calendar  is  Mr.  Ernest 
W.  Schneider. 

Will  you  give  the  reporter  your  full  name,  your  address,  and  state 
the  capacity  in  which  you  appear. 

STATEMENT  OF  ERNEST  W.  SCHNEIDER,  VICE  PRESIDENT,  HUD- 
SON SCREW  MACHINE  PRODUCTS  CO.,  AND  VICE  PRESIDENT, 
NATIONAL  SCREW  MACHINE  PRODUCTS  ASSOCIATION 

Mr.  Schneider.  I  am  vice  president  of  the  National  Screw  Machine 
Products  Association,  and  it  is  in  that  capacity  that  I  appear  before 
you  this  afternoon. 

The  Chairman.  You  may  proceed. 

Mr.  Schneider.  Mr.  Chairman  and  gentlemen,  the  facts  that  I 
wish  to  present  today  have  to  do  only  with  the  industry  I  am  con- 
nected with,  first,  as  an  oflicer  of  the  National  Screw  Machine  Prod- 
ucts Association,  and  secondly,  as  a  manufacturer  of  screw-machine 
products  who  has  been  connected  directly  with  this  industry  for  many 
years. 

I  wish  to  point  out  to  you  from  the  small  businessman's  viewpoint 
the  harmful  effects  of  renegotiation  to  our  industry  as  it  is  being  applied 
today  without  consideration  given  for  our  future  after  the  war. 

These  facts  will  be  divided  into  three  classifications: 

First.  The  important  part  the  screw-machine-products  industry 
played  voluntarily  in  the  war  program; 

Second.  The  excess  machine  capacity  that  will  exist  after  the  war 
is  over; 

Third.  Our  reemployment  problem  and  future. 

In  order  to  understand  the  kind  of  work  the  screw-machine-products 
industry  does,  you  must  understand  what  a  screw  machine  is.  We 
do  not  manufacture  screw  machines;  we  buy  screw  machines  from 
machine-tool  builders  and  we  sell  the  special  products  that  are  made 
from  these  machines. 

The  screw  machine  in  principle  is  an  automatic  lathe  that  fabricates 
bar  stock  such  as  steel,  brass,  and  aluminum. 

.  It  is  a  highly  specialized  industry,  for  the  operation  of  these  machines 
IS  complicated.  Probably  the  most  complete,  yet  brief,  description 
I  can  give  you  is  from  the  article  published  in  the  September  issue  of 
fortune  magazine  describing  our  industry. 
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The  secret  of  the  screw-machine  industry  lies  in  the  twin  arts  of  lay-out  and 
set-up.  The  lay-out  man,  who  must  be  part  metallurgist,  engineer,  and  tinkerer 
with  the  penny-saving  sense  of  a  Shylock  if  he  is  to  make  a  profit,  must  plan  the 
job  first  on  paper.  He  must  decide  the  kind,  number,  and  size  of  tools.  He 
must  plan  the  different  operations — turning,  forming,  drilling,  threading,  milling 
slotting,  etc. — and  the  sequence  in  which  they  must  occur.  Most  important,  he 
must  design  the  cams  and  drums  that  will  cause  the  machine  to  function  auto- 
matically, or  to  "index"  properly. 

The  set-up  man  must  translate  the  ideas  of  the  lay-out  man  into  actual  per- 
formance. 

Making  screw-machine  products  is  dirty,  noisy  work.  Even  a  small  shop 
with  less  than  30  machines  is  an  inferno.  The  uneven  clank  and  chatter  of  the 
machines  is  more  nerve  racking  than  the  louder  din  of  a  boiler  factory.  From 
many  jets  and  nozzles  on  the  machines  spouts  the  cutting  fluid — usually  a  chemi- 
cally treated  oil — to  carry  away  the  heat  of  the  operation,  and  its  sweetish,  warm 
reek  is  everywhere.  The  floor  is  littered  with  chips,  curls,  waste,  and  piles  of 
greasy  sawdust  or  sand  to  sop  up  the  spilled  coolant.  Huge  baskets  or  racks 
of  finished  products  stand  around,  waiting  to  be  carted  off  to  "second  operation" 
departments,  or  for  inspection  and  shipping. 

The  screw-machine-products  industry  in  normal  times,  as  you  can 
see  from  this  description,  is  not  a  very  attractive  business. 

The  profits  are  not  large  and  are  the  first  to  fluctuate  with  the  rise 
and  fall  of  the  prosperity  of  the  country. 

Because  we  are  essentially  a  service  industry,  we  do  not  create  our 
own  markets  for  our  product.  We  must  rely  on  the  ingenuity  and 
development  of  the  products  that  require  screw-machine  parts  to  get 
our  business. 

To  point  out  this  fact,  the  National  Screw  Machine  Products 
Association  several  months  ago  engaged  the  accounting  firm  of  Wilson, 
Finnic  &  Co.  to  make  a  detailed  report  of  the  industry  from  their  own 
investigation  and  I  quote  from  this  report: 

The  screw-machine-products  industry  is  truly  a  small  business  industry.  The 
high  degree  of  skill  and  ingenuity  needed  in  operating  the  machinery  to  its  best 
advantage  in  the  manufacture  of  the  multiplicity  of  diff"erent  parts  and  the  fact 
that  sales  are  to  a  great  extent  promoted  through  exercising  of  such  ingenuity  in 
devising  new  applications  of  these  highly  flexible  machines  has  very  naturally 
resulted  in  owner-managed  businesses  rather  than  the  absentee  ownership  which 
is  possible  in  the  fixed-product  consumer-customer  businesses.  Furthermore,  the 
difficulties  attendant  on  size  are  not  compensated  by  other  economies.  Where  it 
is  possible  in  a  consumer-goods  industry  to  build  a  consumer-demand  market,  and 
produce  great  quantities  of  a  superior  product  at  less  cost  than  a  small  business 
could  meet,  through  spreading  engineering  and  preparation  costs  and  through 
quantity  purchase  economies,  etc.,  no  such  savings  are  available  in  the  screw- 
machine-products  industry  because  the  market  for  any  one  item  is  primarily  de- 
pendent on  the  sales  of  the  finished  product  of  which  it  is  only  a  part.  Likewise, 
relatively  small  business  may  be  as  fully  integrated  as  a  large  one  since  there  are 
no  equipment  units  required  which  are  tremendously  costly  (as  compared  with,  for 
instance,  the  steel  business  where  one  equipment  unit  may  cost  millions). 

The  screw-machine-products  industry,  therefore,  was  one  of  the  first 
industries  to  feel  the  effects  of  war  production  and  it  has  been  estimated 
that  last  year  approximately  800  small  companies  produced  approxi- 
mately 30,000,000,000  parts  valued  at  about  $800,000,000. 

This  can  be  more  readily  understood  if  we  think  of  an  ordinary  air- 
plane carburetor  containing  more  than  500  screw-machine  parts  and 
a  Nordon  bomb  sight  containing  1,733  parts. 

For  this  industry  to  produce  these  30,000,000,000  parts  a  year, 
called  upon  the  ingenuity  of  those  in  the  industry  to  tackle  a  problem, 
the  like  of  which  was  never  done  before. 

The  training  time  necessary  to  operate  and  set  these  complicated 
automatic  machines  takes  approximately  4  years.     Therefore,  it  was 


only  logical  to  assume  that  the  best  people  equipped  to  handle  this. 
job  would  be  those  already  in  the  business  for  you  could  jiot  take  un- 
skilled men  and  make  screw-machine  operators  out  of  them  overnight: 

The  industry  was  asked  to  produce  and  it  did  produce.  But  in 
order  to  do  this,  it  called  for  the  expenditure  of  money  into  additional 
plant  equipment  that  was  not  available  at  the  time  the  war  program 
got  under  wav.  The  machines  cost,  depending  on  the  type,  from 
$2,000  to  $12,000  each. 

In  the  majority  of  cases,  because  this  industry  consists  of  small 
businesses  (of  the  800  companies  64  percent  operate  less  than  20 
machines),  this  additional  plant  capacity  was  purchased  by  the 
owners  themselves  and  was  not  financed  by  the  Government. 

Those  in  the  screw-machine-products  industry  realized  that  if  they 
did  not  make  these  parts  there  would  not  be  anyone  else  able  to  do  so. 

Our  industry  inspired  by  the  insistent  demands  of  the  Government 
to  produce  more  parts,  spent  our  private  capital  in  additional  plant 
and  equipment. 

We  could  have  purchased  Government  bonds  and  have  our  money 
today,  but  we  realized  it  was  our  job  to  produce  more  screw-machine 
parts  which  in  turn  meant  more  tanks,  ships,  airplanes,  and  war 
equipment.  Dollars  alone  cannot  win  this  war,  but  our  ability  to 
produce  will  shorten  this  war. 

Our  industry  started  into  the  production  of  war  material  as  far  back 
as  1940.  Many  sacrificed  very  profitable  civilian  business  to  take  on 
doubtful  war  business. 

Most  companies  in  the  screw-machine  business  assisted  one  another 
in  how  to  make  certain  parts,  especially  those  companies  who  were  not 
in  the  jobbing  industry  but  made  completed  articles  for  sale  and  who 
had  screw  machines  for  their  own  use,  but  were  not  equipped  nor  able 
to  do  the  close  tolerance  work  that  the  war  program  called  for. 

We  unselfislily  gave  the  secrets  of  our  business  to  the  war  effort. 

This  was  the  only  way  that  we  could  ever  hope  to  produce  the 
30,000,000,000  parts — we  had  to  get  every  screw  machine  running. 

The  background  of  the  industry  proves  there  was  not  sufficient 
screw  machines  in  existence  to  handle  all  of  this  work. 

Consequently,  machine-tool  builders  greatly  increased  their  pro- 
duction and  this  additional  equipment  for  the  most  part  was  given  to 
prime  contractors. 

Because  of  the  size  of  most  of  the  companies  in  the  screw-machine- 
products  industry  and  the  fact  that  the  industry  is  a  jobbing  industry,. 
the  majority  of  the  work  that  we  do  is  on  a  subcontracting  basis.  This, 
in  most  cases,  puts  us  far  down  on  the  urgency  list  for  getting  addi- 
tional equipment.  Although  we  did  get  some,  the  far  greater  propor- 
tion of  the  machinery  went  to  prime  contractors  and  in  many  cases 
these  prime  contractors  are  our  customers. 

Some  of  these  prime  contractors  that  got  machines  did  not  know 
how  to  operate  them  and  in  many  cases  men  were  taken  from  the  job- 
f^mg  industry  and  often  the  men  that  our  industry  was  training  for  the 
replacement  of  those  to  be  released  to  the  armed  forces. 

figures  of  the  number  of  machines  now  producing,  shows  that  today, 
J^ost  of  the  old  equipment  is  in  the  jobbing  shop  screw-machine  indus- 
try and  the  new  equipment  is  in  the  hands  of  our  customers  or  Govern- 
ment-owned plants. 
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At  the  conclusion  of  this  war,  the  machines  in  the  hands  of  our 
customers  will  naturally  be  running  first  and  the  screw-machine- 
products  industry  will  be  forced  to  take  the  overflow,  if  any. 

Our  company  can  speak  from  experience  for  during  the  last  war  we 
had  one  of  the  largest  screw-machine  companies  in  the  Middle  West 
doing  jobbing  screw-machine  work. 

We  built  a  big  business  and  did  a  marvelous  production  job.  We 
built  a  business  so  big  and  did  so  much  work  for  the  war  effort  that 
less  than  6  months  after  the  war  was  over,  the  company  was  bank- 
rupt. This  is  what  we  are  fighting  to  prevent  from  happening  a 
second  time. 

This  is  why  we  are  so  deeply  concerned  with  renegotiation;  for  in 
arriving  at  a  fair  profit  there  is  nothing  that  will  allow  the  renegotiator 
to  provide  for  post-war  contingencies. 

There  is  nothing  that  will  enable  them  to  give  to  us  in  the  screw- 
machine-products  industry  any  reserve  to  prepare  ourselves  for  that 
"vacation  period"  we  will  be  forced  to  take  when  this  war  is  over. 

"We  must  keep  our  organization  intact  so  that  we  can  go  back  to 
our  customers  6  months  or  a  year  or  more  later  and  show  him  by  cost 
figures,  and  lower  selling  prices  that  we  in  the  screw-machine-products 
industry  can  sell  him  screw-machine  parts  cheaper,  in  most  instances. 
This  is  because  we  are  specialists  in  a  specialized  field. 

Our  industry  will  also  have  a  reemployment  problem  when  this  war 
is  over,  for  we  have  12,000  boys  from  our  factories  in  the  service. 
This  is  also  a  vital  part  of  the  war  problem  to  employ  these  boys  when 
they  get  back  and  right  now  their  future  in  our  industry  looks  pretty 
dark. 

We  are  pessimistic  of  the  future  as  it  relates  to  our  ability  to  make 
ends  meet  when  this  war  is  over,  for  we  will  be  buried  with  war  debts 
along  with  our  business  liabilities  that  cannot  be  paid  with  frozen 

Assets. 

I  personally  believe  there  is  a  need  for  renegotiation.  Our  industry 
profits  have  increased  due  to  the  war  demands  at  an  accelerated  rate 
that  was  brought  about  only  by  large  volume. 

Our  sales  prices  have  been  frozen  since  March  31,  1942. 

We  beheve  that  through  our  contacts  with  the  local  price  adjust- 
ment boards,  they  are  giving  the  best  offers  possible  under  the  law  as 
it  is  written.  ^     .  , 

If  the  industry  had  any  reason  to  believe  that  renegotiation  would 
be  so  drastic,  we  would  never  have  committed  ourselves  to  certain 
obligations  by  taking  money  we  thought  was  ours  and  reinvesting  m 
plant  and  equipment.  '  . 

Our  industry's  growth  before  the  war  was  made  possible  by  remvest- 
ing  profits  in  the  business  and  was  a  long,  hard  pull. 

If  we  are  forced  to  put  a  bank  loan  or  borrow  money  for  the  con- 
tinuance of  our  business,  there  is  something  fundamentally  wrong  witn 
the  rules  that  make  us  resort  to  such  action. 

The  money  that  we  invested  in  the  expansion  of  our  factories  was 
prompted  by  our  earnest  desire  to  help  and  the  absolute  necessity  for 
the  early  development  of  war  production. 

In  conclusion  I  wish  to  make  the  following  suggestion:  That  con- 
sideration be  given  to  the  amount  of  profit  after  consideration  of  taxes. 
This  is  most  important,  for  in  our  industry  the  base  period  of  193o 
1939  is  particularly  bad,  and  I  quote  from  the  report  of  Wuson, 
Finnic  &  Co. 


For  taxpayers  as  a  whole  the  composite  net  income  before  taxes  fof  the  1  §36-39 
period  approximated  80  percent  of  the  last  preceding  period  ot  prosperity  in 
1926-29.  Business  in  general  sustained  no  loss  years  during  the  1936-39  period* 
Your  industry  had  only  2  fair  years  (1936  and  1937),  1  year  when  a  small  profit  wa« 
realized  (1939)  and  1  year  (1938)  when  you  lost  $40  per  primary  machine.  Yotff 
industry's  composite  profit  per  machine  before  taxes  was  only  $370  for  the  193l»-39 
period  as  compared  with  $580  for  the  4  years  1926  through  1929.  This  $370  profit 
per  machine  (1936  through  1939)  is  only  64  nercent  of  the  1926  thf6tigll  1929 
industry  average.  In  other  words,  on  the  basii?of  this  comparison,  yoxif  ifidustry 
was  so  far  below  the  country  as  a  whole  during  the  1936-39  period  that  the 
industry's  average  profits  over  this  period  would  need  to  be  increased  just  one- 
fourth  to  put  your  industry  on  a  parity  with  the  then  general  business  conditions. 

With  this  background  for  calculating  the  basis  of  excess  profits 
for  income-tax  payment  and  also  for  renegotiation,  leaves  the  screw- 
machine-products  industry  with  practically  nothing,  for  although  if 
after  the  renegotiation  there  should  be  left  a  satisfactory  profit 
percentagewise,  the  income-tax  law  takes  away  everything  else. 
That  is  why  we  must  consider  the  effect  of  taxes  along  with  renegotia- 
tion. 

The  excess-profits-tax  law  recognizes  the  need  for  post-war  credits, 
but  after  renegotiation  this  post-war  credit  is  greatly  reduced  or 
eliminated  altogether. 

We  do  not  feel  that  just  because  we  have  done  a  good  job  for  the 
war  effort  that  we  should  be  allowed  an  annuity  for  life  so  that  we 
can  sit  back  and  live  off  the  profits  of  war.  This  is  furthest  from 
our  minds,  for  we  are  not  planning  post-war  dividends,  but  post-war 
survival. 

We  thank  you  kindly  for  the  opportunity  you  have  given  us  to 
present  the  problem  of  our  industry,  and  we  feel  confident  that  through 
this  democratic  process  of  law  our  industry  will  be  fairly  considered. 

Mr.  Lynch.  Mr.  Schneider,  do  you  not  feel  that  this  renegotiation 
law  has  helped  the  Government  in  finding  out  what  is  a  fair  price 
for  the  material  that  has  been  bought? 

Mr.  Schneider.  A  fair  price  for  materials  that  they  are  buying? 

Mr.  Lynch.  Not  only  for  what  they  are  buying,  but  for  what  they 
have  bought. 

Mr.  Schneider.  Yes,  I  think  so. 

Mr.  Lynch.  Then  you  can  see  some  good  purpose  in  having  such 
A  law? 

Mr.  Schneider.  I  do. 

Mr.  Lynch.  Then  I  do  not  just  get  your  opposition  to  a  continuance 
of  it,  in  view  of  the  fact  that  mass  production  is  still  going  on,  changes 
are  being  made  constantly  in  specifications,  and  new  inventions  and 
the  like  are  being  made.  Under  those  circumstances  it  seems  to  me 
that  renegotiation  should  be  continued. 

Mr.  Schneider.  I  heartily  feel  that  renegotiation  should  be 
continued.  The  only  thing  I  specifically  think  should  be  taken  into 
consideration  in  our  industry  is  the  tax  situation.  If  renegotiation 
should  leave  us  with  a  satisfactory  profit,  that  would  be  satisfactory 
in  almost  all  cases,  because  our  companies  are  small  and  because  in 
normal  times  we  had  one  shift.  The  minute  the  war  started  we  had 
1^0  expand  our  industry.  In  1940  our  industry  was  working  machines 
oetter  than  100  hours  per  week,  on  the  average. 

Mr.  Lynch.  In  view  of  the  fact  that  you  think  renegotiation  should 
■^e  had,  would  your  suggestions  be  for  amendments  to  the  law,  or 
^ould  your  suggestions  have  to  do  with  the  administration? 
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Mr.  Schneider.  I  think  it  should  be  done  by  an  amendment  to 
the  law,  making  allowances  for  the  consideration  of  the  tax  problem 
that  out  industry  will  have  after  renegotiation. 

Mr.  Lynch.  Do  you  not  think  it  would  be  better  for  us  to  take 
care  of  that  in  the  tax  law  rather  than  to  take  care  of  it  by  an  amend- 
ment to  the  Renegotiation  Act? 

Mr.  Schneider.  Either  w^y,  just  as  long  as  we  get  something  to 
work  with. 

Mr.  Lynch.  We  are  discussing  directly  now  renegotiation. 

Mr.  Schneider.  That  is  right. 

Mr.  Lynch.  It  seems  to  me  that  this  question  of  post-war  recon- 
version reserves  might  better  be  taken  care  of  in  the  tax  bill  proper 
than  in  the  Renegotiation  Act,  when  your  deductions  for  income  taxes 
perhaps  are  not  definitely  known. 

Mr.  Schneider.  Unfortunately,  in  our  industry,  with  the  tax  law 
to  consider,  before  we  were  conscious  of  the  drastic  action  brought 
about  by  renegotiation,  most  of  our  people,  because  we  are  small 
businessmen,  figured  that  we  would  have  so  many  dollars  after  our 
tax  bill,  but  when  renegotiation  takes  those  dollars  which  we  thought 
we  would  have  to  work  with,  naturally  we  blame  renegotiation.  I 
think  one  of  the  things  that  concerns  the  small  businessman  is  that 
the  percentages  of  profit  are  figured  not  so  much  from  normal,  but 
in  many  cases  are  reduced  from  the  normal,  in  calculating  what  he 
has  done. 

There  is  one  thing  more  that  I  forgot  to  mention,  Mr.  Chairman. 

The  Chairman.  Do  you  have  something  you  want  to  put  in  the 
record? 

Mr.  Schneider.  Yes.  I  have  here  a  copy  of  the  testimony  of  the 
secretary  of  our  association  before  the  House  Naval  Affairs  Investi- 
gating Committee. 

The  Chairman.  Without  objection  it  may  be  inserted  in  the 
record. 

(There  was  no  objection.) 

(The  statement  referred  to  is  as  follows:) 

Statement  of  Orrin  B.  Werntz,  Executive  Secretary,  National  Screw 
Machine  Products  Association,  Before  the  House  Naval  Affairs  In- 
vestigating Committee 

Gentlemen,  the  testimony  to  be  presented  today  has  only  to  do  with  the 
industry  I  represent  as  executive  secretary  of  the  National  Screw  Machine 
Products  Association.  This  testimony  will  be  limited  chiefly  to  statistical  data 
which  will  show  the  harmful  effects  of  renegotiation  when  indiscriminately  applied, 
and  without  regard  to  the  post-wtr  outlook. 

This  testimony  will  naturally  fall  into  distinct  categories — excess  machine 
capacity  and  Government-induced  post-war  competition;  reemployment  problems 
and  reserves  for  the  foregoing;  profits  and  efficiency  in  connection  with  local 
price  adjustment  board  policy. 

If  the  committee  will  permit,  I  would  like  to  read  from  this  prepared  testimony 
and  answer  questions  at  its  conclusion.  To  make  our  part  in  the  war  program 
understandable,  it  will  first  be  necessary  to  explain  what  our  industry  is  not. 

We  do  not  manufacture  screw  nifichines,  we  do  not  make  standard  screws,  bolts, 
or  nuts — despite  our  name.  This  industry  is  one  built  around  the  operation  and 
trade  name  of  a  machine,  rather  than  a  product,  namely,  the  ''automatic  screw 
machine,"  which  has  been  one  of  the  great  subcontracting  bottlenecks  of  war 
production.  Our  industry  buys  these  machines  from  the  machine  tool  industry, 
and  on  them  produces  approximately  30  billion  specially  designed  and  made-to- 
order  small  metal  parts  annually.  Each  p^rt  is  a  component  of  and  assembled 
into  the  mechanical  devices  used  in  war.  For  example,  each  Norden  bomb  sight 
contains  1,733  screw  machine  product  components. 


Although  the  industry  approximates  $800,000,000  annual  volume,  it  is  diffused 
among  800  companies  and  is  produced  by  more  than  80,000  employees.  That  is 
to  say,  the  industry  is  small  in  average  individual  company  size  and  primarily 
devotes  its  efforts  to  subcontracting. 

Therefore,  because  we  do  subcontract,  it  follows  that  we  have  no  ultimate 
assembled  product  to  sell  to  a  consumer  market,  and  this  makes  us  entirely 
dependent  on  orders  from  our  customers  when  they  want  to  buy  and  at  the 
price  they  wish  to  pay — and  that  is  important  to  remember  when  we  reach  a 
discussion  of  post-war  reserves  later. 

To  indicate  the  small  size  of  the  general  run  of  companies,  only  7  percent  of 
them  in  this  industry  operate  more  than  100  machines;  83  percent  of  them  operate 
less  than  40  machines.  In  fact,  64  percent  of  the  industry  companies  operate 
less  than  20  machines,  which,  translated  into  employees,  indicates  an  average 
employment  level  in  this  group  of  less  than  75  persons  per  company. 

The  impact  of  the  war  had  an  effect  contract  to  what  might  have  been  expected. 
Instead  of  greatly  increasing  the  size  of  the  companies  in  the  so-called  "old  line'* 
industry  of  350  companies,  and  concentrating  production,  it  only  succeeded  in 
greatly  expanding  the  industry  to  800  companies,  and  in  addition  placed  our 
former  customers  into  direct  competition  with  us. 

When  we  say  that  our  former  customers  were  placed  into  direct  competition 
with  us,  we  mean  that  the  new  machines  built  for  war  purposes  went  to  our  cus- 
tomers instead  of  to  our  industry.  In  other  words,  our  industry  inherited  the 
machine-tool  builders'  excess  machine  production,  which  in  turn  translates  itself 
into  machine  capacity  for  peacetime  usage,  and  literally  results  in  Government- 
induced  post-war  competition.  We  are  threatened  with  a  severe  post-war  mor- 
tality, if  not  near  extinction,  and  the  Renegotiation  Act  only  accelerates  this 
condition. 

The  following  figures  support  the  statement: 

In  1934,  according  to  National  Recovery  Administration  figures,  our  industry 
operated  6,700-7,500  machines  divided  among  some  300  companies.  They  sold 
special  screw-machine  products  to  the  automotive,  farm  implement,  electrical, 
office  machine,  and  other  large  industries.  Our  customers  also  had  machines, 
probably  10,000  to  12,000,  but  they  did  not  compete,  and  merely  made  parts 
for  their  own  use.  From  1934  to  1939,  5,000  new  machines  were  sold  in  the 
country  and  absorbed  through  normal  channels. 

But  then,  in  the  3  years,  1940-42,  the  machine-tool  industry  turned  out  approxi- 
mately 17,000  new  screw  machines  to  break  the  war-production  bottleneck.  This 
is  exclusive  of  those  shipped  overseas  on  lend-lease  or  direct  foreign  sales. 

You  can  readily  perceive  the  mathematical  result:  Approximately  40,0(X)  ma- 
chines are  in  operation  where  in  1934  less  than  20,000  were  needed;  and  17,000 
of  them  are  less  than  4  years  old. 

That  is  excess  machine  capacity.  But  worse  than  that,  while  there  is  an  increase 
of  more  than  75  percent  in  total  machines,  our  old-line  industry  has  not  increased 
its  machines  numerically  more  than  20  percent.     Why? 

Primarily  because  of  governmental  bujdng  policy — which  is  what  we  meant  by 
Government-induced  post-war  competition. 

The  armed  services  were  given  control  of  machine  tool  distribution.  We  were 
small  subcontractors,  and  therefore,  in  favor  of  expediency,  the  services  generally 
refused  to  install  new  machines  in  our  plants  with  Government  funds.  In  fact, 
only  with  great  effort  could  we  get  permission  to  buy  new  machines  with  our  own 
money.  Therefore,  these  machines  in  the  hundreds  and  thousands  went  into 
plants  that  had  never  before  run  them,  or  greatl}^  enlarged  the  screw  machine 
departments  of  our  former  customers. 

If  we  had  been  expanded  on  Government  funds  we  could  perhaps  say  less 
gainst  the  principles  of  renegotiation — because  our  industry  was  being  preserved, 
J'ld  our  money  was  not  used — but  in  practice  we  find  the  local  price  adjustment 
boards  do  not  take  into  account  that  what  individual  expansions  we  made  were 
at  Government  request  and  on  our  own  funds. 

However,  the  new  machines  could  still  not  handle  the  load  because  the  men 
operating  them  did  not  have  the  great  skill,  "know-hov/,"  and  ingenuity  needed. 

{j^/^ext  step  was  natural:  Our  old  line  industry  suffered  from  labor  pirating, 
yijj^h  is  still  going  on.  Despite  all  this  we  have  operated  as  an  industry  for  war 
^yfj  "ours  a  week  starting  in  1940,  and  our  skilled  men  have  averaged  56  hours  a 
"jj}ft,  including  the  management,  which  we  believe  is  the  largest  average  work- 
^iit  in  the  country.     We  believe  this  industry's  skill,  not  yet  recognized  by  the 

cal  boards,  was  in  much  more  than  a  small  way  one  of  the  Nation's  saviors. 
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Today  there  exist  both  men  and  machines  in  sufficient  numbers  outside  our 
industry  to  stifle  profitable  post-war  business,  because  these  machines  are  universal- 
they  are  just  as  useful  in  peace  as  in  war,  but  needed  in  much  fewer  numbers. 

As  to  the  reemployment  problem  it  is  statistically  simple,  but  not  financially 
so.  Dr.  Donald  Davenport,  in  charge  of  Reemployment  Statistics  of  the  Depart- 
ment of  Labor,  estimates  that  with  80,000  now  employed  we  can  assume  12,000 
in  the  armed  forces.  In  peacetime  we  employed  20,000.  When  the  war  is  over 
our  industry  must  preferentially  reemploy  these  12,000,  which  is  60  percent  of  the 
original  labor  force. 

Dr.  Davenport  also  expects  an  immediate  post-war  decline  of  great  propor- 
tions in  the  automotive  and  .aircraft  industries,  who  were  large  peacetime  buyers 
of  screw  machine  products,  but  who  now  have  an  excess  of  machines.  They 
will  do  what  you  would  do.  To  prevent  unemployment  they  will  use  their 
employees  to  make  their  own  screw  machine  products,  which  in  turn  means  that 
we  will  make  none. 

This  policy,  which  we  expect  to  become  universal,  has  been  confirmed  to  me 
by  an  official  of  a  Cleveland  household  appliance  manufacturing  company,  which 
previously  bought  their  screw  machine  products  from  our  industry,  but  now 
operates  screw  machines  which  were  furnished  by  the  Cleveland  Ordnance  Divi- 
sion. This  official  told  me  that  after  the  war  they  would  use  these  machines  to 
make  their  own  screw  machine  products.  This  illustration  is  but  one  of  hundreds 
in  this  branch  of  the  service  alone. 

Therefore,  to  maintain  employment  we  will  need  large  post-war  reserves,  which 
in  our  opinion  are  still  too  small,  even  without  diminishing  them  through  rene- 
gotiation. 

Our  reasoning  is  logical.  Because  the  Government  did  not  concentrate  the 
industry  and  furnish  funds  for  expansions,  but  still  needed  the  product,  individual 
companies  used  their  profits  to  effect  their  own  expansion.  We  estimate  that 
depreciated  fixed  assets  have  increased  about  60  percent  in  the  3-year  period, 
1940-42.  As  we  cannot  use  all  this  equipment  after  the  war  and  the  Government 
is  not  going  to  pay  for  it,  and  we  are  legally  liable,  are  we  to  finance  it  out  of 
post-war  reserves,  or  go  into  bankruptcy?  Remember  this  expansion  was  a 
necessity  of  war;  not  a  desire  on  our  part. 

Because  our  companies  are  small,  a  percentage  of  profit  means  little.  We 
have  to  look  at  the  actual  dollar  figure  left.  We  probably  averaged  6  percent 
net  after  taxes  in  1942,  our  biggest  production  year.  In  terms  of  dollars,  the 
average  company  has  left  less  than  $30,000.  A  new  multiple  spindle  screw  ma- 
chine costs  today  $10,000,  and  each  machine  purchased  and  put  into  use  is  excess 
capacitv. 

Because  we  are  small  our  1936-39  tax  base  is  narrow  and  most  companies  are 
in  the  80  percent  bracket.  Even  a  40  percent  gross  profit  might  result  in  a 
net  profit  of  less  than  $20,000  for  a  company,  which  has  to  pay  for  expanded 
fixed  assets  of  60  percent.  Therefore,  to  renegotiate  in  terms  of  profits  before 
taxes  and  in  terms  of  percent  is  a  mortal  blow  at  small  business. 

Our  experience  with  renegotiation  is  limited  to  date,  but  not  overly  pleasant. 
We  find  in  general  that  local  price  adjustment  boards,  in  dealing  with  large 
companies,  talk  profit  in  terms  of  dollars,  and  with  small  companies  talk  in 
percentages. 

Generally  they  give  no  recognition  to  who  paid  for  the  equipment;  the  post-war 
situation;  the  length  of  hours  worked,  leading  to  accelerated  machine  deprecia- 
tion ;  the  efficiency  of  the  company,  which  may  raise  profits  but  still  lead  to  lower 
selling  prices  than  competitors.  , 

I  would  like  to  cite  the  case  of  the  Progressive  Service  Co.  of  St.  Louis.  On 
business  of  $757,000  the  company  hoped  to  retain  $30,000.  The  Board  left  them 
with  $17,000,  or  about  2  percent.  The  same  percentage  is  used  in  many  cases 
with  companies  doing  $25,000,000.  The  companv  in  question  had  purchased 
$60,000  of  new  equipment  to  fill  war  orders.  It  had  to  sell  $30,000  of  War  bonds 
to  pay  the  Board,  and  then  borrow  from  the  banks.  , 

Can  you  teU  us  how  $17,000  left  can  pay  for  the  equipment,  finance  increasea 
inventories,  prepare  for  post-war  reemployment,  and  allow  that  company  to 
live  through  the  conversion  period?  We  believe  the  case  to  be  typical,  and  yet 
Progressive  Service  had  already  voluntarily  reduced  its  price  on  its  chief  item  i* 
percent.     The  reduction  probably  equaled  the  sum  recovered  above  taxes. 

Our  industry  has  a  price  ceiling  and  has  been  absorbing  increased  cost^s  lo 
the  past  year.     Still,  because  of  efficiency  learned  the  hard  way  in  1930734,1^ 
undersell  the  competition  that  was  Government-induced.     The  reason  is  simp'®» 
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«re  had  the  skills.  Our  efficiency  is  penalized,  as  the  local  price  adjustment 
boards  make  no  allowance  for  this,  regardless  of  the  fact  that  in  the  aggregate 
the  saving  from  lower  prices  exceeds  the  sum  that  renegotiation  could  take. 

The  Fischer  Special  Manufacturing  Co.,  of  Cincinnati,  has  been  selling  its 
product,  milled  from  the  bar  nuts,  at  a  price  10  percent  below  the  ceiling  for 
the  competitive  punched  nut  variety,  made  by  a  cheaper  process.  Despite  this, 
the  local  price  adjustment  board  wants  a  refund,  and  so  deplete  the  company's 
reserves.  We  see  no  reason  why  inefficiency  should  be  rewarded  and  efficiency 
penalized. 

This  testimony,  in  the  main,  indicates  the  great  need  of  leaving  us  with  sufficient 
post-war  reserves,  even  if  they  w^ere  so  circumscribed  as  to  prevent  the  payment 
of  dividends  on  a  portion  of  these  reserves.  We  have  also  shown  the  fallacy  of 
using  percentages  as  a  guide  to  what  is  or  is  not  excessive  profit,  because  of  the 
fact  that  the  dollar  profit  left  on  an  annual  sales  volume  of  $500,000  is  negligible 
when  the  company  is  in  the  80  percent  bracket. 

We  have  shown  that  although  efficiency  is  supposed  to  be  recognized  by  the 
Boards,  in  practice  it  is  not  actually  recognized.  Therefore,  we  make  the  follow- 
ing recommendation: 

That  the  first  $500,000  of  sales  be  excluded  from  renegotiation. 

That  percentages  be  applied  after  taxes  and  not  before  taxes,  and  that  dollars 
be  taken  into  consideration  as  well  as  percentages. 

That  efficiency  be  made  an  integral  part  of  renegotiation,  with  the  requirement 
that  a  credit  must  be  granted  against  any  sum  found  excessive  in  an  amount  equal 
to  the  savings  effected  by  a  company's  lower-than-average  prices. 

That  the  Price  Adjustment  Boards  be  required  to  submit  to  the  companies  a 
written  report  of  their  conclusions  in  arriving  at  an  excessive  profit,  both  in  order 
to  temper  their  own  zeal  and  to  give  the  companies  data  to  permit  the  preparation . 
of  an  intelligent  answer. 

Thank  you  for  this  opportunity  of  testifying.  If  there  are  any  questions, 
I  shall  be  happy  to  answer  them. 

The  Chairman.  The  next  and  last  witness  on  the  calendar  is  Mr. 
Henry  W.  Jones,  Jr.  Will  you  give  the  reporter  your  full  name, 
residence,  and  state  the  capacity  in  which  you  appear? 

STATEMENT    OF   HENRY   W.    JONES,    JR.,    NEW   HAVEN,    CONN., 
REPRESENTING  AMERICAN  TUBE  BENDING  CO.,  INC. 

Mr.  Jones.  Mr.  Chairman,  my  name  is  Henry  W.  Jones,  Jr.,  of 
New  Haven,  Conn.,  representing  American  Tube  Bending  Co.,  Inc. 
I  may  add  that  I  am  president  of  the  Manufacturers  Association  of 
New  Haven  County  and  director  of  the  New  England  Council.  But 
I  am  appearing  before  you  this  afternoon  strictly  in  connection  with 
my  own  business. 

This  statement  is  prepared  solely  from  the  viewpoint  of  a  small 
corporation  which  has  expanded  tremendously  on  its  own  funds  to 
nieot  the  requirements  of  the  war  program.  This  expansion  was  not 
of  our  choosing,  but  was  forced  upon  us  because  of  the  peculiar  position 
in  which  we  found  ourselves  with  respect  to  the  aviation  industry.  I 
J^'ould  Hke  to  give  you  a  brief  history  of  our  company  as  a  background 
for  some  ideas  I  have  on  the  subject  of  the  renegotiation  of  war 
contracts. 

Our  business  consists  of  the  manufacture  of  tubular  assemblies  to 
the  designs  and  specifications  of  om*  customers,  and  we  have  no  single 
product  of  our  own  design.  Our  chief  customer  at  present  is  the  air- 
craft industry,  and  because  of  rapid  technological  advance  we  must 
^old  ourselves  in  readiness  to  make  new  parts  continuously.  Many 
^  our  products  become  obsoltee  almost  overnight  and  on  them  we 
nave  spent  a  great  deal  in  development  work  prior  to  going  into 
production. 
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Mr.  Reed.  I  just  wanted  to  ask  this  one  question.  What  are  you 
making:,  parts  of  airplane  engines? 

Mr.  Jones.  Parts  of  aii-plane  engines  and  airplanes. 

In  the  4  years  prior  to  1940  we  employed  about  75  employees 
iind  had  an  annual  sales  volume  of  approximately  $285,000.  In 
December  1942  we  employed  738  persons  and  our  sales  volume  for  the 
year  was  slightly  over  3^  million  dollars.  We  estimate  in  1943  an 
employment  maximum  of  approximately  800  and  a  sales  volume 
between  4K  and  5  million  dollars. 

This  tremendous  growth  has  forced  us  to  a  complete  change  in  our 
approach  to  production  problems,  having  passed  from  craftsmanship 
methods  to  mass  production  methods,  which  of  necessity  must  em- 
body all  of  the  refinements  of  the  former.  It  was  a  tremendous 
training  job  for  the  organization.  Persons  in  every  single  position 
have  had  to  learn  new  techniques  and  new  points  of  view.  These 
points  of  view  and  techniques  are  in  a  continual  state  of  flux  and  must 
be  adapted  to  meet  our  current  production  problems. 

To  reach  these  production  figures  required  a  large  expansion  of  our 
plant.  During  the  last  4  calendar  years  our  total  profit  after  taxes 
was  $211,000.  In  the  same  period,  however,  $218,000,  all  of  our  owd 
money,  was  spent  for  the  purpose  of  increasing  the  size  of  our  plant 
and  installing  the  necessary  additional  equipment.  This  means  that 
all  of  our  earnings  and  slightly  more  have  been  tied  up  in  capital 
equipment  and  that  we  are  doing  over  10  times  what  we  consider 
normal  business  with  a  working  capital  position  no  different  from 
the  start  of  this  period.  After  the  war  we  will  be  burdened  with  a  plant 
capacity  that  we  cannot  hope  to  utilize  to  its  fullest  extent. 

I  would  like  briefly  to  review  the  year  1942,  for  this  is  the  year  on 
which  we  are  being  renegotiated.  Voluntaiy  price  reductions  from 
pre-war  levels  amounted  to  an  actual  saving  to  the  Government  in 
1942  of  $223,000  on  one  model  aircraft  engine  which  happens  to  be 
used  on  our  great  Liberator  bombers.  Reductions  in  other  items 
have  made  proportionate  savings  to  these  and  this  figm*e  only  repre- 
sents a  fraction  of  the  total.  Furthermore,  in  1942  we  made  voluntary 
price  reductions  on  another  group  of  parts  which  will  mean  a  saving 
of  $180,000  this  year  alone  to  the  Government,  and  here  again  these 
price  reductions  are  not  the  total  that  will  be  made.  You  may  ask 
how  this  has  been  possible.  Our  reason  is  that  the  efficiency  of  our 
factory  employees  increased  75  percent  between  January  and  De- 
cember of  1942.  This  is  based  on  the  value  of  shipments  per  factory 
employee  from  which  we  have  subtracted  the  cost  of  all  material 
used  and  all  subcontracting  done  outside  of  our  shop.  Shipments 
in  January  were  $228  per  employee,  in  December  they  were  $400, 
4ind  this  was  done  in  spite  of  a  building  program  which  caused  terrinc 
confusion  and  forced  the  actual  conduct  of  operations  out  of  doors 
dm*ing  the  fall  months  of  the  year.  Those  of  you  who  live  in  New 
England  will  realize  what  this  means.  Actually  some  of  the  time  our 
men  worked  in  water  ankle  deep,  rather  than  go  home,  and  the  nights 
at  that  time  of  the  year  were  down  to  about  40 


During  the  same  period  we  raised  the  average  hourly  earnmgs 


of 


our  employees  from  $0.75  in  January  to  $0.93  in  December.  We  do 
not  pay  on  piece  rates  but  on  a  straight  hourly  basis  and  our  wage 
scale  and  working  conditions  are  such  that  we  have  established  a  locaA 
reputation  of  being  a  very  desirable  place  in  which  to  work. 


jVs  to  our  financial  position  for  that  year,  our  sales,  as  I  have  said. 
^.piT  a  little  over  $3,000,000.  Our  profit  before  taxes  was  $481,000, 
or  15-7  percent.  Taxes  took  $352,000  or  73  percent  of  our  profit,  and 
^e  had  left  $129,000,  of  which  $101,000  .went  into  our  plant,  which 
as  I  have  stated  before,  will  be  excess  at  the  end  of  the  war.  We 
started  the  year  with  a  debt  of  $236,000.  During  the  period  we 
cleaned  it  up  completely  and  had  left  a  little  more  than  the  first 
installment  of  our  taxes  that  were  due  in  1943. 

Immediately,  at  the  beginning  of  this  year,  we  went  into  debt  again 
for  $111,000  in  order  to  carry  on  operations.  From  this  it  is  quite 
evident  that  we  must  pay  the  balance  of  our  taxes  out  of  current 
earnings.  What  will  happen  to  us  the  year  that  war  production  ceases 
is  one  of  the  problems  which  we  have  yet  to  solve,  particularly  in 
meeting  our  tax  bill.  It  is  also  pertinent  to  state  that  during  1942 
only  $16,000  was  declared  in  dividends  and  this  represents  only  3: 
percent  of  our  total  profits  or  the  infinitesimal  figure  of  one-half  of  1 
percent  on  sales.  I  might  add  also  that  our  earnings  after  taxes  this 
year  were  4.2  percent  on  sales,  while  in  the  base  period  yeai*s  for 
excess-profits  tax  computations  our  earnings  were  9.8  percent  on  sales 
after  taxes.  From  this  brief  sketch  it  is  quite  apparent  that  the  future- 
holds  serious  problems  for  us  to  solve. 

First,  the  main  problem  is,  ''How  shall  we  pay  our  taxes?'*  The 
answer  lies  in  current  earnings  for  subsequent  years  until  the  war  ends. 
When  that  takes  place  we  do  not  know. 

And  I  might  interpolate  in  this  written  testimony  that  at  a  number 
of  meetings  I  have  attended  I  have  been  asked  what  were  my  plans,. 
and  I  have  said,  ''The  first  thing  I  have  to  plan  for  is  to  pay  my  tax 
bill  after  the  war  ends."  It  usually  gets  a  laugh,  but  it  does  not  for 
me;  it  is  in  dead  earnest. 

Second,  "How  shall  we  rehabilitate  our  plant  and  equipment  for 
peacetime  production?"  At  present  it  is  now  being  worn  out  through 
24-hoiir  use  6  days  a  week.  Proper  maintenance  is  impossible  because 
of  the  lack  of  time  and  also  because  materials  are  almost  impossible 
to  get.  When  the  war  is  over  a  complete  rebuilding  job  will  have  to 
be  performed  on  almost  every  piece  of  productive  equipment  we  own, 
and  where  the  money  is  coming  from  to  do  this  job  we  cannot  say. 

Third,  "How  can  we  maintain  a  volume  of.  let  us  say,  between 
three-fourths  and  one  million  dollars  a  year  and  give  employment  to- 
at  least  300  people?"  W^e  emphasize  that  our  goal  in  this  connection 
IS  three  times  our  pre-war  production  average,  and  to  do  this  will  mean 
the  developments  of  new  uses  for  bent  tubular  parts,  the  expenditure 
of  considerable  money  to  develop  the  field  intensively  and  may  even- 
tually  involve  the  manufacture  of  a  totally  new  line  of  products.  This 
^ill  of  necessity  require  the  investment  of  very  considerable  sums  of 
^oney.  I  have  been  told  that  one  of  your  former  colleagues  from 
Pennsylvania  used  to  open  the  House  witii  the  query,  "Where  are  you: 

?oing  to  get  the  money?"    That  is  just  what  we  would  like  to  know, 

too. 

Fourth,  our  last  problem  has  to  do  with  the  employees  who,  of 
Necessity,  will  have  to  be  dropped  from  the  pay  roll.  Of  course^ 
^^eiT)ployment  compensation  laws  offer  some  relief,  but  there  is  a 
Waiting  period  between  the  time  of  lay-off  and  the  time  that  unem- 
ployment benefits  start  to  be  paid,  and  we  would  like  as  a  minimum 
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to  continue  our  regular  wage  payments  until  unemployment  compen- 
sation can  take  up  the  slack,  and,  if  possible,  we  would  like  to  auw. 
ment  the  unemploym.ent  compensation.  We  would  like  to  be  able 
to  set  aside  a  liquid  reserve  for  this  purpose  and  would  be  perfectly 
willing  to  pay  taxes  on  these  money  at  the  rates  applicable  for  the 
year  during  which  they  were  set  aside  if,  in  the  future,  we  did  not 
spend  the  money  in  that  manner,  either  in  whole  or  in  part. 

Renegotiation  of  war  business  is  a  constant  and  serious  threat  to 
our  continuing  in  business.  From  my  observation,  the  administra- 
tion of  this  present  act  follows  no  pattern  and  is  entirely  without 
any  basic  plan.  I  feel  that  it  is  discriminatory,  that  it  penalizes 
initiative,  and  that  it  kills  incentive  of  thousands  of  small  manufac- 
turers to  help  to  win  this  war.   . 

When  I  say  "discriminatory^*  I  do  not  mean  that  the  Price  Adjust- 
ment Boards  discriminate  with  respect  to  any  particular  company. 
It  is  discriminatory  because  these  Boards  will  only  consider  profits 
Ibefore  taxes.  The  company,  and  particularly  the  small  company, 
that  has  taken  off  its  shirt  and  turned  itself  inside  out  to  produce 
vital  war  material  is  at  a  horrible  disadvantage  because  the  excess- 
profits  tax  hits  it  much  harder  than  the  others.  Small  companies 
such  as  ours  have  played  a  tremendous  part  in  the  war  effort  of  the 
country.  There  must  be  thousands  like  us  throughout  the  land. 
Without  us  large  prime  contractors  could  not  have  produced  war 
material  at  anything  like  the  speed  with  which  it  has  been  turned  out, 
^nd  the  productive  resources  of  the  Nation  would  not  have  been 
utilized.  After  the  war  the  country  will  need  us  just  as  much  as 
during  the  war  to  give  employment  to  thousands  of  men  and  women 
and  for  the  production  of  articles  for  peacetime  use.  Incidentally, 
we  are  collectively  a  fairly  large  source  of  tax  revenue.  In  the  mean- 
time, over  and  above  all  our  present  problems  and  the  future  ones  we 
are  trying  to  solve,  the  question  of  renegotiation  hangs  like  a  cloud. 

No  one  wishes  for  the  creation  of  war  millionaires  In  as  far  as 
the  small  producers  of  war  material  are  concerned,  our  present  tax 
laws  are  such  that  there  is  little  or  no  likelihood  of  this  taking  place. 
The  reason  is  simple,  because  our  excess-profits-tax  base  is  very  small 
and  allows  the  retention  of  but  a  small  fraction  of  our  profits.  A\e 
will  certainly  have  trouble  enough  staying  solvent  and  avoiding  ab- 
sorption by  large  and  powerful  corporations  after  this  war,  and,  if  I 
can  gage  the  feelings  of  fellow  manufacturers  whom  I  know  and  who 
are  in  more  or  less  the  same  position  that  we  find  ourselves,  we  w^ant 
to  stay  in  business  and  do  our  share  for  peacetime  production  and  em- 
ployment. I  also  sincerely  believe  that  the  country  needs  us  as  a 
vital  part  of  the  post-war  economy.  In  making  these  remarks  I  speak 
only  for  the  actual  producers  of  material.  Those  not  actually  engaged 
in  production  but  who  act  simply  as  middlemen  or  brokers  can  be 
dealt  with  as  special  cases 

In  our  own  particular  case  after  placing  $100,000  entirely  at  the 
disposal  of  the  war  effort  out  of  earnings  of  $129,999  after  taxes  in 
1942,  we  have  been  asked  for  a  refund  of  $185,000  before  taxes,  i 
would  like  to  interrupt  myself  to  say  that  this  procedure  is  stiU 
uncompleted.  This  means  two  things.  First,  a  cash  refund  of  about 
$40,000  or  $11,000  more  than  we  have  left  after  plant  expansion  w^s 
been  paid  for.     This  money  we  will  have  to  borrow  or  take  fro^ 


future  earnings  to  repay.  Second,  the  entire  elimination  of  the  post- 
war refund  allowed  us  under  the  present  tax  law.  Regarding  this 
latter  point,  I  would  be  disposed  to  argue  the  constitutionality  or 
legality  of  administrative  rulings  which  permit  the  kind  of  accounting 
that  is  being  presently  used.  Looking  at  it  another  way,  we  will 
have  left  after  renegotiation  and  taxes  the  sum  of  $77,000,  which  is 
2)i  percent  on  sales.  For  a  company  that  must  expend  considerable 
sums  to  keep  abreast  of  technological  developments,  this  means  just 
one  thing.     We  cannot  keep  up ;  eventually  we  go  broke. 

What  happens  to  a  small  company  undergoing  this  process  of 
renegotiation?  In  our  own  case,  I  personally  spent  at  least  one  sdid 
month  of  work  in  the  preparation  of  our  original  statement  to  the 
Price  Adjustment  Board.  In  separating  the  amount  of  business  that 
was  renegotiable  from  that  which  was  exempt,  I  followed  implicitly 
the  instructions  of  the  Board.  At  our  first  meeting  after  the  presenta- 
tion of  our  statement — and,  gentlemen,  I  have  a  copy  of  that  if  you 
would  care  to  have  it  in  the  minutes  of  your  proceedings ;  I  will  give 
it  to  you  if  you  wish  it. 

Mr.  Reed.  Mr.  Chairman,  I  ask  that  it  go  into  the  record. 

The  Chairman.  Without  objection,  it  will  be  inserted  as  a  part  of 
your  remarks. 

(The  statement  above  referred  to  will  be  found  at  the  conclusion 
of  the  testimony  of  Mr.  Jones.) 

Mr.  tloNES.  As  I  say,  at  our  first  meeting  after  the  presentation 
of  our  statement,  I  was  told  that  I  had  not  followed  the  instructions 
far  enough  and,  to  make  a  long  story  short,  the  instructions  were 
changed  four  times.  The  last  change  was  manifestly  so  unfair  to 
our  company  that  I  refused  to  agree  to  it  and  suggested  a  proposal 
that,  with  slight  modification,  was  accepted  by  the  Board  and  put  us 
back  at  about  the  point  where  we  started.  All  this  took  from  January 
to  September  and  got  us  no  nearer  to  an  agreement.  In  the  mean- 
time the  proposal  of  the  Board  was  that  our  company  should  refund 
$200,000.  I  left  a  meeting  with  them  one  afternoon  to  come  to  AVash- 
ington,  and  the  next  morning  I  testified  on  this  same  subject  before 
the  House  Committee  on  Naval  Affairs.  I  was  somewhat  surprised 
when  the  Actine  Chairman,  Mr.  Drewrv,  announced  to  the  committee 
that  the  Board  had  made  a  proposal  of  a  $190,000  refund  instead  of 
$200,000.  From  this  recital  can  you  wonder  if  I  question  whether 
we  are  dealing  in  good  faith,  or  haggling,  or  what? 

These  constitute  my  thoughts  on  the  law  governing  the  renegotia- 
tion of  war  contracts  and  I  strongly  advocate  its  repeal.  I  also  am 
realistic  enough  to  recognize  that  this  act  cannot  be  repealed,  but 
probably  will  be  amended.  I  have  up  to  now  been  critical  of  the  law 
and  its  administration.  I  would  like  to  be  constructive  if  I  can  be  so, 
and  therefore  would  offer  five  suggestions  as  amendments  to  the  statute. 

1.  Uniformity  of  procedure  established  by  law  must  and  should  be 
^^  primary  importance.  Included  therein  specifically  should  be  the 
Recognition  of  all  items  of  payments  or  expense  allowed  by  the  Internal 
Revenue  Department  as  legitimate  costs. 

2.  As  a  corollary  to  unifoimity  of  procedure  there  should  be  equality 
^f  decision  and  complete  publicity  on  every  case  which  reaches  final 
settlement.  Only  in  this  manner  can  one  company  assure  itself  that 
Its  competitors  are  not  in  preferred  positions. 
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3.  The  retroactive  feature  as  to  delivery  and  payment  before  April 
28  should  be  changed  to  cover  delivery  only.  Many  manufacturers 
through  no  fault  of  their  own  may  have  to  wait  months  for  final  pay- 
ment and  this  should  have  no  bearing  whatever  on  whether  contracts 
are  or  are  not  subject  to  renegotiation. 

4.  I  believe  that  by  administrative  regulation  the  expressed  will  of 
Congress  is  being  subverted.  The  excess-profits-tax  law  expressly 
provides  that  at  least  20  cents  out  of  every  dollar  of  excess-profits-tax 
net  income  be  allowed  to  remain  with  the  corporate  taxpayer.  The 
interpretation  and  administration  of  the  renegotiation  section  nullifies 
this  completely.  Here  is  a  conflict  between  intent  and  administra- 
tion, and  the  only  possible  way  to  resolve  it  is  to  make  renegotiation 
mandatory  on  the  sole  basis  of  profits  after  taxes. 

5.  Finally  we  come  to  my  last  point.  The  people  of  this  country 
recognize  the  part  industry  has  played  in  the  war.  They  also  recog- 
nize that  the  hope  of  the  post-war  period  lies  in  the  ability  of  industry 
to  give  employment.  The  Congress  recognizes  this  fact.  And  if  I 
may  be  so  bold  as  to  speak  for  others  without  their  permission,  indus- 
try recognizes  this  fact  also  and  stands  ready  to  assume  its  responsibil- 
ity. Industry  can  only  provide  this  employment  if  it  can  convert, 
rehabilitate,  and  employ  during  the  transition  from  war  to  peace,  and 
to  do  these  things  it  needs  liquid  reserves. 

In  the  past,  industry  has  pleaded  for  the  ability  to  establish  these 
reserves.  I  look  at  it  from  a  different  point  of  view.  If  my  premises 
are  correct,  then  it  is  the  duty  of  the  Congress  to  make  such  reserves 
mandatory.  If  they  are  not  spent  for  the  purpose  for  which  they 
were  accumulated,  then  they  should  be  subject  to  taxation  at  the  rates 
in  effect  the  year  they  were  set  up. 

Mr.  Chairman  and  gentlemen,  I  thank  you  for  your  attention.  If 
I  have  been  helpful  to  you  in  any  way,  I  am  very  glad  to  have  been 
here  and  appeared  before  you. 

The  Chairman.  Are  there  any  questions? 

Mr.  Disney.  Mr.  Jones,  does  not  the  Price  Adjustment  Board  give 
credit  for  costs,  the  same  as  the  Bureau  of  Internal  Revenue  does? 

Mr.  Jones.  There  are  some  items  which  have  been  disallowed  as 
expenses  by  the  Price  Adjustment  Board.  Our  income-tax  return  has 
not  been  audited,  so  I  cannot  answer  your  question  absolutely  in  the 
affirmative,  Mr.  Disney. 

Mr.  Disney.  I  had  the  impression  from  your  second  suggestion 

Mr.  Jones.  I  believe  the  renegotiation  should  come  after  the 
income-tax  audit. 

Mr.  Disney.  I  was  not  getting  to  that.  Mr.  Bard  this  afternoon 
said  that  the  Price  Adjustment  Board  did  not  make  the  allowances 
that  are  required  by  law  to  be  made  by  the  Bureau  of  Internal  Revenue. 

Mr.  Jones.  Possibly  he  has  had  some  experience  that  I  have  not 
had,  sir. 

Mr.  Disney.  I  see.  , 

Now,  Mr.  Chairman,  post-war  reserves  have  been  tossed  around 
here  like  rag  dolls  for  2  or  3  days.  Here  is  a  specific  instance  of  the 
necessity  of  giving  that  consideration.  Last  year  we  provided  for  a 
10-percent  post-war  reserve.  Now,  if  a  taxpayer  pays  in  a  i^"^^^!! 
dollars  to  the  Price  Adjustment  Board,  he  does  not  get  any  $100,OOU 
post-war  reserve.     That  is  out  and  gone,  so  far  as  he  is  concerned.    I'' 


is  an  argument  for  handling  this  through  an  excess  or  an  excessive- 
profits  statute.  Of  course,  if  the  two  items  are  merged,  we  are  per- 
mitting the  post-war  reserves  to  be  taken  right  out  from  under  those 
people  unless  we  do  make  it  mandatory  that  that  allowance  be  made. 

Now,  it  is  said  that  it  has  to  be  handled  by  the  tax  bill;  the  whole 
thing  has  to  be  handled  by  the  tax  bill,  but  the  Price  Adjustment 
Board,  either  within  this  law  or  outside  of  it,  are  taking  the  very 
thing  away  from  industry  that  we  intended  last  year  they  should 
have.    This  brings  home  a  specific  instance. 

Mr.  Jones.  That  is  definitely  true  in  our  case,  Mr.  Disney.  Our 
reserve  is  gone. 

Mr.  Disney.  I  did  not  hear  you ;  talk  a  little  louder. 

Mr.  Jones.  I  say  that  is  definitely  true  in  the  case  of  our  company. 
If  I  should  accept  from  the  Price  Adjustment  Board  a  refund  of 
$185,000,  the  manner  in  which  taxes  are  allowed  would  wipe  out  that 
post-war  reserve;  there  would  be  none,  and  that  would  be  added  to 
the  renegotiation. 

Mr.  Disney.  Now,  it  has  been  blandly  asserted  here  with  a  wave 
of  the  hand  that  nobody  has  had  their  capital  impaired,  et  cetera  and 
so  on.  Here  is  a  specific  instance  where  capital  will  be  impaired  if 
this  man  accepts  their  offer,  and  they  have  ways  of  compelling  him 
under  this  very  statute  we  passed. 

How  much  do  you  estimate  your  capital  will  be  impaired  if  you 
accept  the  offer  of  the  Price  Adjustment  Board? 

Mr.  Jones.  If  I  accepted  the  offer  of  the  Price  Adjustment  Board, 
Mr.  Disney,  as  I  have  said,  we  would  be  $11,000  behind. 

Mr.  Disney.  In  your  capital? 

Mr.  Jones.  Certainly,  because  practically  all  of  our  earnings  have 
been  put  right  back  into  the  business  in  fixed  capital  assets. 

Mr.  Disney.  The  substance  of  your  testimony  to  me  means  we 
ought  to  get  away  from  slogans  on  this  committee  and  get  down  to 
cases  and  write  the  statute  like  we  ought  to  have  it,  instead  of  in 
generalities  and  in  so-called  legal  form.     That  is  all. 

Mr.  Reed.  Mr.  Chairman,  I  have  not  been  here  all  of  the  time  and 
have  not  heard  all  of  the  witnesses,  unfortunately.  However,  I  saw 
in  the  press  here  a  while  ago  that  a  new  gas  had  been  discovered  that 
would  add  to  the  efficiency  of  our  planes,  bombers,  and  others,  about 
50  percent  in  speed  and  maneuverability,  but  that,  in  order  to  utilize 
it  in  this  war,  assuming  the  war  continues,  would  require  the  rebuilding 
of  all  future  airplane  engines,  and  perhaps  the  reconditioning  of  many 
others. 

As  I  understand  it,  you  have  to  be  prepared  with  a  financial  set-up 
to  jump  in  and,  through  your  research  department,  and  your  skilled 
JJjechanics,  do  much  of  the  technical  work  on  these  airplane  engines, 
l^hat  is  correct,  is  it  not? 

Mr.  Jones.  That  is  quite  true.  Our  work  is  in  connection  with 
the  intake  tubes,  fuel  oil  lines,  and  such  thinggs. 

Mr.  Reed.  So  if  you  were  called  upon  to  undertake  such  a  tremen- 
dous job  as  to  impair  your  capital,  you  woiUd  be  rather  disheartened? 

Mr.  Jones.  I  would  be  rather  disheartened.  We  are  doing  it 
continuously,  though,  as  new  designs  come  into  the  picture. 

Mr.  Reed.  Under  renegotiation  as  now  developed,  you  gentlemen 
^<^n't  be  in  a  position  to  carry  on  this  technical  work  that  has  been 
^^<^veloped  by  this  war,  if  it  continues  for  any  length  of  time? 
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Mr.  Jones.  No;  I  do  not  know 

Mr.  Reed.  I  say  you  would  not  be  prepared? 

Mr.  Jones.  I  do  not  know  what  our  financial  set-up  would  be. 

Mr.  Reed.  Exactly.  And  under  renegotiation,  there  is  no  way 
you  could  know? 

Mr.  Jones.  No. 

Mr.  Reed.  Yet  you  consider  your  plant  is  one  of  the  vital  industries 
to  this  whole  war  program? 

Mr.  Jones.  Our  plant,  at  the  beginning  of  the  war,  Mr.  Reed,  pro- 
duced probably  75  percent  of  the  type  of  material  of  its  kind  in  the 
country.  We  had  the  know-how.  We  helped  others  to  get  right 
into  that  same  business  and  told  them  what  we  knew.  We  are  going 
to  have  a  lot  more  competititors  after  the  war,  incidentally. 

Mr.  Reed.  Of  course  you  are. 

Mr.  Jones.  And  some  of  them  we  helped  to  start  up  ourselves. 

Mr.  Reed.  I  gather  from  your  testimony  that  you  have  done  a 
very  magnificient  job;  you  have  made  a  great  contribution  to  this 
war  effort. 

Mr.  Jones.  We  tried  to. 

Mr.  Reed.  And  I,  for  one,  do  not  want  to  see  any  industry  similar 
to  yours,  which  has  been  vital  to  the  winning  of  the  war,  impaired  by 
any  arbitrary  methods  employed  to  get  revenue.  I  believe,  person- 
ally, and  others  also,  that  there  should  be  some  standard,  always  a 
standard,  to  guide  any  board  that  has  the  life  and  death  power  over 
an  industry. 

Mr.  Jones.  I  would  like  to  agree  with  you,  sir.  I  might  add  this: 
The  chairman,  this  morning,  suggested  if  any  of  us  had  a  real  grievance 
we.  should  lay  it  before  the  Congress.  Well,  I  have  two.  One  of 
them  is  this  outrageous  waste  of  time  that  our  company  has  been 
subjected  to.  It  is  a  small  company.  It  takes  too  much  time  from 
more  vital  work.  The  second  is  the  lack  of  information  as  to  how  this 
amount  is  set  up  that  we  are  asked  to  refund. 

I  was  asked  to  agree  to  this  refund.  I  said,  "All,  right,  if  that  is 
the  refund,  when  I  sign  an  agreement,  as  a  businessman,  with  some- 
body else,  I  want  to  know  the  basis:  How  do  you  build  up  this  sum?" 
It  was  $200,000,  then.  And  we  got  no  answer.  Finally  I  was  told  I 
was  dealing  with  the  United  States  Government  and,  because  I  was, 
they  would  not  answer. 

Mr.  Reed.  Well,  I  have  heard  that  complaint  repeatedly — that 
when  industry  wanted  to  know  the  factors  that  were  taken  into  con- 
sideration in  arriving  at  the  determination,  they  were  never  given 
the  answer. 

Mr.  Jones.  I  have  only  gotten  the  most  general  answers. 

Mr.  Reed.  That  is  not  fair  and  that  is  not  the  American  way. 
That  is  all. 

Mr.  Lynch.  Mr.  Jones,  in  connection  with  the  testimony  that  you 
have  given,  as  I  understand  it,  you  have  plowed  back  your  profits 
into  the  company? 

Mr.  Jones.  That  is  correct. 

Mr.  Lynch.  Now,  what  were  your  profits  in  1939? 

Mr.  Jones.  Our  profits  in  1939 

Mr.  Lynch.  Before  taxes?  . 

Mr.  Jones.  Before  taxes,  were  very  small  indeed.  That  happon^" 
to  be  a  very  low  year  for  us,  because  we  were  getting  ready  and  were 


meeting  price  competition.     On  $276,000,  they  were  $1,573.     That 
is  not  very  much,  but  that  is  the  worst  year  the  company  ever  had. 

Mr.  Lynch.  On  a  capital  of  $276,000,  what  were  the  profits? 

Hr.  Jones.  That  is  on  sales. 

Mr.  Lynch.  On  sales? 

Mr  Jones.  On  sales. 

Mr  Lynch.  On  sales  of  $276,000 

Mr.  Jones.  The  profits  were  $1,573.  If  you  would  like  more 
comparable  information,  I  can  give  it  to  you  from  1936  to  date,  give- 
you  the  whole  story,  because  that  is  a  very  unusual  year. 

Mr  Lynch.  All  right,  I  would  like  to  have  it. 

Mr.  Jones.  In  1936,  our  profits  on  $265,000  were  $51,000. 

Mr.  Disney.  What  percent  is  that? 

Mr.  Jones.  That  is  19.33  percent. 

in  1937,  on  $352,000,  our  profits  were  $61,000.  I  am  reading  the 
nearest  thousand.     That  is  17.20  percent. 

In  1938,  on  $249,000,  our  profits  were  $28,000.     That  is  11.11 

percent. 
In  1939,  on  $276,000,  oiu-  profits  were  $1,500.     That  is  0.57  percent. 
In  1940,  on  $666,000,  our  profits  were  $70,000.     That  is  10.58 

percent.  ^, 

In  1941,  on  $1,549,000,  our  profits  were  $59,000.     That  is  3.79 

percent. 
In  1942,  on  $3,070,000,  our  profits  were  $481,000.     That  is  15.67 

percent. 

That  is  all  before  taxes.  I  would  like  to  add  to  that,  if  I  might, 
Mr.  Lynch 

Mr.  Disney.  Did  you  say  before  or  after  taxes? 

Mr.  Jones.  That  is  before  taxes.  I  want  to  show  you  what  effect 
the  tax  was  for  those  same  years. 

In  1936,  after  taxes,  it  was  $41,000,  or  15.3  percent;  in  1937, 
$47,000,  or  13.28  percent;  1938,  $23,000,  or  9.15  percent;  1939, 
$1,300,  or  0.46  percent.  That  is  the  off  year.  For  1940,  $47,000, 
or  7.03  percent;  for  1941,  $34,000,  or  2.21  percent;  for  1942,  $129,000, 
or  4.20  percent. 

Now,  taking  a  comparison  between  the  average  for  the  base 
period,  our  average  percent  of  profit  before  taxes  in  this  period  was 
12.35  percent;  after  taxes,  it  was  9.77  percent. 

Mr.  Lynch.  Now,  you  do  not  think,  in  wartime,  when  everybody 
else  is  paying  more  taxes,  that  these  corporations  should  not? 

Mr.  Jones.  No;  I  do  not  think  so  at  all.  Let  me  finish  my  com- 
parison. 

In  1942,  our  profits  before  taxes  were  15.67;  but,  after  taxes,  it  was 
4.2  percent. 

Now,  the  point  I  wish  to  make  clear  from  that  is  this,  that  in  a  small 
company  that  has  grown  like  ours,  with  a  small  excess-profits  tax 
base,  the  excess-profits-tax  law  has  done  just  about  what  it  set  out 
todo.  ^  • 

Mr.  Lynch.  That  is,  to  take  away  excess  profits? 

Mr.  Jones.  Exactly  so,  and  it  does,  and  particularly  when  you  grow, 
^hen  your  base  period  is  small. 

Mr.  Lynch.  We  appreciate  that.  What  would  be  your  suars-estion 
^tli  respect  to  renegotiation?  You  are  certainly  in  favor  of  it,  are 
you  not? 
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Mr.  Jones.  No,  sir;  I  am  not.  I  definitely  said  I  advocated  its 
repeal,  but  I  also  am  realistic  enough  to  believe  it  cannot  be  repealed. 
Therefore,  I'have  given  you  five  suggestions  and  the  most  important 
one,  aside  from  reserves,  is  that  renegotiation  be  conducted  on  a  basis 
of  what  profits  are  left  after  taxes. 

Now,  there  is  not  a  businessman  in  the  country  that  does  not  rocog. 
nize  taxes  as  part  of  his  expense  of  doing  business.  They  are  abso- 
lutely integral  with  his  business.  He  has  to  count  on  them;  if  be  did 
not,  he  would  just  go  broke  the  next  year. 

Mr.  Lynch.  Do  you  mean  to  say  that  the  businessmen  of  the  coun- 
try consider  taxes  as  part  of  their  cost  of  production? 

Mr.  Jones.  They  have  got  to;  they  cannot  exist  if  they  do  not. 
They  will  only  be  an  ostrich  putting  their  heads  in  the  sand,  if  they 
do  not. 

Mr.  Lynch.  Did  you  ever,  in  any  bid  that  you  ever  submitted, 
take  into  consideration  the  income  tax  and  the  excess-profits  tax  on 
jour  company,  in  connection  with  that  bid  which  you  submitted? 

Mr.  Jones.  I  never  did.  In  the  first  place,  you  must  under- 
stand  

Mr.  Lynch.  Is  not  that  an  answer  to  the  argument  that  the 
income  tax  and  excess-profits  tax  are  matters  of  cost  of  production? 

Mr.  Jones.  Say  that  again,  please. 

Mr.  Lynch.  If  so,  does  not  that  show  that  income  taxes  and 
excess  profits  taxes  are  not  part  of  the  cost  of  production? 

Mr.  Jones.  Income  taxes  and  excess-profits  taxes  are  not  part  of 
the  cost  of  production,  but  they  are  very  definitel}^  part  of  the  financial 
structure  of  the  company  and  its  life. 

Mr.  Lynch.  There  is  no  question  about  that, 

Mr.  Jones.  All  right. 

Mr.  Lynch.  But  you  recognized  the  fact  that  businessmen,  as  I 
understood  your  testimony,  took  the  income  tax  and  excess-profits 
tax  into  consideration  with  their  cost  of  production. 

Mr.  Jones.  Well,  if  I  gave  you  that  impression  I  am  sorry.  I 
-would  not  like  to  have  you  feel  that  way.  But  they  have  to  reckon 
with  those  taxes. 

Mr.  Lynch.  Everybody  knows  they  have  to  be  reckoned  with, 
insofar  as  your  ultimate  profit  is  concerned,  for  distribution. 

Now,  when  you  speak  of  renegotiating  after  taxes,  in  order  to  set 
up  a  reserve  for  postwar  conversion,  what  percent  would  you  suggest 
as  a  reserve?  , 

Mr.  Jones.  That  is  a  very  hard  question  for  me  to  answer.  I  would 
.say,  in  our  own  particular  case,  if  a  1 -percent  tax-free  reserve  on  gross 
sales  was  allowed,  or  on  net  sales  was  allowed,  it  would  be  ample. 

Mr.  Lynch.  One  percent  of  gross  sales? 

Mr.  Jones.  Of  net  sales. 

Mr.  Lynch.  Of  net  sales? 

Mr.  Jones.  Would  be  ample,  but  that  would  be  tax  free. 

Mr.  Lynch.  That  would  be  ample  for  you  that  have  such  niyii^^' 
favorable  tax  base,  if  you  could  have  something  worked  out  along 
those  lines? 

Mr.  Jones.  Yes.  .      ,   , 

Mr.  Lynch.  But  would  it  not  be  excessive  for  those  companies  tnai 

had  a  favorable  tax  base? 


Mr.  Jones.  Well,  if  that  reserve  was  set  up,  it  would  be  set  up  for 
ji  specific  purpose  and,  if  it  was  not  spent  for  this  purpose  in  a  given 
length  of  time  after  the  cessation  of  hostilities,  then  it  would  have  to 
revert  to  the  taxable  status  right  away  as  of  the  year  in  which  it  was 
get  up.  In  that  way,  it  would  be  no  more  unfair  to  one  company 
than  to  another.  In  other  words,  they  would  only  get  credit  for  that 
wliich  they  spent  for  the  specific  purpose  for  which  the  reserve  was 

set  up. 

Mr.  Lynch.  Would  you  consider  those  reserves  that  you  set  up 
reserves  that  could  be  utilized  to  restore  your  plant  in  status  quo? 
Is  that  what  you  have  in  mind? 

Mr.  Jones.  That  would  be  part  of  the  use  for  those  reserves. 

Mr.  Lynch.  Do  you  think  that  those  reconversion  reserves  might 
be  used,  after  the  war,  to  set  up  the  company  in  some  other  line  of 
business  and  be  considered  as  reconversion? 

Mr.  Jones.  I  have  not  given  that  part  of  the  picture  a  very  great 
deal  of  thought,  Mr.  Lynch,  because  we  did  not  have  to  convert  from 
one  line  to  another,  going  into  war,  and  I  frankly  have  not  given  that 
a  great  deal  of  consideration.  What  I  would  say  offhand  would  be 
this,  that  if  it  would  add  to  employment  facilities  for  men  and  women, 
particularly  returned  soldiers  coming  back  from  this  war,  it  would  be 
a  great  asset  to  the  domestic  economy  of  this  country. 

Mr.  Lynch.  Well,  I  know,  but  you  are  in  favor,  are  you  not,  of 
untrammeled  profits? 

Mr.  Jones.  No,  I  am  not  at  all. 

Mr.  Lynch.  Let  me  finish,  now — subject  only  to  the  revenue  law? 

Mr.  Jones.  I  think  the  revenue  law  can  be  made  to  operate  so 
that  it  will  fit  the  situation  that  confronts  the  country. 

Mr.  Lynch.  What  I  am  getting  at  is  this:  You  are  committed  to 
the  idea  that  a  corporation  might  obtain  excessive  profits  from  the 
Government  and  that  the  only  way  in  which  the  Government  should 
get  that  money  back,  despite  unconscionable  profits,  if  we  think  of  a 
company  like  that — that  the  only  way  the  Government  should  be 
allowed  to  get  that  money  back  is  through  the  revenue  law?  Is  that 
right? 

Mr.  Jones.  I  do,  and  I  would  like  to  elaborate  on  why  I  think 
that  way.  The  revenue  law  is  something  which  is  established  by  an 
act  of  Congress.  Those  who  pay  taxes  under  that  law  know  exactly 
^'hat  they  can  expect.  As  the  renegotiation  statute  is  administered 
at  the  present  time,  it  is  subject  to  administrative  interpretations  of 
that  law.  They  vary;  what  may  be  sauce  for  the  goose  is  not  sauce 
^or  the  gander,  and  we  go  gradually  from  a  period  of  government  by 
law  to  government  by  administrative  rulings.  That,  admittedly,  is 
one  of  the  reasons  why  I  dislike  the  idea  of  a  renegotiation  statute. 
1  think  it  is  un-American;  I  think  it  is  the  first  step  to  what  you  have 
^Pen  taking  place  in  Europe  for  several  years  prior  to  this  war.     , 

.  Mr.  Lynch.  Now,  where  you  have  instances  of  men  making  exces- 
^jve  profits  by  reason,  not  of  any  inherent  desire  to  take  advantage  of 
the  Government,  but  where  they  did  not  know  their  costs  of  produc- 
^'on  and  where  mass  production  has  given  them  a  great  edge  in  profits, 
*lon't  you  think  that  the  Renegotiation  Act,  as  testified  even  by  those 
^^lio  are  opposed  to  its  administration,  is  the  only  method  by  which 
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the  Government  could  have  gotten  prices  down,  because  it  made  the 
manufactiu-er  excess-profit  conscious? 

Mr.  Jones.  No;  I  do  not. 

Mr.  Lynch.  That  is  the  testimony  of  Mr.  Shreve,  in  part. 

Mr.  Jones.  Maybe  it  was,  but  I  do  not  a^ee  with  Mr.  Shreve. 
In  the  first  place,  the  amoimt  of  prime  contracts  taken  by  my  com- 
pany does  not  amount  to  anything,  and  I  have  found  that  our  buyers 
are  very  price  conscious,  in  every  sense.  I  also  feel,  although  my 
knowledge  is  hearsay,  that  the  Government  procurement  agencies 

are  also  good  buyers.  ,  ^     • 

Mr.  Lynch.  They  are  now,  I  understand,  but  the  general  testimony, 
I  think,  has  been  that  when  this  program  of  war  supply  first  developed 
even  the  best  manufacturers  of  the  country  did  not  know  what  their 
costs  would  be,  and  could  not  figure  on  an  accurate  cost,  and  on  that 
account  some  of  them  even  had  open  contracts,  the  cost  to  be  adjusted 
afterward.  Now,  under  those  circumstances,  where  the  manufac- 
turers would  have  been  content  with  a  fair  profit,  don't  you  think 
that  the  Renegotiation  Act  would  have  done  a  good  job? 

Mr.  Jones.  As  I  understand  the  situation,  Mr.  Lynch — and  I  do  not 
have  too  much  factual  data  on  that— a  lot  of  those  prices  were  reduced 
without  any  reference  to  the  Renegotiation  Act. 

Mr.  Lynch.  In  one  instance  it  was  testified  that  they  would  not 
renegotiate  where  there  were  trustees,  for  the  reason  that  the 
trusfees  wanted  to  be  reheved  of  any  possible  habihty  by  renegotiating 
and  therefore  wanted  to  be  reheved  of  the  necessity  of  consenting  to 
reduction  of  profits  by  reason  of  their  fear  of  stockholders'  suits. 

Is  your  company  closely  held? 

Mr.  Jones.  Yes,  sir. 

Mr.  Lynch.  How  many  stockholders  are  there? 

Mr.  Jones.  Two. 

Mr.  Lynch.  And  what  are  the  salaries  of  the  officers?  I  suppose 
the  stockholders  are  the  principal  officers  also. 

Mr.  Jones.  That  is  right. 

Mr.  Lynch.  What  were  the  salaries  of  the  three  top  men  of  the 

company  in  1939?  .  ,^   ,    ,     i„ 

Mr.  Jones.  We  did  not  have  three  top  men  m  1939.  We  had  only 
one.  We  were  not  big  enough  to  carry  three.  I  might  say  this,  Mr. 
Lynch:  That  the  Price  Adjustment  Board  has  taken  exception  to  an 
increase  in  my  own  particular  salary.  My  salary  was  set  in  1936, 
when  I  came  with  the  American  Tube  Bending  Co.  and  bought  a  ball 
interest  in  it.  I  have  never  once  in  our  entire  dealings  with  the  rnce 
Adjustment  Board  taken  any  exception  to  the  amount  they  dis- 
allowed. I  am  not  m  this  war  for  that;  and  that  was  ruled  out.  p 
was  put  into  the  business  that  was  declared  exempt  from  renegotia- 
tion, and  it  automatically  renegotiated  that  whole  busmess  down  quite 
a  bit,  too.     That  was  disallowed,  and  I  agreed  with  it.  ^ 

Mr.  Lynch.  Now,  Mr.  Jones,  let  me  say  this:  It  is  not  because  i 
agree  or  disagree  with  whatever  the  Price  Adjustment  Board  did  i» 
you.     Whatever  they  did,  I  did  not  know  until  you  told  me. 

Mr.  Jones.  They  have  not  done  it  yet.     I  might  say  that  in 
gentleman  who  renegotiated  with  me  is  in  the  audience.     I  hope 
won't  jeopardize  my  case.  ,  -^ 

Mr.  Lynch.  I  do  not  think  a  frank  person  like  you  has  anyiuuio 

to  fear  from  them.  , 


Mr.  Jones.  I  hope  not.  ,    .        i. 

Mr  Lynch.  Getting  back  to  the  pomt  of  the  salaries  of  your 
nfficers  and  the  profits  of  your  company— not  for  the  purpose  of  rene- 
Ttiating,  but  just  give  us  the  full  picture,  so  that  we  will  have  it 
before  us  when  we  finally  decide  it. 

Mr.  Jones.  All  right;  I  have  given  you  the  profits.  Possibly  you 
^ould  like  to  know  the  dividends  for  those  same  years. 

Mr  Lynch.  Yes;  I  would  like  to  know  the  dividends. 

Mr.  Jones.  For  1936,  $46,400. 

Mr  Lynch.  Dividends? 

Mr  Jones.  Dividends:  For  1937,  $32,000;  for  1938,  $10,000;  1939, 
none;  1940,  $8,000;  1941,  $9,600;  1942,  $16,000.  , 

Mr.  Lynch.  Now  let  us  see.    You  did  not  give  us  the  salaries. 

Mr.  Jones.  No;  I  did  not.  I  am  afraid  I  cannot  give  you  the 
salary  figures,  except  very  much  by  guess,  prior  to  1939. 

Mr.  Lynch.  If  you  can  get  them,  we  will  appreciate  it  if  you  will 
put  them  in  the  record. 

Mr.  Jones.  All  right,  sir. 

{The  statement  requested  is  as  follows:) 

In  1936,  my  salary,  prorated  to  reflect  receiving  it  for  an  entire  year  at  the  same 
amount  as  for  that  portion  of  the  year  during  which  I  was  paid  by  American  Tube 
Bending  Co.  was  approximately  $30,000.  In  1937  it  was  $24,910.  In  1938  it 
was  $18,870.  In  1939  it  was  $12,000.  In  1940  it  was  $40,831.  In  1941  it  was 
S41,000.    In  1942  it  was  $79,373. 

I  wish  to  point  out  that  my  compensation,  under  the  terms  of  my  agreement  _ 
in  1936  when  I  purchased,  in  conjunction  with  one  other  person,  the  company,  is 
based  upon  a  definite  and  unchanged  monthly  amount  plus  a  fixed  and  still 
unchanged  percentage  of  the  earnings  determined  after  the  closing  of  the  books 
at  the  end  of  the  year.  The  large  amount  of  1942  salary  was  determined  on  that 
formula  basis  and  was  approved  by  the  Salary  Stabilization  Unit  of  the  Bureau 
of  Internal  Revenue.  Except  for  the  amount  of  tax  due  on  the  total  salary  it  has 
not  been  paid  me  but  has  remained  in  the  corporation's  funds. 

I  would  like  to  point  out  that  the  Price  Adjustment  Board  had  considered  as  a 
"necessary  expense"  only  the  amount  received  as  a  salary  in  1940.  Incidentally, 
the  net  income  to  me,  after  taxes,  on  my  1942  salary  is  $24,387.  The  tax  on  the 
S79,0OO  salary  is  $54,986.  The  net  income  after  taxes  in  1940  was  $24,492,  or 
more  than  the  sum  remaining  after  taxes  in  1942, 

Mr.  Lynch.  That  is  aU. 

Mr.  Dewey.  Mr.  Jones,  I  would  like  to  refer  to  tlie  question  of 
the  reconversion  reserves.  You  brought  out  in  your  testimony  that 
after  renegotiation  you  will  have  no  excess-profits  tax  to  pay,  and 
10  percent  of  nothing  would  be  that  amount  of  reserve  you  are  per- 
mitted to  set  up.  miat  would  be  the  situation,  even  if  they  continue 
the  practice  of  renegotiating  before  taxes,  in  figuring  the  reserve  on 
the  amount  before  renegotiation  and  having  that  set-up?  Do  you 
follow  me? 

Mr.  Jones.  I  think  it  would  complicate  matters  a  little  more  than 
they  would  be  otherwise,  but  I  think  it  could  be  done. 

Mr.  Dewey.  You  are  referring  to  renegotiation  after  taxes? 

Mr.  Jones.  My  thought  about  setting  up  a  reserve,  Mr.  Dewey, 
^^'ould  be  to  set  it  up  on  net  sales,  and  make  it  tax-exempt. 

Mr.  Dewey.  I  was  thinking  of  taking  the  law  as  it  exists.  You 
^'ould  have  to  shoot  that  back  and  make  it  retroactive  for  the  past 
year? 

Mr.  Jones.  Yes. 

Mr.  Dewey.  It  might  be  complicated.  As  I  understand,  most  of 
t-hese  profits  have  been  derived  through  increased  volume. 
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Mr.  Jones.  That  is  right. 

Mr.  Dewey.  Which  would  naturally  mean  increased  fa<rilities,  in, 
creased  expansion,  and  the  plowing  back  of  the  company's  profits 

if  any 

Mr.  tToNES.  That  is  absolutely  correct. 

Mr.  Dewey.  Into  the  capital  and  fixed  assets  of  the  company,  which 

would  not  be  liquid  at  the  time  you  convert,  when  it  is  most  needed. 

Mr.  Jones.  And  I  might  add  that  most  of  those  have  been  put  in 

rented  buildings  in  order  to  take  care  of  the  increase  of  business,  and 

will  have  to  be  removed  when  we  give  up  the  buildings. 

Mr.  Dewey.  So  you  think  there  might  be  something — ^of  course  I 
appreciate  your  having  taken  the  other  position,  but  3  it  should  be 
decided  to  leave  the  renegotiation  before  taxes  as  is — if  the  application 
of  the  10  percent  reserve  to  the  excess  profits  as  they  exist  might  be 
figured  before  renegotiation,  that  would  give  a  sufficient  reserve  to  take 
<5are  of  or  partially  take  care  of  your  reconversion  problem? 

Mr.  Jones.  It  would  partially  take  care  of  it.  I  do  not  think  it 
would  entirely  take  care  of  it. 

Here  is  what  would  happen  in  our  own  particular  case.  As'  we  filed 
our  tax  return  we  had  a  post-war  refund  of  approximately  $15,000 
coming  to  us.  Now,  through  the  method  of  recomputing  taxes  we 
would  have  $663  coming  back  to  us. 

If  I  might  digress  for  a  moment,  this  recapture  of  excessive  profits 
is  hard  for  us  to  imderstand.  If  it  were  not  for  sales,  we  would  not 
have  profits.  Now,  the  way  it  is  administered,  they  reduce  our  sales, 
and  they  refigure  the  taxes  on  that  basis. 

Mr.  Dewey.  They  recapture  a  portion  of  your  sales? 
Mr.  Jones.  Yes.  Nevertheless,  we  have  paid  taxes  on  profits.  We 
have  paid  two  installments,  and  the  third  is  not  due  until  tomorrow 
or  the  day  after.  But  they  figure  on  wiping  out  the  excess  profits  on  a 
return  that  we  never  sign.  It  is  just  a  computation  in  the  Treasury 
Department.  It  is  not  a  tax  return  which  we  file;  and,  therefore, 
according  to  Gilbert  and  Sullivan,  in  my ''artless  and  innocent  way," 
I  just  wonder  whether  that  adds  up.  Some  times  I  do  not  think  it  does. 
Mr.  Dewey.  Supposing  there  were  post-war  reserves  allowed 
through  a  refund  of  10  percent  of  the  excess-profits  tax  prior  to  renego- 
tiation; you  say  that  that  would  not  probably  take  care  of  all  the  re- 
quirements? 

Mr.  Jones.  No;  I  did  not  say  that.  I  said  that  I  thought  that  i 
percent  of  sales  would  do  it.  I  have  not  figured  it  out  by  your  method. 
I  would  have  to  sit  down  to  see  what  it  amounted  to  for  our  own  com- 
pany. I  would  not  know  how  to  answer  that  without  doing  a  little 
computing. 

Mr.  Dewey.  You  are,  of  course,  taking  advantage  of  the  amortiza- 
tion over  a  5-year  period?  . . 
Mr.  Jones.  Yes,  but  that  is  a  doubtful  advantage.     At  the  end  oy> 
years  a  large  part  of  our  plant  will  be  amortized.     We  cannot  take 
depreciation  on  it  for  excess-profits  taxes  or  income  taxes  after  tna 
period.     Now,  the  great  question  in  my  mind  is:  Am  I  being  wise  o 
foolish  in  taking  that  amortization  now,  making  my  tax  bill  siJJ^^^^; 
and  storing  up  possibly  some  very  considerable  headaches  for  the  p  ■ 
riod  after  the  expiration  of  that  5-year  amortization?   I  do  not  Kno^  ^ 
but  I  am  seriously  considering,  before  we  file  next  March,  whctlici 
am  going  to  take  it.     That  is  not  an  unmixed  blessing. 


\Ir.  Dewey.  How  about  the  period  for  the  cancelation  of  the 
coiitract?     Will  a  speedy  cancelation  be  of  any  assistance  to  you? 

\Ir.  Jones.  As  far  as  the  cancelation  of  the  contract  is  concerned, 
^ye  are  the  last  hair  on  the  tail  the  dog  is  wagging.  So  far  we  are  just 
behind.  The  prime  contractors,  so  far,  are  just  beginning  to  have 
some  consideration  paid  them,  but  not  the  subcontractor.  At  present 
I  am  taking  out  credit  insurance,  so  that  the  insurance  companies 
\^ill  have  to  worry  about  it  and  not  ourselves. 

Mr.  Dewey.  So  that  in  the  consideration  of  the  cancelation  of  the 
contract,  would  it  be  advisable  not  to  release  the  prime  contractor 
unless  his  subcontractor  was  also  considered  at  the  same  time? 

Mr.  Jones.  I  would  think  so,  because,  after  all,  most  prime  con- 
tractors would  not  have  done  what  they  have  done  without  their 
subcontractors.  I  think,  in  all  equity,  they  are  all  in  the  same  boat. 
One  happens  to  be  the  hind  legs  and  the  other  the  fore  legs;  that  is  all. 

Mr.  Dewey.  Your  fear  at  present  is  that  you  might  be  left  out  on 
prime  contractors'  cancelation  agreements,  and  that  the  subcontractor 
will  be  left  to  shift  for  himself? 

Mr.  Jones.  I  have  not  seen  anything  too  encouraging  for  the  sub- 
contractor as  yet. 

Mr.  DeweyI!  That  is  one  of  the  things  that  we  must  consider  when 
we  consider  the  cancelation  contract  arrangements? 

Mr.  Jones.  I  would  think  so;  yes.  I  did  not  come  prepared  to 
testify  on  that  particular  subject. 

Mr.  Dewey.  No;  but  in  your  own  business  experience  you  appar- 
ently follow  every  detail  very  carefully. 

\ir.  Jones.  Well,  I  do  not  want  to  be  asleep  imder  the  table  when 
the  bell  rings. 

Mr.  Cooper.  You  kindly  agreed  to  put  in  the  record,  in  response  to 
Mr.  Lynches  request,  the  salary  picture  of  your  company.  I  also 
understood  you  to  say  that  you  had  the  information  available  from 
1939. 

Mr.  Jones.  Yes,  sir;  I  have. 

Mr.  Cooper.  Well,  let  us  have  that  now. 

Mr.  Jones.  In  1939  my  salary  was  $12,000.  Incidentally,  my 
salary  is  based  upon  a  certain  monthly  amount  plus  an  amount  de- 
termined after  the  close  of  the  books  at  the  end  of  the  year. 

Mr.  Cooper.  What  was  the  total  amount  that  you  got? 

Mr.  Jones.  $12,000  in  1939. 

Mr.  Cooper.  $12,000  is  what  you  got  out  of  the  company  in  1939? 

Mr.  Jones.  Yes,  sir;  in  salary.    . 

In  1940  it  was  $41,000. 

Mr.  Cooper.  $12,000  in  1939  and  $41,000  in  1940? 

Mr.  Jones.  That  is  right.  Prior  to  1939 — ^wliich  was  a  bad  year, 
1  might  add — it  was  considerably  in  excess  of  $12,000,  but  I  have  not 
&ot  those  figures  with  me. 

Inl941  it  was  $29,000. 

In  1942  it  was  $79,000. 

Now,  there  are  two  things  in  connection  with  that  that  I  would 
*iKe  to  mention.  In  the  first  place  the  amount  that  was  in  excess  of 
\^40  was  disallowed  by  the  Price  Adjustment  Board,  and  that  is  all 
Jjgnt  with  me.  In  the  second  place,  all  of  it  excepting  that  money 
^^^t  I  had  to  withdraw  to  pay  income  taxes  on  it  myself  is  still  being 
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used  by  the  company,  because  it  ueeds  it  so  badly.  I  have  not  per- 
sonally drawn  it  out,  and  the  question  is  when  I  will. 

Mr.  Cooper.  But  it  was  paid? 

Mr.  Jones.  That  was  the  figure;  yes,  sir. 

Mr.  Cooper.  $79,000? 

Mr.  Jones.  Yes,  sir. 

Mr.  Cooper.  Now,  how  about  the  salaries  of  others? 

Mr.  Jones.  I  ask  you  again  to  recall  that  in  1939  we  did  not  support 
a  very  great  overhead.  We  have  had  to  add  people  to  our  staff  in 
order  to  manage  a  company  that  has  grown  as  rapidly  as  this.  The 
only  comparable  salary,  I  think,  would  be  the  salary  of  the  man  who 
is  now  our  vice  president  and  assistant  treasurer — I  being  the  treasurer 
as  well  as  the  president — who  is  in  chaise  of  production. 

Mr.  Cooper.  You  are  the  president  and  the  treasurer? 

Mr.  Jones.  I  am;  yes,  sir. 

In  1939  his  salary  was  $1,500. 

In  1940,  $6,100. 

In  1941,  $8,300. 

In  1942  it  was  $9,900. 

Mr.  Cooper.  That  would  cover  all  the  executive  salaries? 

Mr.  Jones.  No.  The  secretary  of  the  corporation,  who  is  the 
other  stockholder,  had  .a  salary  of  $6,000  in  the  years  1939,  1940, 
and  1941,  and  $7,500  in  1942. 

Mr.  Cooper.  You  say  the  whole  company  is  owned  by  three 
people? 

Mr.  Jones.  Two  people.  The  only  exceptions  are  the  directors, 
who  have  qualifying  shares. 

Mr.  Cooper.  Who  are  the  two  people  that  own  it? 

Mr.  Jones.  Myself  and  the  secretary. 

Mr.  Cooper.  Who  is  the  secretary? 

Mr.  Jones.  The  secretary  is  the  widow  of  the  person  who  formerly 
managed  the  company. 

Mr.  Cooper.  He  was  formerly  one  of  the  owners,  with  you,  of  the 
company? 

Mr.  Jones.  He  was,  but  not  with  me.  I  did  not  step  into  the  pic- 
ture imtil  the  man  who  formerly  ran  the  company  died. 

Mr.  Cooper.  And  his  widow  and  you  own  the  companj^? 

Mr.  Jones.  Own  the  company;  that  is  right. 

Mr.  Cooper.  I  thank  you. 

(The  statement  submitted  by  Mr.  Jones  is  as  follows:) 

Statement  Presented  by  the  American  Tube  Bending  Co.,  New  Haven, 
Conn.,  to  the  Army  Air  Force  Price  Adjustment  Board,  New  \ork 

BRIEF   history   OF   THE   COMPANY 

The  American  Tube  Bending  Co.  was  incorporated  in  1910  under  the  laws  of 
the  State  of  Connecticut  for  the  purpose  of  conducting  a  manufacturing  busine^- 

The  products  made  in  the  early  days  of  the  company  consisted  primarily  o 
component  parts  of  automotive  equipment,  such  as  intake  and  exhaust  ^^^J,    -i^ 
for  automobiles,  trucks,  and  busses,  manifolds  for  water-cooling  systems  and  ou^ 
distribution  systems  on  the  same  equipment,  and  the  like.     All  of  these  pa^J^ 
were  made  in  accordance  with  the  drawings  and  specifications  of  our  custome  ^ 
and  to  this  day  the  business  of  this  company  consists  entirely  of  fabricating  W 
to  our  customers'  requirements.     These  parts  in  the  main  were  fabricated  if 
tubing  where  the  thickness  of  the  wall  of  the  tube  was  very  small  in  coroparK 
to  the  diameter  of  the  tube  and  presented  difficult  manufacturing  problems. 


The  company  early  established  a  reputation  for  precision  workmanship  in  this 
field  and  was  the  natural  source  of  supply  to  the  aviation  industry  in  the  early 
stages  of  its  development.  Working  very  closely  with  the  young  aviation  indus- 
try this  company  pioneered  in  the  development  of  tutelar  parts  for  use  on  air- 
craft and  aircraft  engines. 

In  the  years  preceding  the  outbreak  of  the  present  war  in  Europe  the  business 
of  the  company  was  divided  between  the  various  industries  of  the  country  approxi- 
mately in  the  following  proportions:  60  percent  to  the  aircraft  industry;  30  per- 
cent to  the  truck  and  bus  industry;  10  percent  to  miscellaneous  industries  of  a 
wide  variety. 

The  total  volume  of  business  was  small  and  because  of  the  continual  state  of 
change  in  the  aircraft  industry  which  paralleled  technical  advances,  production 
runs  were  impossible  and  the  methods  of  manufacture  were  those  of  craftsmen 
skilled  in  metal  work.  The  amount  of  hand  work  on  our  product  was  extreme 
and  consequently  the  costs  of  production  were  high,  but  this  condition  was 
common  to  the  entire  industry  and  was  unavoidable  under  the  circumstances. 

The  war  business  of  the  company  is  almost  exclusively  with  the  aviation  in- 
dustry, which  in  the  past  few  years  has  expanded  at  an  unprecedented  rate,  but 
this  increase  in  demand  for  products  of  our  company  has  in  no  sense  lowered  the 
standards  required  and  it  is  therefore  necessary  not  only  to  continue  peacetime 
manufacturing  processes  as  far  as  accuracy  and  100  percent  inspection  are  con- 
cerned, but  aSo  to  adapt  these  practices  to  mass  production  and  lowered  cost. 

The  variety  of  products  we  make  is  also  very  great,  ranging  from  small  parts 
consisting  of  1  or  2  inches  of  tubing  one-eighth  inch  in  diameter  and  worth  only 
a  few  cents  up  to  large  fabricated  assemblies  taking  a  large  amount  of  tubing  and 
other  material  and  worth  over  a  hundred  dollars  a  unit. 

The  cold  bending  of  metallic  tubes  is  the  basic  manufacturing  process  of  this 
company,  but  a  great  variety  of  other  metal-forming  operations  are  performed 
such  as  swaging,  expanding,  flanging,  beading,  and  reduction,  and  many  of  our 
employees  are  highly  skilled  in  the  welding  of  all  kinds  of  metal,  brazing,  and 
hard  soldering.  Several  finishing  operations  likewise  are  performed  before  goods 
are  ready  for  shipment,  and  while  all  of  this  is  going  on  with  production  items,  we 
are  constantly  called  upon  to  make  experimental  parts,  develop  new  pieces  and 
assemblies,  and  generally  act  as  the  pilot  plant  of  our  particular  branch  in  the 
industry.  From  the  above  it  will  be  realized  that  the  variety  of  our  products  is 
extreme  and  constantly  changing  with  improved  designs  and  new  requirements. 

The  growth  of  the  company  in  number  of  employees  is  shown  in  the  following 
table,  and  this  very  definitely  indicates  the  impact  of  the  war  on  the  operation  of 
the  company: 

January  1938 1 75   January  1941 314 

January  1939 60   January  1942 481 

January  1940 116   January  1943 738 

Inasmuch  as  this  company  was  one  of  the  pioneers,  if  not  the  pioneer  company, 
in  the  fabrication  of  tubular  parts  particularly  for  use  on  aircraft  and  aircraft 
engines,  we  have  been  called  upon  to  bear  the  brunt  of  the  tremendously  increased 
War  demand.  As  nearly  as  we  can  gage  production  figures  of  our  competitors 
from  a  general  knowiedge  of  the  industry,  we  feel  that  a  conservative  estimate 
Would  rate  our  production  as  greater  than  that  of  our  two  principal  competitors 
combined. 

PRESENT    OWNERSHIP   AND    OFFICERS 

With  the  exception  of  qualifying  shares  held  by  three  directors  not  officers  of 
the  coinpany,  the  stock  of  the  company,  which  is  composed  entirely  of  common 
stock,  is  held  equally  between  the  president  and  secretary.  The  officers  of  the 
company  are:  President  and  treasurer,  Henery  W.  Jones,  Jr.;  vice  president  and 
assistant  treasurer,  Bulkeley  Smith;  vice  president,  Fred  B.  Kingsbury;  secretary, 
1^-  W.  Stolz;  assistant  secretary,  F.  W.  Delaunay. 

CORPORATE  AFFILIATIONS 

As  indicated  in  the  preceding  caption,  no  corporation  has  any  interest,  financial 
or  otherwise,  in  this  company,  and  neither  has  the  company  any  financial  interest 
^^^  IS  it  connected  by  interlocking  directors  with  any  of  its  subcontractors, 
vendors,  or  customers. 
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FINANCIAL  STATEMENTS,  1936  TO  1941,  INCLUSIVE 

Attached  to  this  document  are  comparative  financial  statements  for  the  years 
mentioned  above,  taketo  directly  from  auditors'  reports.  These  statements 
include  balance  sheets,  earnings  statements,  and  statements  of  factory  overhead 
and  administrative  and  general  expenses  and  are  direct  copies  of  material  already 
submitted  in  this  matter.  In  addition  there  is  an  analysis  of  the  surplus  account 
for  the  years  in  question. 

FINANCIAL  STATEMENTS  FOR  1942 

Attached  to  this  document  you  will  also  find  financial  statements  for  the  year 
1942.  These  consist  of  a  balance  sheet  and  statement  of  surplus,  a  statement  of 
earnings  and  expenses,  and  a  statement  of 'factory  overhead  and  administrative 
and  general  expenses.  They  are  taken  directly  from  our  auditor's  report  and  are 
in  the  same  form  as  those  for  the  previous  years  with  the  addition  of  a  few  items, 
and  also  are  direct  copies  of  material  already  submitted  in  this  matter. 

These  statements  show  that  the  net  sales  for  the  year  1942  amounted  to 
$3,069,521.59.  Due  to  the  nature  of  our  business  it  would  be  a  very  difficult 
matter,  involving  weeks  of  clerical  work,  to  segregate  all  business  on  completed 
orders  paid  for  on  or  before  April  30,  1942,  because  in  some  instances  deliveries 
on  orders  are  scheduled  over  a  long  period  of  time,  and  also  because  of  the  fairly 
heavy  volume  of  orders.  2,085  individual  orders  were  received  in  1942.  We 
therefore  follow  the  suggestion  of  Mr.  Stewart  of  the  Army  Air  Force  Price 
Adjustment  Board  and  to  the  value  of  accounts  receivable  on  December  31, 

1941,  add  the  shipments  from  January  1  to  April  30,  1942,  and  deduct  the  ac- 
counts receivable  as  of  April  30,  1942  as  shown  in  the  following  tabulation: 

Accounts  receivable  Dec.  31,  1941 $138,  319.  65 

Shipments  Jan.  1  to  Apr.  30,  1942 837,  126.  67 

Total --_     975,445.32 

Accounts  receivable  Apr.  30,  1942 172,  714.  19 

Total 802,731.  13 

In  additioii  to  these  figures  we  made  shipments  in  the  total  amount  of  $3,247.30 
to  export  customers  during  the  period  subsequent  to  April  30,  and  this  brings 
the  total  business  not  under  consideration  to  $805,978.43,  which  is  26J4  percent 
of  the  total  year's  sales. 

Our  cost  system,  which  is  based  on  standard  costs,  does  not  allow  the  segrega- 
tion of  profits  on  individual  orders.  The  earnings  statement  shows  a  net  profit 
before  taxes  for  1942  of  $480,995.04,  and  applying  the  percentage  just  mentioned 
to  this  figure  it  would  seem  that  the  total  amount  of  profits  under  consideration 
for  the  year  1942  would  be  $352,328.67. 

PRIME  CONTRACTS  WITH  UNITED  STATES  GOVERNMENT  AGENCIES 

During  the  year  we  completed  six  contracts  with  two  agencies  of  the  United 
States  Government,  namely,  the  naval  aircraft  factory  and  the  Rock  Island 
Arsenal.  Of  these  six  contracts  four  were  completed  during  the  period  prior  to 
April  30,  1942.     In  addition  three  contracts  were  incomplete  on  December  31, 

1942,  but  it  will  be  noted  that  the  total  of  the  completed  and  incomplete  con- 
tracts during  the  period  under  consideration  amounted  to  less  than  $20,000  and 
therefore  represents  a  very  negligible  volume.  The  detail  of  all  of  these  contracts 
is  shown  in  the  tabulation  immediately  following,  and  it  should  be  noted  that  those 
four  marked  with  an  asterisk  were  completed  in  the  first  3  months  of  1942. 


Agency 


Naval  aircraft  factory- 
Rock  Island  Arsenal-. 


Contract  No. 


N156S-20843.. 
N 288s- 1268.-- 

42-227. 

42-10159 

42-18488 

42-21637 - 


Date 


Aug. 

Jan. 

Aug. 

Nov. 

Mar. 

Apr. 


5, 1941 

12. 1942 

7, 1941 

25. 1941 
5,1942 

18. 1942 


Amount 


$901.32 

616.60 

442.00 

440.00 

99.96 


Completed 

Jan.   30.1W2 
Mar.  11.1^2 

Feb.    2.m 
AUP.  29.  9^ 
Mar.  23.  m^ 
Dec.  16,1»»2 


The  last  listed  contract  was  originally  for  $9,180.     A  change  was  requested  by 
the  arsenal  which  reduced  the  amount  to  $9,052.50.     Later,  due  to  technical 


changes,  the   contract  was   canceled  at  the  request  of  the  arsenal,  payments 
being  made  totaling  $6,966.02  for  material  shipped  and  expense  incurred. 
Three  contracts  were  incomplete  on  December  31,  1942,  and  are  listed  below: 


Agency 

Contract  No. 

Date 

Amount 

Completed 

•v»»rol  oirpraft  fftctorv           _.    _    ._     

N288S-4491 

A502-4383 

N288S-8342 

May  15,1942 
May  30,1942 
Nov.  18, 1942 

Mar.  26, 1943 

$119.68 
2,344.00 

Jan.    28,1943 
Mar.  29, 1943 

The  first  listed  contract  was  originally  for  $6,935.20,  but  was  increased  May 
28,  1942,  to  a  total  of  $9,191.50. 

BUSINESS   RECEIVED    FROM    PRIME    CONTRACTORS 

The  entire  business  which  we  received  from  customers  who  are  prime  contractors 
to  the  various  Government  agencies  was  placed  with  us  on  ordinary  purchase 

orders. 

As  previously  stated,  over  2,000  orders  were  received  during  1942  and  it  would 
be  an  extremely  diflBcult  and  tedious  task  to  separate  from  the  total  those  orders 
on  which  deliveries  and  payments  subject  to  renegotiation  had  been  made  in 
1942  and  those  on  which  no  deliveries  and  payments  had  been  made.  We  are 
therefore  treating  our  open  orders  as  a  group  as  of  the  close  of  business  on  De- 
cember 31,  1942,  feeling  that  it  will  simplify  matters  greatly  for  the  Board  and 
in  no  sense  distort  the  true  picture. 

On  some  of  these  orders  voluntary  price  reductions  had  been  made  and  these 
will  be  treated  in  detail  in  the  section  of  this  statement  pertaining  to  the  com- 
pany's contribution  to  the  war  effort.  We  list  below  the  names  of  all  of  our 
principal  customers  and  it  is  easily  seen  by  the  perusal  of  this  list  that  our  product 
is  widely  accepted  throughout  the  aviation  industry  by  the  foremost  companies 
in  their  fields: 

.American  LaFrance  Foamite  Corp.,  Elmira,  N.  Y. 

Aviation  Corporation,  Lycoming  Division,  Williamsport,  Pa. 

Beech  Aircraft  Corporation,  Wichita,  Kans. 

Bendix  Aviation  Corporation,  Bendix  Products  Division,  South  Bend,  Ind. 

Boeing  Airplane  Co.,  Wichita  Division,  Wichita,  Kans. 

Breeze  Corporations,  Inc.,  Newark,  N.  J. 

Brewster  Aeronautical  Corporation,  Long  Island  City,  N.  Y. 

Cessna  Aircraft  Co.,  Wichita,  Kans. 

Chicago  Pneumatic  Tool  Co.,  Franklin,  Pa. 

Curtiss- Wright  Corporation: 

Airplane  Division,  Buffalo,  N.  Y. 

Airplane  Division,  Columbus,  Ohio. 

Airplane  Division,  St.  Louis,  Mo. 

Wright  Aeronautical  Corporation,  Paterson,  N.  J. 

Wright  Aeronautical  Corporation,  Cincinnati,  Ohio. 
D-N-X  Engine  Corporation,  Buffalo,  N.  Y. 
Fairchild  Engine  and  Airplane  Corporation: 

Ranger  Aircraft  Engines  Division,  Farmingdale,  Long  Island,  N.  Y. 

Fairchild  Aircraft  Division,  Hagerstown,  Md. 
Ford  Motor  Co.,  Dearborn,  Mich. 
General  Motors  Corporation: 

Allison  Division,  Indianapolis,  Ind. 

Chevrolet  Motor  and  Axle  Division,  Buffalo,  N.  Y. 

Eastern  Aircraft  Division,  Linden,  N.  J. 

Eastern  Aircraft  Division,  Trenton,  N.  J. 
virumman  Aircraft  Engineering  Corporation,  Bethpage,  Long  Island,  N.  Y.    . 
Jacobs  Aircraft  Engine  Co.,  Pottstown,  Pa. 
Raiser  Cargo,  Inc.,  Fleetwings  Division,  Bristol,  Pa. 
{^ellett  Autogiro  Corporation,  Philadelphia,  Pa. 
{vinner  Motors,  Inc.,  Glendale,  Calif. 

i^wrence  Engineering  &  Research  Corporation,  Linden,  N.  J. 
ine  Glenn  L.  Martin  Co.,  Middle  River,  Md. 

^^ash-Kelvinator  Corporation,  Airplane  Engine  Division,  Kenosha,  Wis. 
'Northrop  Aircraft,  Inc.,  Hawthorne,  Calif 
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Republic  Aviation  Corporation,  Farmingdale,  Long  Island,  N.  Y. 
Spartan  Aircraft  Co.,  Tulsa,  Okla. 

Studebaker  Corporation,  Aviation  Division,  South  Bend,  Ind. 
United  Aircraft  Corporation: 

Hamilton  Standard  Propellers  Division,  East  Hartford,  Conn. 

Pratt  &  Whitney  Aircraft  Division,  East  Hartford,  Conn. 

Pratt  &  Whitney  Aircraft  Division,  Kansas  City,  Mo. 

Vought-Sikorsky  Aircraft  Division,  Stratford,  Conn. 
Waco  Aircraft  Co.,  Troy,  Ohio. 

SUBCONTRACTING  BY  THE][cOMPANY 

In  presenting  a  statement  on  subcontracting  we  have  defined  the  term  to  mean 
the  purchase  of  component  parts  or  the  payment  for  work  done  on  material 
supplied  by  us,  all  of  which  ultimately  finds  its  destination  in  the  hands  of  our 
customers/  It  definitely  does  not  include  the  purchase  of  tools  or  fixtures  which 
are  used  in  the  manufacture  of  our  product.  Under  this  definition  the  company 
expended  the  sum  of  $649,574.07  for  subcontracting  during  the  year  1942.  This 
looks  like  a  rather  large  sum,  but  the  figure  should  be  analyzed  for  the  purposes  of 
this  discussion.     It  can  be  broken  down  into  payments  for  three  types  of  work. 

The  first  type  represents  the  purchase  of  component  machined  parts.  Many  of 
our  products  are  assemblies  built  around  tubular  pieces.  These  assemblies  very 
frequently  include  machined  forgings  which  are  used  for  attaching  them  to  the 
engine  or  aircraft  of  which  they  are  a  part.  These  fittings,  as  we  call  them,  may 
be  attached  by  welding,  by  brazing,  or  by  flanging  over  the  ends  of  the  tube.  In 
the  period  preceding  the  war  effort  many  of  our  customers  supplied  these  fittings 
to  us  and  their  cost  was  not  taken  into  consideration  in  pricing  our  product. 
However,  with  the  very  greatly  accelerated  program,  many  of  our  customers  now 
do  not  wish  to  be  involved  with  the  purchase,  inspection,  and  supply  of  these 
parts  and  have  asked  us  to  take  over  the  entire  operation.  These  fittings  are 
machined  to  very  close  tolerances  and  are  relatively  expensive.  In  1942  we  spent 
approximately  $360,000  for  this  type  of  material. 

The  second  type  of  subcontracting  consists  of  placing  orders  with  concerns  in 
the  immediate  vicinity  for  operations  which  we  are  not  equipped  to  perform. 
Under  this  heading  come  such  operations  as  plating,  anodizing,  painting  and  heat 
treating.  There  are  several  excellent  companies  in  the  New  Haven  area  making 
a  specialty  of  this  type  of  work  and  it  has  been  our  policy  to  place  this  work  with 
them,  rather  than  to  set  up  small  departments  which  would  not  operate  efficiently 
and  where  the  cost  undoubtedly  would  be  very  high.  During  the  year  1942  we 
placed  business  in  the  amount  of  approximately  $200,000  for  this  type  of  work. 

The  third  type  of  subcontracting  is  the  placing  of  orders  for  work  which  is  in 
our  own  particular  line.  With  the  advent  of  a  greatly  accelerated  schedule  and 
because  of  the  desire  on  the  part  of  the  Government  to  spread  the  work  as  far  as 
possible,  we  have  been  on  a  continual  lookout  for  companies  which  could  perform 
some  of  the  operations  required  in  making  a  completed  part,  but  which  were  not 
equipped  to  do  the  entire  job.  This  has  enabled  us  to  perform  subsequent  opera- 
tions on  the  material  and  meet  accelerated  schedules  without  purchasing  addi- 
tional equipment,  and  we  believe  it  has  been  a  wise  policy  to  follow.  During 
the  year  1942  we  placed  business  in  the  amount  of  $90,000  for  this  class  of  work. 

We  present  below  a  list  of  principal  subcontractors,  with  the  amount  of  business 
to  each  for  1942.  This  is  exclusive  of  fittings  supplied  by  our  customers  to  whom 
we  made  payments  for  material. 

Acme  Machine  Tool  Co.,  East  Hampton,  Conn $24,  382.  79 

Connecticut  Metal  Finishing  Co.,  Hamden,  Conn 162,  721.  U^ 

Connecticut  Stamping  &  Bending  Co.,  New  Britam,  Conn 26,  939.  ^ 

G  &  O  Manufacturing  Co.,  New  Haven,  Conn__ _ ^' Stq  1 1 

Greist  Manufacturing  Co.,  New  Haven,  Conn 43,  773.  ii 

Hartford  Machine  Screw  Co.,  Hartford,  Conn.._ 148,  556.  4» 

A.  F.  Holden  Co.,  New  Haven,  Conn 1^' JSl  i? 

H.  B.  Ives  Co.,  New  Haven,  Conn 8,  534.  la 

Keeney  Manufacturing  Co.,  Newington,  Conn 37,  20U.  o 

M.  B.  Manufacturing  Co.,  New  Haven,  Conn 31,  675.  / 

Metal  Products  Co.,  West  Haven,  Conn 47,  776.  i^ 

Waldon  Tool  &  Metal  Manufacturing  Co.,  New  Haven,  Conn 6,  9^^-  ^° 

Yacht  Equipment  Co.,  West  Haven,  Conn 8,  29^.  »" 


W'c  would  like  to  call  attention  to  the  fact  that  in  aU  types  of  subcontracting, 
this  company  assumes  the  entire  responsibility  for  workmanship  and  material  and 
also  acts  as  a  supplier  of  raw  material  to  our  vendors,  thus  greatly  simplifying  the 
pntire  purchase  procedure  and  relieving  the  War  Production  Board  of  the  addi- 
tional paper  work  that  would  be  involved  if  all  our  vendors  purchased  their  own 

material. 

The  general  policy  in  arriving  at  a  price  for  subcontracted  work  of  a  nature 
such  as  we  are  not  equipped  in  any  way  to  perform  has  been  to  investigate  as 
manv  sources  of  supply  as  possible  and  to  place  the  business  with  those  concerns 
that  were  interested  in  fiUing  our  requirements  and  on  whom  we  could  rely  to  fill 
our  schedules  promptly  and  to  maintain  the  requisite  quality.  In  such  case  the 
material  or  services  purchased  are  treated  in  our  estimating  procedure  as  so  much 
raw  material,  for  it  must  be  borne  in  mind  that  the  handling  and  inspection  of  the 
material  in  our  factory  is  an  important  item  and  that  freight  charges  on  more  than 
80  percent  of  the  material  are  not  included  in  the  above  figures  because  the  ma- 
terial is  transported  in  our  own  truck. 

In  the  case  of  subcontracting  work  that  could  be  performed  in  our  factory,  we 
have  asked  for  quotations  on  all  work  to  be  let  out.  In  some  instances  our  sub- 
contractors have  equipment  that  will  perform  certain  operations  more  cheaply 
than  we  can.  In  such  cases  these  lower  costs  have  been  passed  on  to  our  cus- 
tomers, as  soon  as  our  vendor's  price  has  become  stabilized.  In  the  majority  of 
cases,  however,  our  subcontractors  have  quoted  higher  prices  than  it  would  cost 
us  to' produce  the  material  ourselves  and  we  have,  therefore,  adopted  a  policy  of 
consulting  with  these  vendors  and  showing  them  what  our  labor  costs  were  for 
the  operations  they  are  to  perform  and  what  our  scrap  allowances  were.  Then 
we  have  allowed  them  the  same  overhead  percentages  and  profit  that  we  would 
expect  to  receive  for  the  work  which  they  perform  and  have  retained  the  same  per- 
centages on  the  work  which  we  perform.  The  price  charged  to  the  customer  is, 
therefore,  exactly  the  same  as  if  we  had  performed  all  the  operations  in  our  own 
factory.  Our  vendors  have  underwritten  the  expense  of  putting  themselves  in  a 
position  to  meet  the  costs  which  we  would  normally  have  and  we  have  made  a 
profit  only  on  the  work  which  we  perform. 

CERTIFICATES    OF    NECESSITY 

Three  certificates  of  necessity  have  been  issued  as  follows: 

Date                                                        No.  Amount 

Jan.  21,  1941 WD-N-83  $81,  366.  00 

.\ug.  20,  1942 WD-N-9766  16,  944.  25 

Mar.  16,  1943 WD-N-14677  12,  660.  42 

By  these  certificates  we  are  allowed  to  amortize  over  a  5-year  period  an  invest- 
ment of  $110,970.67,  of  which  $51,700  was  for  buildings  and  the  balance  for 
machines  and  other  equipment.  All  this  investment  is  devoted  exclusively  to  the 
production  of  war  materials. 

EMERGENCY   PLANT    FACILITIES    CONTRACT 

We  have  an  Emergency  Plant  Facilities  Contract  No.  NOa-70  with  the  Bureau 
of  Aeronautics  in  the  Navy  Department  in  the  amount  of  $69,683  for  buildings. 
This  contract  is  dated  June  20,  1942,  and  the  building  was  completed  on  Novem- 
ber 15,  1942,  but  to  date  no  payment  has  been  made  by  the  Government  on  this 
contract.  By  adding  the  amount  of  this  contract  to  the  total  of  the  certificates 
of  necessity,  we  show  a  total  capital  expense  of  $180,653.67  made  to  date  exclu- 
sively with  our  money. 

BONUS    PLANS    AND    ADDITIONAL    COMPENSATION 

The  policy  of  this  company  with  respect  to  its  employees  on  a  salary  basis  has 
oeen  to  pay  base  salaries  which  tend  to  be  on  the  low  side  with  respect  to  the 
responsibility  of  the  position  and  then  to  increase  compensation  by  payment  of 
additional  amounts  based  on  the  increased  efficiency  and  productivity  of  the  com- 
P^^v-  As  to  wages  in  the  factory,  our  operations  do  not  lend  themselves  to  the 
establishment  of  piece  rates  and  so  each  employee  is  paid  on  an  hourly  rate  basis. 
vVe  have  endeavored  to  increase  the  productivity  and  the  quality  of  the  work  of 
our  employees  by  establishing  a  bonus  plan  and  this  has  operated  most  effectively. 
A  he  basic  hourly  rates  of  our  employees  have  been  established  on  a  scientific  basis 
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on  the  National  Metal  Trades  Association  job  rating  plan  and  our  base  rates  are 
set  so  as  to  be  as  high  as  possible  under  existing  conditions  and  at  least  equal  the 
average  of  the  locality  in  which  we  operate. 

There  are  four  plans  of  additional  compensation  in  effect  in  the  company  ai 
present.  The  first  is  a  contractual  obligation  between  the  company  and  its  presi- 
dent-treasurer. The  second  is  an  executive  bonus  plan  which  has  been  established 
for  the  positions  of  vice  president  and  assistant  treasurer,  vice  president  in  charge 
of  sales,  and  controller.  The  third  is  a  supervisory  bonus  plan  in  which  all  super- 
visory employees  from  the  superintendent  down  to  subforemen  and  including  cer- 
tain stafif  people  participate.  The  fourth  is  the  nonsupervisory  or  workmen's 
bonus  plan. 

The  plan  covering  the  president-treasurer  became  effective  with  his  connection 
with  the  company  in  August  1936,  and  has  been  in  force  since  that  date,  being 
amended  once  in  December  1941  with  an  effect  of  lowering  the  additional  com- 
pensation paid.  Briefly,  the  plan  is  as  follows:  A  nominal  salary  rate  is  $15,000 
per  year.  At  the  close  of  the  year  of  business  an  additional  amount  is  computed 
so  that  one-third  of  the  net  profits  or  the  amount  transferred  to  surplus,  which 
is  the  same  thing,  becomes  due  and  payable  after  all  allowances  and  provisions 
for  Federal  and  State  taxes  have  been  provided.  This  plan  has  the  approval  of 
the  Salary  Stabilization  Unit  of  the  Treasury  Department  as  of  January  29,  1943, 
and  specifically  the  amount  due  in  1943  and  based  on  the  operations  for  1942  wEvS 
approved  on  March  11,  1943.  At  present,  85  percent  of  additional  amount  due 
for  1942  is  still  a  liability.  The  money  was  left  with  the  company  for  working 
capital. 

The  second  plan,  known  as  the  executive  bonus  plan,  applies  to  the  two  vice 
presidents  and  the  controller,  although  in  1942  we  had  no  one  occupying  the  latter 
position.  This  plan  is  based  on  the  profits  of  the  company  according  to  our 
monthly  statement  of  profit  and  loss  at  standard  cost,  before  provision  for  any 
taxes.  A  certain  figure  is  used  for  the  base  from  which  a  percentage  to  be  added 
to  individual  salaries  is  computed.  For  the  past  12  months  this  percentage  has 
averaged  approximately  39  percent.  This  plan  also  has  the  approval  of  the 
Salary  Stabilization  Unit  of  the  Treasury  Department  also  under  the  date  of 
January  29,  1943. 

The  third  plan  is  known  as  the  supervisory  bonus  plan  and  the  superintendents, 
general  foremen,  foremen,  subforemen,  and  certain  selected  staff  members,  totaling 
in  all  about  60  people,  are  eligible.  It  is  divided  into  three  groups,  the  first  group 
being  those  of  highest  responsibility  who  can  earn  up  to  approximately  25  percent 
of  their  base  salary.  The  second  group,  consisting  of  foremen,  can  receive  a 
maximum  of  approximately  25  percent,  and  the  third  group,  consisting  of  ?u(>- 
foremen,  may  receive  a  maximum  of  about  15  percent.  This  plan  has  been  in 
operation  a  number  of  years  and  is  based  on  savings  made  in  scrap,  certain  types 
of  direct  labor,  expenses  for  supplies  and  small  tools  and  the  cost  of  salvaging 
defective  material.  In  addition  there  is  a  penalty  imposed  for  compensable 
accidents  under  the  Connecticut  workmen's  compensation  law.  This  plan  has 
proved  of  great  value  to  the  company  in  reducing  items  of  cost  which  bave  been 
reflected  in  our  sales  prices. 

Finally  we  have  a  bonus  plan  for  every  other  employee  in  the  company  not 
covered  by  any  of  the  three  previously  mentioned.  Employees  who  have  been 
on  the  pay  roll  for  4  full  calendar  weeks  are  elig;ible  under  this  plan.  It  is  based 
on  increase  in  production  and  the  decrease  of  indirect  labor.  The  basis  of  the 
plan  is  the  value  of  shipments  made  during  the  preceding  month  from  which  is 
subtracted  the  cost  of  material  used  and  the  value  of  work  done  by  subcontractors 
on  products  which  we  ship.  This  figure  is  multiplied  by  a  factor  and  is  then  in 
turn  divided  by  the  pay  roll  of  those  eligible  to  receive  the  bonus,  to  arrive  at  a 
percentage  figure  which  is  applied  to  the  earnings  of  each  individual  for  the  subse- 
quent period.  It  has  been  in  operation  since  the  beginning  of  the  year  and  ^8*= 
approved  by  the  War*  Labor  Board  on  January  18,  1943,  superseding  a  plan  of  a 
similar  nature  which  was  in  operation  during  1942  and  on  which  the  average  rato 
of  bonus  was  approximately  7^  percent.  rum 

From  the  descriptions  of  these  various  plans  it  will  be  observed  that  all  of  t  hem 
are  based  on  attaining  a  higher  degree  of  productivity  and  efficiency. 

CONTRIBUTION    TO   THE    WAR    EFFORT 

Background. — In  1939  the  directors  of  this  company  felt  that  sooner  or  later 
our  country  would  play  a  major  part  in  the  war  that  we  expected  to  ^*^^^;  f  up 
started  to  make  preparations.     In  that  year  the  sales  volume  in  dollars  could 
considered  normal,  but  it  actually  represented  approximately  one-third  mo 


uhysical  volume,  for  price  reductions- and  more  efficient  methods  of  manufacture 
at  that  time  already  were  instituted.  In  1940  the  impact  of  the  lend-lease  pro- 
gram of  the  Government  was  felt  and  in  that  year  about  one-half  of  the  business 
\jf^s  commercial.  In  1941  when  this  country  actively  began  to  prepare  for  the 
v^ar  the  sales  volume  jumped  again,  this  time  leaving  an  estimated  one-fifth  of 
our  production  on  commercial  business.  The  war  effort  came  with  its  full  impact 
ill  1942  and  in  that  year  no  commercial  business  was  undertaken.  An  examina- 
tion of  the  comparative  statement  of  earnings  and  expenses  for  the  years  1937  and 
1940  \  ery  definitely  shows  the  effect  of  the  price  reductions  that  were  instituted 
in  the  intervening  years. 

The  year  1941  shows  a  further  effect  of  price  reductions,  and  also  very  large 
expenditures  for  development  work  and  the  plowing  back  of  $25,000  in  earnings 
and  $150,000  in  borrowings  into  the  business.  The  proceeds  of  the  heavy  debt 
incurred  in  1941  were  spent  entirely  for  this  purpose. 

Expansion. — Prior  to  1941  the  plant  of  the  company  consisted  of  a  group  of 
old  buildings  bounded  on  three  sides  by  streets  and  arranged  roughly  in  the  form 
of  an  A  with  a  flat  top,  with  a  veritable  hodgepodge  of  small  buildings  below  the 
cross  bar  of  the  A.  It  was  clearly  recognized  in  1940  that  any  increase  in  pro- 
duction or  any  further  reduction  of  costs  would  be  almost  impossible  of  attain- 
ment unless  the  manufacturing  operations  were  housed  in  buildings  which  per- 
mitted efficient  arrangement  of  machinery  and  work  benches,  and  which  permitted 
free  and  direct  movement  of  materials  from  the  raw-stock  storage  through  the 
various  productive  processes.  With  this  in  view  the  directors  authorized  a 
building  program  early  in  1941  to  bring  this  desired  end  about.  The  property 
line  was  rectified  and  a  modern  factory  building  in  every  sense  of  the  word  was 
erected  on  space  formerly  occupied  by  six  small  miscellaneous  buildings  and  uur 
used  yard.  The  plans  for  the  new  building  contemplated  eventual  further  ex- 
pansion in  case  it  should  be  necessary.  This  building  was  financed  entirely  by 
ttie  company,  although  certificate  of  necessity  WD-N-83  was  issued  by  the  War 
Department  partly  to  cover  the  work.  It  is  noteworthy  to  observe  in  this  con- 
.iiection  that  in  spite  of  the  difficulties  caused  by  the  demolition  of  old  buildings, 
all  of  which  were  used  to  capacity,  production  steadily  increased  during  the  year 
and  finally  attained  a  volume  considerably  more  than  double  that  of  1940. 

In  1942  demands  were  greatly  accelerated  and  the  wisdom  of  our  original  build- 
ing plans  was  well  justified  as  additional  expansion  became  necessary  once  more. 
Again  old  and  inefficient  buildings  were  demolished  and  a  second  new  building 
was  erected  contiguous  to  the  first  under  conditions  of  extreme  difficulty  caused 
by  the  lack  of  working  space  for  the  contractors,  and  caused  also  by  the  fact  that 
production  could  not  slacken  for  an  instant.  This  progressed  during  the  summer 
and  fall  of  1942  and  production  was  literally  carried  on  in  the  open  during  the 
construction  period.  In  spite  of  all  this,  production  continued  to  increase  and 
although  the  building  was  only  accepted  on  November  15,  production  for  1942 
practically  doubled  that  of  1941.  The  second  building  was  built  under  an  Emer- 
gency Plant  Facilities  Contract  NOa-70  through  the  Navy  Department,  but  it  is 
well  to  record  that  to  date  no  payments  have  been  made  by  the  Government  to 
the  company,  and  the  entire  cost  of  the  building  has  been  financed  by  us.  At 
the  end  of  the  year  every  available  square  foot  of  land  owned  by  the  company  was 
used  to  its  ultimate  capacity.  At  the  time  the  factory  building  was  going  on,  our 
office  force  was  greatly  expanded  and  two  separate  office  building  programs  on 
existing  old  buildings  were  carried  out,  also  entirely  financed  by  the  company. 

Equipment  also  had  to  keep  pace  with  the  increased  factory  space.  Modern 
equipment  was  purchased  and  installed  to  augment  all  of  the  old  equipment  which 
was  kept  producing  at  its  maximum  capacity.  Most  of  the  machines  were  built 
to  our  specifications  developed  through  years  of  experience  in  special  tecnhiques. 
ihey  are  flexible  and  capable  of  handling  any  of  the  new  designs  constantly 
Required  by  our  customers.  Here  again  all  of  the  additions  to  equipment  were 
nnanced  by  the  company,  covered  by  certificates  of  necessity. 

It  must  be  borne  further  in  mind  that  the  capital  improvements  represent  only 
M^art  of  the  total  expenditure.  Many  tools,  both  small  and  large,  of  an  expendi- 
J'e  nature  had  to  be  purchased  in  order  to  accommodate  the  greatly  augmented 

^jtime  and  they  rightfully  were  charged  to  costs. 

l)v  tl  ^^^  ^^  ^^^^  expansion  program  the  requirements  of  plant  security  as  laid  down 
aJ  i A^"^y  ^^^  Forces  and  the  First  Service  Command  have  been  rigidly  followed 
em  1  ^^  *^^  ^^^^^  *"^  State  regulations  respecting  the  safety  and  welfare  of 
^  Ployees.  Working  conditions  have  been  immenselv  improved  over  the  period 
f'^'^r  to  expansion. 
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Changes  in  approach  to  production  problems. — With  the  impact  of  the  defense 
effort  in  1941  a  totally  new  approach  to  production  problems  was  required. 
Prior  ip  that  time  we  had  been  manufacturing  small  lots,  constantly  subject  to 
change,  and  these  two  factors  did  not  warrant  tooling  up  for  mass  production, 
particulariy  because  expensive  tools  might  be  rendered  totally  obsolete  overnight. 
Our  entire  supervisory  and  production  personnel,  therefore,  were  schooled  in  the 
manufacture  of  parts  more  or  less  on  craftsmanship  lines,  with  one  man  perform- 
ing many  operations  and  being  skilled  in  all  of  them.  The  change  to  mass  pre 
duction  meant  a  complete  reorientation  of  the  mental  habits  of  everyone  in  the 
organization,  which  called  for  a  tremendous  amount  of  training  from  within. 
One  of  the  greatest  of  these  problems  was  training  workmen  to  be  foremen  and 
training  new  workmen  for  jobs  where  no  outside  training  unit  existed  having  any 
knowledge  of  the  processes   which  were  involved  in  the  manufacture  of  our 

This  was  the  most  difficult  job  we  had  to  undertake,  but  results,  we  believe, 
show  that  it  was  well  done.  It  meant  the  development  of  new  production  methods 
and  techniques,  the  subdivision  of  jobs  and  going  into  production  on  new  products 
at  once  without  any  previous  experience.  It  meant  the  desigmng  of  new  tools 
and  fixtures.  It  meant  also  working  in  very  close  collaboration  with  our  cus- 
tomers, many  of  whom  were  having  diflBculty  in  providing  fixtures  on  which  to 
check  parts  made  to  their  specifications,  and  finally,  and  most  important  of  all, 
it  meant  that  during  this  entire  period  of  change,  inspection  and  quality  standards 
had  to  be  maintained  and  improved.  ...       . 

Difficulties  with  materials. — Almost  all  of  our  business  is  connected  with  tubmg 
where  the  thickness  of  the  wall  is  very  small  in  proportion  to  the  diameter  of  the 
tube.  There  are  many  manufacturers  of  fenous  and  nonfenous  thin  wall  tubing 
whose  product  is  admirably  suited  to  many  needs  and  services,  but  the  cold  bend- 
ing of  metallic  tubing  over  short  radii  presents  a  very  difficult  metallurgical  problem 
to  the  tube  manufacturers.  Our  company  has  spent  years  with  the  manufac- 
turers of  steel,  copper,  brass,  aluminum  and  stainless  alloy  tubing  m  the  endeavor 
to  develop  tubing  which  could  stand  the  bending  operation.  The  war  demands. 
became  so  tremendous  that  our  old  line  vendors  were  no  longer  able  to  take  care 
of  our  requirements  in  1942,  and  working  very  closely  in  collaboration  with  the 
Aircraft  Scheduling  Unit  of  the  War  Production  Board,  new  sources  of  supply 
were  allocated  to  us.  None  of  these  new  sources  had  experience  m  producing 
tubing  to  meet  our  requirements  and  regardless  of  the  help  which  they  obtained 
from  our  old  vendors,  the  quality  of  the  tubing  we  obtained  and  are  still  obtaining 
is  not  equal  to  that  which  we  received  previously.  This  condition  was  particu- 
larly difficult  in  1942,  and  while  we  do  not  wish  to  infer  in  the  shghtest  that  our 
new  vendors  were  not  cooperative  to  the  greatest  possible  degree,  they,  of  neces- 
sity, had  to  develop  techniques  which  could  only  be  learned  through  the  actua 
manufacture.  As  a  result,  delays  in  delivery  of  material  and  receipt  of  material 
which  we  could  not  use  were  very  numerous  and  caused  many  rearrangements 
of  our  schedule.  This  added  to  our  costs,  and  was  without  question  absorbed 
by  us,  even  to  the  extent  of  absorbing  the  scrap  produced  in  trying  to  work  up 
unsatisfactory  material.  The  situation  of  course  when  new  matenal  was  receiveo 
was  usuaUy  pretty  stringent  because  our  customers  were  waiting  for  delivery  oi 
parts  previously  scheduled,  and  once  again  we  had  to  break  into  Production  runs 
in  order  to  keep  all  our  customers  supplied  with  material  they  needed  on  tneir 

^^ince^  April  1942  there  has  been  a  continuous  shortage  of  aluminum  tubing. 
At  no  time  have  our  suppliers  been  allowed  to  furnish  us  with  the  amounts  re- 
quired properly  to  service  our  customers.     Tubing  has  been  fabricatea  im 
mediately  upon  receipt,  leaving  us  at  times  with  no  stock  on  hand  for  manufacture. 
During  1942  we  lost  approximately  1,200  machine  hours  of  bendmg  time  aue 
delays  in  receipt  of  tubing.  ^    •       -^a  wp 

Increased  Efficiency  of  Operations.— With  all  of  the  above  statements  in  mma,  ^^ 
present  with  considerable  satisfaction  the  following  figures  to  show  what  was  aou^ 
in  1942  toward  improving  the  efficiency  of  our  organization.  Althougn  s»i|j 
doubled  in  1942  employment  did  not  increase  at  anythirig  like  t^^-t  rate,  m  ^^ 
we  shipped  $3,540  worth  of  material  for  every  employee,  but  m  1942  tnis  ng 
was  $5,940,  or  an  increase  of  67  percent.  Because  the  value  of  material  u^^^ 
varies  considerably,  a  more  accurate  index  of  the  increase  in  efficiency  of  oP^Ff'^he 
is  found  by  comparing  the  months  of  January  and  December  in  1942,  taKing  , 
value  of  the  sales  minus  the  material  used,  and  the  value  of  all  outside  worn  . 
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finishing,  etc.,-  performed  on  the  product.  On  that  basis  shipments  per  em- 
n\oyee  in  the  month  of  January  amounted  to  $213,  while  for  December  they 
represented  $378,  an  increase  of  77  percent.  We  show  below  in  graphic  form  our 
progress  by  months  in  1942. 
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As  previously  mentioned  all  our  employees  are  paid  on  hourly  rates.  In 
January  1942  the  average  rate  was  75  cents  per  hour,  but  in  December  the  average 
rate  was  93  cents  per  hour,  an  increase  of  24  percent.  The  December  figure  is 
directly  in  line  with  the  local  average,  but  the  January  figure  was  greatly  below. 
Had  our  financial  situation  permitted,  our  rates  would  have  been  increased  during 
1941  in  accordance  with  the  policy  outlined  previously,  but  the  single  fact  that 
we  had  established  a  reputation  as  being  a  desirable  place  in  which  to  work  enabled 
us  to  hold  our  old  employees  and  gain  new  ones  until  the  situation  could  be  cor- 
rected.   Otherwise  production  would  have  suffered  badly. 

Taking  this  increase  of  rates  into  consideration  with  the  increase  in  individual 
efficiency,  an  index  of  the  increase  in  effectiveness  of  the  pay-roll  dollar  can  be 
obtained,  and  this  increase  is  42  percent. 

While  this  increase  in  efficiency  was  going  on;  quality  also  improved.  Our 
product  is  subject  to  100-percent  inspection  by  our  customers  at  their  plants, 
and  in  1941  we  experienced  a  rejection  ratio  of  7.3  percent.  In  1942  this  rejec- 
tion ratio  was  5.4  percent  or  a  reduction  of  26  percent,  while  if  we  consider  the 
last  quarter  of  1942,  the  rejection  ratio  was  4.1  percent  or  a  decrease  of  44  percent 
over  1941.  This  does  not  mean  that  all  rejected  material  was  scrapped,  for  the 
major  part  of  it  was  salvageable,  and  we  operated  for  1942  at  an  over-all  scrap 
figure  of  less  than  2)^4  percent  of  the  material  originally  started  through  the  factory. 
We  call  attention  to  this  exceptionally  low  figure. 

It  might  also  be  thought  that  with  the  change  in  manufacturing  techniques, 
subdivision  of  jobs,  and  the  greatly  increased  supervision  necessary,  our  overhead 
rates  would  increase.  Such  is  not  the  case,  for  in  1942  our  factory  overhead,  of 
which  details  have  been  submitted,  was  71  percent  of  direct  labor  as  against 
^percent  for  1940,  and  this  figure  our  management  knows  from  experience  in  our 
own  company  and  in  others  is  a  very  low  figure  considering  the  type  of  work 
performed.  At  the  same  time  our  administrative  and  general  expenses  were  only 
^•3  percent  of  the  value  of  sales  as  against  10.9  percent  for  1942,  and  here  again 
this  figure  is  low. 

Finally,  we  would  point  out  that  on  the  low  capital  structure  of  the  company 
It  Would  have  been  absolutely  impossible  to  operate  at  all,  unless  our  management, 
our  workmen,  and  our  office  force  were  all  operating  at  a  high  state  of  efficiency. 

Cooperative  work  with  others. — No  statement  of  our  contribution  to  the  war 
effort  would  be  complete  without  some  mention  of  cooperative  work  with  others. 
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In  the  first  place  and  of  primary  importance,  of  course,  is  the  maintenance  of  our 
production  schedules  so  that  there  is  no  interference  in  the  plants  of  our  customers 
with  the  production  of  aircraft  and  engines.  We  can  truthfully  state  that  our 
schedules  have  been  kept  up  and  that  when  difliculties  with  raw  materials  have 
caused  critical  situations  we  have  set  up  and  torn  down  machines  to  get  out  the 
required  production,  delivered  either  by  messenger,  by  the  company's  automobiles 
or  by  any  of  the  rapid  common  carriers.  In  spite  of  several  tight  situations  we 
think  we  can  assert  that  there  has  been  no  single  instance  of  failure  of  war  material 
to  reach  its  destination  because  of  failure  on  the  part  of  our  company  to  deliver. 

Another  phase  of  our  cooperation  in  the  war  effort  is  the  amount  of  experi- 
mental work  we  are  constantly  called  upon  to  perform.  The  industry  looks  to 
us  in  this  respect,  and  there  is  hardly  ever  a  time  when  some  experimental  piece 
or  new  part  being  developed  is  not  in  process  in  our  shop.  In  this  connection 
we  work  in  very  close  collaboration  with  the  engineering  stafifs  of  our  customers 
and  frequently  are  in  a  position  to  advise  with  them  as  to  what  can  and  what 
cannot  be  done  with  the  material  which  they  propose  to  use.  How  well  we  have 
performed  this  function  and  that  of  maintaining  our  schedules  is  one  which  we 
would  leave  to  the  Price  Adiustment  Board  to  decide  after  they  have  read  the 
photostatic  copies  of  letters  which  we  attach  as  a  part  of  this  statement. 

In  normal  peacetime  operations,  particularly  in  industries  where  technique 
plays  a  very  important  part,  it  is  not  customary  to  divulge  information  of  this 
nature  to  those  outside  our  own  organization.  However,  the  war  has  made 
necessary  many  changes  in  this  viewpoint  and  our  company,  definitely,  has  not 
been  reticent  in  this  respect.  Let  us  take  the  case  of  subcontractors  first.  We 
have  worked  with  several  sources  for  bending  tubes  who  previously  had  little  or 
no  experience  in  the  type  of  work  that  we  performed,  but  two  of  these  subcon- 
tractors definitely  are  at  present  and  will  continue  to  be  in  the  future,  competitors 
of  ours.  A  very  major  portion  of  the  technique  which  they  now  utilize  has  been 
provided  by  us  not  only  in  the  disclosure  to  them  of  designs  with  detailed  draw- 
ings of  tools  and  fixtures,  but  also  we  have  advised  with  them  as  to  how  these 
tools  could  most  effectively  be  placed  in  operation.  In  this  way  they  have  been 
relieved  of  experimental  work  which  would  have  been  costly  to  themselves  and 
would  have  delayed  the  war  effort.  Also  in  the  case  of  all  our  subcontractors 
we  have  assumed  the  burden  of  providing  them  with  material  when  they  needed  it. 

In  the  case  of  our  competitors  who  are  not  subcontractors,  we  likewise  have 
furnished  technical  information  which  has  enabled  them  to  overcome  difficulties 
in  bending  of  thin  wall  tubing  and  laid  open  to  them  techniques  which  we  have 
taken  years  to  develop.  Due  to  our  position  in  the  industry,  however,  this  has 
been  a  one-way  transaction  and  we  have  gained  no  technical  knowledge  from 
them.  In  many  cases,  also,  where  material  shortages  have  effected  deliveries 
from  them,  we  have  been  able  on  several  occasions  to  assist  them  by  selling  or 
loaning  them  raw  materials  when  we  had  sufficient  available.  These  cases,  it  is 
true,  were  generally  initiated  by  our  customers,  but  wherever  it  was  possible  to 
help  we  have  been  glad  to  do  so. 

There  have  been  a  number  of  cases  where  our  competitors  have  fallen  down  on 
their  schedules  and  our  customers  have  asked  us  to  step  into  the  breach  and 
expand  our  schedules  temporarily  to  take  them  over  the  critical  period.  Wher- 
ever material  was  available  we  have  been  glad  to  do  so,  and  there  have  been 
instances  where  we  had  taken  partially  finished  material  from  a  competitor  that 
could  not  finish  it  to  meet  inspection  standards  and  rework  it  in  such  a  way  that 
it  fulfilled  its  function  entirely  satisfactorily.  There  is  also  another  instance  where 
one  of  our  competitors  could  not  supply  other  material  of  proper  quality  and  orders 
were  transferred  from  them  to  us  so  as  not  to  shut  down  production  schedules. 

As  a  last  example  we  would  cite  the  case  of  one  of  our  customers  who  had 
received  a  very  large  quantity  of  aluminum  bends  from  a  competitor  which  they 
found  they  could  not  use.  Our  competitor  was  unable  to  rework  these  into 
usable  parts  and  at  the  request  of  our  customer  we  received  this  material  ana 
fabricated  our  customer's  requirements  from  it.  In  this  particular  instance  we 
saved  a  very  large  quantity  of  aluminum  tubing  which  has  been  on  a  critical 
shortage  since  April  1942.  . 

These  are  highlights  of  what  we  try  to  do  in  furthering  the  war  effort  ana  in 
filling  the  needs  of  our  customers,  and  are  examples  of  the  set  policy  of  our 
company. 

PRICES 

We  have  tried  to  indicate  that  prior  to  1941  and  1942  the  company  was  strivm? 
to  get  into  shape  for  the  war  effort  we  thought  was  coming.  To  show  how  un- 
proved  manufacturing   practices   had  reduced   prices   while  the  company  wa^ 


absorbing  the  costs  of  developing  new  techniques,  we  cite  just  two  examples, 
both  of  which  are  used  on  an  aircraft  engine  in  current  production.  One  part 
previously  selling  for  $3.52  is  now  sold  for  $1.58  and  another  part  previously 
selling  for  $2.46  is  now  sold  for  $0.92.  On  the  basis  of  1942  production  this 
represents  a  saving  of  $223,639.90  over  pre-war  levels. 

In  connection  with  prices  for  aircraft  and  engine  parts,  one  must  never  lose 
sight  of  inspection  standards.  The  quality  requirements  of  the  armed  services, 
far  from  being  relaxed  in  the  interests  of  greater  production,  have  become  increas- 
ingly more  diflficult  to  meet.  There  is  no  way  to  evaluate  in  figures  just  what  the 
increased  quality  requirements  have  meant  in  added  labor  on  the  parts  involved, 
so  perhaps  the  best  way  to  cover  this  condition  is  to  state  that  parts  which  would 
have  been  accepted  without  question  prior  to  1942  would  be  rejected  immediately 
under  present  circumstances. 

With  the  gradual  completion  of  our  building  program  in  1942,  greater  efficiencies 
became  possible  and  toward  the  end  of  the  year  voluntary  price  reductions  were 
made  on  several  engine  and  propeller  parts.  These  decreases  ranged  from  6.1  to 
24.1  percent.  The  total  amount  saved  by  our  customers  was  $9,700  in  1942,  but 
the  real  effect  of  these  reductions  will  be  felt  in  1943.  On  the  basis  of  shipments 
made  and  to  be  made  on  orders  now  on  our  books  these  savings  will  be  $153,000, 
and  we  anticipate  orders  based  on  schedules  now  in  our  possession  on  which  the 
saving  will  amount  to  an  additional  $30,000.  We  propose  to  continue  this  policy. 
just  as  quickly  as  new  techniques  can  be  developed  for  the  reduction  of  costs. 

It  is  manifest  that  our  prices  must  be  competitive  or  the  business  would  be 
placed  elsewhere,  and  that  our  orders  are  awarded  to  us  on  tjie  basis  of  a  quotation 
made  inadvance  of  the  receipt  of  the  order  and  at  a  fixed  price.  It  is  only  fair 
to  state,  however,  in  connection  with  this  latter  statement  that  because  circum- 
stances have  compelled  us  to  buy  material  from  new  sources  of  supply  unac- 
quainted with  manufacturing  problems,  prices  for  raw  material  sometimes  have 
been  advanced  with  full  consent  of  the  Government  authorities  in  charge  of  the 
situation,  to  a  point  that  would  entirely  wipe  out  our  profit.  In  those  instances 
we  have  made  price  adjustments  to  compensate  for  the  increased  price  of  raw 
material  to  us  and  with  the  full  consent  of  our  customers.  The  wage  increases 
brought  about  by  establishing  new  rates  for  our  various  labor  grades  and  by 
upgrading  our  employees  in  grade  have  been  absorbed  with  a  very  few  exceptions 
by  the  increased  efficiency  of  operations  to  which  we  have  also  previously  referred. 

We  have  had  repeated  expressions  of  confidence  from  our  customers  regarding 
our  price  structure,  for  it  must  be  borne  in  mind  that  while  some  of  our  output 
is  on  a  large-quantity  basis,  a  large  proportion  of  it  is  on  a  small-quantity  basis, 
and  naturally  the  prices  for  smaller  quantities  must  be  greater  than  those  for 
larger  quantities.  We  have  always  laid  the  cards  on  the  table  with  our  customers 
in  such  cases  and  we  know  that  they  are  confident  that  the  prices  are  correct.  As 
an  example  of  the  soundness  of  our  price  structure,  we  have  a  case  on  our  books  at 
present  where  we  lost  a  very  considerable  amount  of  business  to  a  competitor 
who  now  wishes  to  subcontract  it  to  us  at  our  own  price  because  he  was  unable  to 
compete  on  a  quality  basis  with  us. 

TAXES 

One  short  statement  about  taxes.  Our  tax  bill,  exclusive  of  local  and  social- 
security  taxes,  was  73  percent  of  profits  for  last  year.  Due  to  the  fact  that 
earnings  were  low  in  the  base  period  for  excess-profits  tax  computation,  we  find 
ourselves  in  the  highest  excess-profits  tax  bracket.  These  taxes  are  paid  cheer- 
fully but  their  payment  becomes  a  problem  of  the  first  magnitude,  particularly 
m  view  of  the  increasing  needs  for  our  product.  Just  how  we  will  meet  it  in  the 
year  that  war  production  of  aircraft  drops  off  sharply  is  one  of  the  problems  we 
nave  yet  to  solve. 

PROFITS    AND    DIVIDEND    POLICY 

As  to  profits,  we  would  wish  to  call  to  the  attention  of  the  Price  Adjustment 
ooard  just  three  things.  It  must  never  be  lost  sight  of  that  this  company  does 
^ot  manufacture  a  single  article  of  its  own  design.  Every  piece  that  we  ship  is 
'I'ajiufactured  in  accordance  with  our  customers'  specifications  and  drawings, 
*^d  these  are  constantly  changing.  Items  on  which  we  have  expended  very 
^^Tisiderable  sums  in  de^'elopment  work  may  become  absolete  almost  overnight. 
;^e  ha,ve  felt  that  a  profit  of  15  percent  before  taxes  on  a  business  such  as  ours 
js  a  fair  profit,  and  certainly  our  customers  do  not  take  exception  to  this  amount, 
^^r  estimates  are  all  made  up  on  that  basis,  and  as  an  indication  of  the  fact  that 
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we  know  what  we  are  doing,  our  profits  for  the  year  1942  were  15.7  percent  of 
sales.  A  lower  rate  of  profit  would  make  it  almost  impossible  to  operate  in 
changing  conditions  without  going  into  bankruptcy  eventually. 

The  dividend  policy  of  the  company  certainly  is  an  indication  of  our  contribu- 
tion to  the  war  effort.  The  dividends  declared  in  1942  amounted  to  only  12}^ 
percent  of  earnings  after  taxes.  The  other  seven-eighths  was  put  back  into  the 
business  to  make  it  more  eflBcient  and  to  increase  its  productive  capacity,  but 
by  that  very  act  we  are  accumulating  plant  and  equipment  which  the  total 
normal  peacetime  needs  of  the  aviation  industry  for  our  products  will  be  unable 
to  keep  occupied. 

RESERVES 

We  have  read  with  considerable  interest  the  joint  statement  by  the  War, 
Navy,  and  Treasury  Departments  and  the  Maritime  Commission  on  the  entire 
subject  of  the  renegotiation  statute,  and  we  realize  the  principles  and  policies 
that  are  stated  in  that  document  with  respect  to  reserves.  Nevertheless  we  feel 
it  incumbent  upon  ourselves  to  present  our  ideas  on  the  subject  in  order  that  this 
statement  may  be  a  well-rounded  document. 

Due  solely  to  the  war,  our  company  is  greatly  expanded.  At  the  close  of  the 
war  we  will  face  the  future  with  a  large  labor  force,  an  overextended  plant,  and 
numerous  former  employees  now  in  the  armed  service  who  will  be  looking  to  us 
to  provide  employment  when  they  are  demobilized.  There  will  be  only  two 
courses  open  to  us.  The  first  will  be  to  curtail  our  labor  forces  drastically  and  to 
try  to  keep  going  on  what  business  the  peacetime  demands  of  the  aviation  indus- 
try will  be  able  to  supply.  This  course  of  action  will  only  aggravate  the  unem- 
ployment problem  which  will  confront  the  country  at  that  time  and  will  necessitate 
a  certain  expense  in  converting  from  military  to  civilian  requirements. 

The  other  course  of  action  will  be  to  search  for  new  fields  of  manufacture  and 
to  develop  new  products.  The  Board  well  knows  that  this  cannot  be  done  without 
adequate  financial  reserves,  and  the  Board  also  knows  that  if  certain  of  our 
employees  are  displaced  from  their  jobs  by  economic  circumstances,  no  provision 
for  their  well  being  will  be  possible  unless  there  are  reserves  set  up  for  that  purpose 

also.  t         ^     r 

We  realize  that  the  Board's  hands  are  tied  in  this  matter,  but  the  future  of 
this  company  is  not  exactly  pleasant  to  contemplate  and  even  a  cursory  exam- 
ination of  our  financial  statements  will  show  that  our  problem  is  perfectly  apparent. 
We  wish  to  take  this  occasion,  therefore,  to  go  on  record  that  in  our  opinion  the 
benefits  of  renegotiation  will  to  a  large  extent  be  nullified  if  some  provision  is 
not  allowed  for  reserves  so  that  companies  may  face  the  future  with  confidence 
on  a  strong  and  firm  basis. 

PLANS  TO  MEET  SCHEDULES  FOR  1943 

As  the  Board  is  doubtless  aware  much  emphasis  has  been  placed  on  the  pro- 
duction of  aircraft  during  1943.  Our  company  has  felt  the  added  demands  in 
common  with  the  others  in  the  aircraft  industry,  and  on  the  basis  of  present 
schedules  we  expect  to  ship  material  to  the  amount  of  $4,500,000  or  $5,000,000 
this  year.  Such  a  marked  increase  in  shipments  will  only  be  possible  by  increased 
plant  and  equipment.  , 

As  it  is  impossible  to  expand  further  on  the  site  of  our  main  plant,  we  have  rented 
for  the  period  of  the  war  the  buildings  formerly  occupied  by  the  New  Haven  Buick 
Co.,  and  are  manufacturing  aluminum  intake  pipes  and  a  few  other  parts  at  that 
location.  The  establishment  of  this  branch  plant  in  rented  quarters  has  nieant  an 
abnormal  expense  for  installing  equipment  and  sanitary  facilities  which  will  repre- 
sent a  dead  loss  at  the  cessation  of  hostilities,  as  all  but  a  negligible  amount  will 
represent  nothing  but  scrap  value  at  that  time.  Furthermore  this  facility  wiU 
bear  a  disproportionate  share  of  the  overhead  during  the  period  of  occupancy,  not 
only  from  the  operational  standpoint,  but  also  from  the  standpoint  of  plant  secu- 
rity, as  all  of  our  operations  are  in  a  prohibited  zone. 

In  addition  to  the  branch  plant  we  have  found  it  impossible  to  meet  the  acceler- 
ated schedules  without  additional  equipment.  All  told  we  have  paid  for  or  nave 
on  order  an  investment  of  over  $64,000  for  1943.  Priorities  have  been  issued  ana 
clearance  granted  by  the  War  Production  Board  for  the  total  amount.  The  detail 
is  set  forth  below. 


Building  changes  at  both  plants. 

Fueltank---- 

Surface  grinder       .—. 

2  abrasive  cut-on  macnmes 

S-inch  hydraulic  bender 

Special  hydraulic  press. 

Borine;  machine 

fton  truck 

Wash  tanks 

Bonderizing  equipment 

Heat-treating  equipment 

Pickling  equipment 


Total. 


Paid  for 


On  order 


$3,888 

4,470 

1,886 

889 


11,300 


$7,000 


11,300 
6,000 
4,550 
2,975 
300 
6,675 

11,000 
3,100 


52,900 


The  entire  expense  of  this  expansion  will  be  borne  by  the  company,  with  none 
of  the  cost  accruing  to  our  customers  or  the  Government.  It  represents  the 
acquisition  of  productive  capacity  far  in  excess  of  any  possible  peacetime  require- 
ments, totally  aside  from  that  which  will  be  a  dead  loss,  but  it  has  seemed  to  our 
directors  that  this  was  the  onty  possible  course  to  pursue  in  view  of  the  require- 
ments of  the  aircraft  production  schedules  and  the  dependence  our  customers 
have  placed  upon  our  ability  to  meet  their  needs. 

The  following  table  and  chart  show  more  clearly  than  words  the  disposition  of 
our  earnings  for  1942, 

Net  profit  before  taxes $480,995.04  100 

State  and  Federal  taxes 351,  986.  83  73 

Invested  in  facilities  for  benefit  of  Government 64,  033.  00  13 

Additional  working  capital 48,  975.  21  11 

Dividends 16,000.00  3 
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Practically  three-quarters  of  our  earnings  went  to  taxes.  Of  the  remainder 
half  is  committed  to  the  acquisition  of  facilities  for  the  benefit  of  the  country, 
and  four-tenths  (less  than  $50,000)  for  additional  working  capital,  a  little  enough 
sum  on  which  to  conduct  an  increase  of  business  between  one  and  one-half  and 
two  million  doUars.  As  a  matter  of  fact  this  sum  is  totally  inadequate.  We 
already  have  had  to  borrow  $60,000  this  year  and  expect  to  double  that  amount 
within  the  next  few  days. 

Truly  it  can  be  said  that  the  facilities,  the  resources,  and  the  earnings  of  this 
company  have  been  devoted  without  stint  to  furthering  the  war  effort  of  our 
coimtry,  and  on  that  basis  we  request  the  Price  Adjustment  Board  to  grant 
clearance  on  our  operations  for  1942. 

Respectfully  submitted. 

American  Tube  Bending  Co.,  Inc., 

Henry  W.  .Jones,  Jr.,  President. 


American  Tube  Bending  Co.,  Inc.,  New  Haven,  Conn. 

Balance  sheet,  Dec.  31,  1^91^2 

assets 

Cash $61,304.96 

Accounts  receivable 317,  935.  55 

U.  S.  Treasury  certificates  of  indebtedness 15,  008.  28 

Inventories 277,  635.  16 

Total  current  assets 671,  883.  95 

Cost  of  emergency  plant  facilities  (building  addition)  recoverable 

from  U.  S.  Government  in  60  monthly  payments 69,  252.  82 

Sundry  receivables:  Employees,  deposits,  etc 1,658.07 

Cash  surrender  value  life  insurance,  ofl5cers 8,  429.  62 

Post-war  refund  of  excess-profits  tax,  estimated 15,  089.  57 

Plant  and  equipment: 

Land 25,095.03 

Buildings  and  building  improvements 145,  701.  60 

Machinery  and  equipment 107,  840.  37 

Office  furniture  and  equipment ■- 12,  812.  79 

Automobiles  and  trucks 2,  372.  53 

Reserve  for  depreciation —128,  415.  52 

Deferred  expenses 45,  813.  86 

Total 977,  534.  69 

liabilities  and  capital 

Notes  payable,  bank:  Secured 47,  000.  00 

Accounts  payable 151,  814.  76 

Accrued  pay  roll,  other  expenses,  etc 26.  405.  30 

Taxes  pavable___ ..  395,772.33 

Due  to  officer \ 64,372.52 

Total  current  liabilities 685,364  91 

Capital  stock 80,00000 

Surplus: 

Balance  beginning  of  year 113,  367.  85 

Sundry  credit  adjustments 1,  345.  90 

Net  profit  after  taxes 1 129,008.21 

Dividends  paid  during  year — 16,  000.  00 

Sundry  debit  adjustments — 15,  552.  18 

Balance,  end  of  year 212,  160^8 

Total _.-  977^534  69 


Statement  of  earnings  and  expenses   year  ended  December  31,  1942 
Sales,  net  of  returns  and  allowances $3,  069,  521.  59 

Cost  of  sales: 

Inventory,  work  in  process,  Jan.  1 94,  923.  87 

Materials,  including  freight  in 914,  175.  87 

Outside  work  performed 271,  374  73 

Direct  labor 749,668.05 

Factory  overhead 529,  918.  34 

Rework  recovered —166,  374.  51 

Subtotal 2,  393,  688.  35 

Inventory,  work  in  process,  Dec.  31 105,  107.  90 

Cost  of  sales -_-_ 2,288,578.45 

Gross  profit --         780,  943.  14 

Administrative  and  general  expenses 285,  508.  41 

495,  434.  73 

Other  income: 

Purchase  discounts 7,  987.  17 

Sundry 19,  407.  60 

Total,  other  income 27,  394.  77 

522,  829.  50 

Other  expenses: 

Cash  discounts  allowed 30,  846.  02 

Interest  paid 7,  152.  26 

Sundry 3,  836.  18 

.  Total,  other  expenses -. 41,  834.  46 

Net  profit  before  taxes-- 480,995.04 

Taxes  thereon 351,  986.  83 

Balance  carried  to  surplus 129,  008.  21 

Statement  of  factory  overhead  and  administrative  and  general  expenses,  year  ended 

Dec.  31,  1942 

factory  overhead 

Depreciation — regular  facilities $11,  450.  57 

Depreciation — defense  facilities 20,  978.  95 

City  taxes 6,  982.  54 

Insurance 8,  679.  26 

Maintenance  of  buildings  and  machinery 45,  040.  25 

Heat,  light,  power,  and  water ^^ 17,  058.  32 

Small  tools,  repairs,  and  replacement 51,  369.  00 

Purchased  gas 4,  656.  44 

Lubricants,  welding,  and  brazing  supplies 27,  883.  14 

Factory  supplies  and  expense 65,  555.  28 

Miscellaneous  factory  expense 10,  691.  41 

^ent  of  storage  space  and  sundry  equipment 5,  782.  23 

Shipping  materials 13,  904.  22 

Auto  truck  expense 1,  718.  21 

factory  supervision  and  clerical  labor 118,  124.  59 

Miscellaneous  factory  labor _ ____..  40,  263.  42 

Receiving  labor  and  expense 21,  143.  75 

Japping  labor  and  expense .29,052.  15 

L  nemployment  and  old-age-benefit  taxes 29,  584.  61 

Total : 529,  91&34 
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Statement  of  factory  overhead  and  administrative  and  general  expenses,  year  ended 

Dec.  31,  1942— Continued 


ADMINISTRATIVE  AND  GENERAL  EXPENSE 

Officers'  salaries $103, 

Office  salaries 73, 

4, 

6, 

1, 


Office  supplies  and  expense 

Stationery,  printing,  and  postage _ 

Amortization  of  office  enlargement  and  equipment  . 

Depreciation  of  office  machines 

Telephone  and  telegraph _ 

Travel. 


6, 

11. 

Dues,  periodicals,  and  employees'  welfare 3, 

Unemployment  and  old-age-benefit  taxes 2, 

Officers'  life-insurance  premiums 1, 

Directors'  fees 1> 

Capital-stock  tax  expense 6, 

Professional  fees 55, 

Miscellaneous  general 6, 


541.  77 
384.  36 
001.  77 
772.  16 
819.  62 
936.  55 
969.  72 
272.  51 
661. 19 
402.  85 
274.  67 
750  00 
250  00 
241.  43 
279.  81 


Total 285,508.41 

Comparative  balance  sheets,  years  1936  to  1941,  inclusive,  prepared  from  audited 
reports  of  Seward  &  Monde,  certified  public  accountants 


ASSETS 

Cash-. ---- 

Accounts  receivable. -- 
Inventories. 


Comparative  balance  sheet  Dec.  31— 


1936 


Total  current  assets... 

Sundry  receivables,  employees,  de- 
posits, etc --. 

Cash  surrender  value,  life-insurance 

officers 

Sundry  investments  at  cost. 

Plant  and  equipment: 

Land 

Buildings    and    building    im- 
provements  -. 

Machinery  and  equipment 

Office  furniture  and  equipment. 

Reserve  for  depreciation 

Deferred  expenses 


Total. 


IIABIUTIES  AND  CAPITAL 

Notes  payable,  bank: 

Unsecured- 

Secured  by  pledged  inventory... 

Secured  by  chattel  mortgage  on 
machinery  and  equipment — 

Notes  payable,  trade  creditors 

Accounts  payable 

Accrued  pay  roll  and  other  expenses. 

Taxes  payable -.- 

Due  to  officer 


Total  current  liabilities. 

Mortgage  payable 

Capital  stock 


Surplus: 

Balance  beginning  of  year- 
Proceeds  of  Ufe  insurance  - . . 
Sundry  credit  adjustments.. 

Net  profit  after  taxes. 

Dividends  paid  during  year. 
Sundry  debit  adjustments -- 


$30, 577. 11 
17,404.70 
22,676.60 


70,658.41 
66.00 


24,000.00 

61,480.39 
44,307.01 


-59, 262. 46 
1, 950. 46 


143,199.81 


8,217.12 

583.27 

14,032.05 

4,047.78 


26,880.22 
11,000.00 
80,000.00 


6, 145. 49 

25, 211. 91 

2,425.04 

40,785.70 

-46, 400. 00 

-2,848.55 


Balance  end  of  year. 


Total. 


25, 319. 59 


1937 


$54,739.82 
16,002.79 
30, 190. 75 


100,933.36 
183.75 


24,000.00 

65, 692. 14 
47,521.36 


-63,028.62 
1,879.59 


177, 181. 58 


6,741.99 

1,917.65 

17, 501. 17 

22,910.11 


49,070.92 
10,000.00 
80,000.00 


25, 319. 59 
"46^863.75 


1938 


$37, 596. 88 
14, 370. 44 
29, 437. 67 


81,404.89 

50.00 

1,030.15 
123.00 

24,000.00 

65,692.14 
54,563.51 


-67, 298. 97 
2, 633. 36 


162,198.08 


3,891.64 
1, 567. 73 
9,954.95 
6,870.47 


22,284.79 

9,000.00 

80,000.00 


1989 


$19,328.10 
25,953,85 
47,359.06 


92,641.01 

109.17 

2,837.84 
123.00 

24,000.00 

65,692.14 
62,602.31 


-70, 663. 94 
2,  719. 17 


180,060.70 


20,000.00 


11,963.09 
2, 593. 35 
5, 313. 58 


1940 


$13,251.77 

49,070.43 

147,820.04 


210,142.24 

786.90 

4,531.66 


24,894.55 

74, 863. 41 
71,534.64 


-69,734.07 
3,840.59 


320,859.92 


45,000.00 


32, 554. 75 

2,812.57 

33,662.58 

28,830.71 


39,870.02 

8,000.00 

80,000.00 


1941 


$2,991.88 
138,319.65 
» 232,429.76 


373,741.29 
1,211.91 
6,190.29 


24,894.55 

139,372.48 

189,726.93 

8,322.69 

-90,925.38 

31,287.42 


583,822.18 


60,000.00 
175,000.00 

133,919.00 
24,485.25 
95. 640. 28 
15,999.87 
43,129.83 
17,388.10 


38, 110. 66 
"22,'862."63 


-32,000.00  -10,000.00 
-3,012.68 


38, 110. 66 


60,913.29 


143, 199. 81  i  177,181.581  162,198.08 


50,913.29 


1,277.39 


52, 190. 68 


180,060.70 


142, 860. 61 

7,000.00 

80,000.00 


52. 190. 68 


46,806.63 
-8,000.00 


90,999.31 


320,859.92 


365.562.33 
24,892.00 
80,000.00 


409.28 

34.237.^ 
-9,600.00 
-2,678.67 

113,367.85 

583,822.18 


1  See  contra. 


REiNEGOTIATION  OF  WAR  CONTRACTS 


337 


Comparative  statement  of  earnings  and  expenses,  prepared  from  audited  reports  of 

Seward  &  Monde,  certified  public  accountants 


' 

Year  ended  Dec.  31— 

1936 

1937 

1938 

1939 

1940 

1941 

Sales,  net,  of  returns  and 
allowances 

$265,355.88 

$352, 485. 20 

$249, 118. 82 

$275,967.74 

$666,928.83 

$1,548,504.98 

Cost  of  sales: 

Inventory,  work  in  pro- 
cess Jan.  1 

17,360.47 
65,747.01 

22, 676. 60 

80,394.65 

626. 98 

104,466.93 

29,730.32 

12, 115. 67 
54,180.91 

10, 426. 93 
87,667.01 

13, 196. 26 
225,422.09 

57,236.12 

Materials,  including 
freight  in 

617,823.74 

Outside  work  performed  . 

Direct  labor. 

Factory  overhead 

Rework  recovered 

77. 124. 91 

71,472.91 
22,956.18 

56,434.08 
62, 643. 22 

66,877.65 
83,214.81 

182,300.80 
152,204.88 

«t%  187. 61 

353,449.66 

-22,096.15 

Inventory,  work  in  pro- 
cess Dec.  31.  

177,536.57 
22,676.60 

237,895.48 
12, 115. 67 

185,373.88 
10,426.93 

248,185.40 
13,196.26 

673.124.03 
67, 236. 12 

1,459,725.89 
94.923.87 

Cost  of  sales 

154,859.97 

225,779.81 

174,947.95 

234,989.14 

615,887.91 

1,364,802.02 

Gross  profit 

110,495.91 
67, 188. 28 

126,705.39 
59,580.41 

74,170.87 
44,216.35 

40,978.60 
37, 336. 82 

150,040.92 
72,868.03 

183. 702. 96 

Administrative  and  general 
expenses 

105,437.90 

53, 307. 63 

67,124.98 

29, 954. 52 

3, 641. 78 

77, 172. 89 

78,266.06 

Other  income: 

Purchase  discounts 

Sundry 

797.27 
882.80 

1, 221. 12 
648.25 

818. 25 
689.74 

1, 217. 12 
293.24 

3, 507. 69 
123. 70 

1. 369. 80 
3, 428. 86 

1,680.07 

1,869.37 

1,607.99 

1,510.36 

3, 631. 29 

4,798.66 

54,987.70 

68,994.35 

31,462.61 

5, 162. 14 

80,804.18 

83,063.72 

Other  expenses: 

Ca.sh  discount  allowed... 
Interest  paid 

2,082.71 

241.87 

1, 367. 55 

3,053.14 

537.50 

4, 770. 50 

1,954.30 

499.19 

1,331.43 

2, 214. 76 
673,49 
791. 07 

5,925.24 
1, 709. 23 
2, 733. 81 

13,446.16 

7,468.76 

Sundry. 

3, 384. 41 

3,692.13 

8, 361. 14 

3,784.92 

3,579.32 

10,368.28 

24,299.32 

Net  profit  before  taxes.. 
Taxes  thereon 

51, 295. 57 
10,609.87 

60, 633. 21 
13,829.46 

27,677.59 
4,874.96 

1,572.82 
295.43 

70,435.90 
23,627.27 

58, 764. 40 
24,626.47 

Balance  carried  to  sur- 
plus.  

40, 785. 70 

46,803.75 

22,802.63 

1,277.39 

46,808.63 

34,237.93 

Comparative  statement  of  factory  overhead  and  administrative  and  general  expenses, 
prepared  from  audiied  reports  of  Seward  &  Monde,  certified  public  accountants 


FACTORY  OVBBHEAD 

^depreciation: 

Regular  facilities 

p.^  Defense  facilities 

J^ity  taxes 

i^isurance        ' 


^^tenance  of  buildings  and  ma- 


90,999.31       m    a^t  light7p8wer7Md  waVei''- 

^M      °'^^    tools,     ronairc      onH     rar 


tools,  repairs,  and  replace- 
ment.. 

purchased  gas"r"7'rr"'I"r'"7 
3ca.nts,  welding  and  brazing 

^supplies 

,.actory  supplies  and  expense. 


Mienlii  ''"i^P"es  ana  expense 

Kern    f  ^^'^^  factory  expense 

""I  Of  storage  space  and  sundry 
(j.^fluipment 
^•"PPingmatCTiais'.'.:.':.'-'.'!-'.'!!!.'!.'! 


Year  ended  Dec.  31— 


1936 


$3,405.78 


1,808.55 
1.093.38 

2. 631. 98 
4, 509. 59 

822.62 


3, 201. 49 


1937 


$3. 766. 16 


2. 157. 29 
1.659.04 

4,068.11 
6.447.98 

1, 638. 42 


4, 718. 32 


1938 


$4,091.16 


.$4,640.48 


2, 158. 60 
1,466.93 

3. 114. 19 
4. 013. 62 

6,946.65 


6.812.66 


1939 


2,248.82 
1, 600. 19 

3.715.39 
4.207.03 

13, 434. 21 


11,742.03 
682.50 


1040 


$7,949.84 


2, 264. 46 
2,643.17 

9, 618. 57 
8,004.63 

17.473.72 


36,098.40 
579.73 

150.00 


1941 


$8,581.04 

16, 752. 96 

4, 418. 32 

5, 782. 14 

26,996.77 
13. 443. 27 

31.828.41 
3.376.77 

20,720.02 

33, 714. 48 

9,944.80 

1,870.00 
6, 197. 38 


f 


'    . 
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Comparative  statement  of  factory  overhead  and  administrative  and  general  expenses 
prepared  from  audited  reports  of  Seward  &  Monde,  certified  public  accountants-^ 
Continued 


rACTORT  OVERHEAD— continued 


and   clerical 


Auto  track  expense.. 
Factory    supervision 

labor - 

Miscellaneous  factory  labor.. 

Receiving  labor  and  expense 

Shipping  labor  and  expense. 

Unemployment  and  old-age  benefit 

taxes - -. 


Total. 


ADMINISTRATIVE  AND  GENERAL 
EXPENSES 

Officers'  salaries 

Office  salaries 

Office  supplies  and  expense 

Stationery,  printing,  and  postage... 
Amortization  of  office  enlargement- 
Depreciation  of  office  machines 

Telephone  and  telegraph 

Travel 

Dues,  periodicals,  and  employees' 

welfare 

Unemployment  and  old-age  benefit 

taxes 

Officers'  life  insurance  premiums 

Directors'  fees 

Capital  stock  tax  expense 

Professional  fees 

Miscellaneous  general — 


Year  ended  Dec.  31 — 


1936 


$5,482.89 


22,956.18 


43,672.98 
6, 781. 18 
1, 168. 60 


Total- 


695.84 
2,882.36 

457.47 


1937 


$6,275.00 


29,730.32 


40,910.11 

10, 045. 01 

1,946.40 


1,282.03 
2, 217. 26 

706.61 


95.00 


987.60 
447.35 


57, 188. 28 


300.00 


1, 753. 23 
419. 76 


1938 


$15,667.26 
8,865.93 


6,655.34 
3,852.00 


62,643.22 


30,032.97 
3, 337. 15 
1, 421. 40 


1,309.82 
2,497.79 

921. 78 

779.19 

1,511.05 

225.00 


1939 


$15,815.85 
14,095.26 


6,846.85 
4,286.20 


83, 214. 81 


23,100.00 
3, 145. 16 
2, 288. 87 


59,580.41 


1,075.88 
1,104.02 


44,216.35 


1,649.37 
3, 233. 77 

1, 135. 03 

908.80 
782. 51 
100.00 


1940 


$30,075.91 
13,000.90 


15,673.59 
9,672.06 


152,204.88 


52,930.71 
4, 370. 12 
2,924.73 


863.50 
129.81 


37,336.82 


2,625.14 
3, 327. 18 

936.32 

1,889.40 
875. 78 
475.00 


2,065.66 
447.99 


1941 


$893.39 

80,253.12 

33,257.86 

9,466.28 

24,238.13 

21,714.82 


353,449.66 


43,663.10 
17,208.93 
2,691.71 
1,840.10 
1,397.28 
804.02 
3,178.11 
5,547.09 

3,078.61 

851.43 
912.77 
175.00 

3,090.00 
18,133.85 

2,866.00 


72,868.03 


105,4^7.90 
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Statement  of  surplus,  period  Jan,  1\  1936,  to  Dec,  31,  1941,  inclusive— Continued 

Deductions:  ^        .^ 
Dividends  paid: 

1936--- $46,400.00 

1937  --     32,000.00 

1938 10,  000.  00 

1939 

1940         8,000.00 

1941  9,600.00 

$106,  000.  00 

Other  deductions: 

1936.  Life   insurance   premium — offi- 

cers   1,043.50 

Tax  adjustments,  1935,  etc___  1,  032.  62 

City  tax  adjustment,  1935 772.43 

1937.  Life  insurance  premium — offi- 

cers        1,650.00 

Additional  Federal  and  State 

tax,  1935 362.68 

1941.  Loss   on   demolition   of   build- 
ings— revalued  portion 2,678.  67 

7,539.90 

$113,  539.  90 

Balance  Dec.  31,  1941 -- 113,  367.  85 

• 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
testimony  you  have  given  to  the  committee. 

Without  objection,  we  will  adjourn  until  10  o'clock  tomorrow 
morning. 

(Thereupon  the  committee  adjourned  until  tomorrow,  Tuesday, 
September  14,  1943,  at  10  a.  m.) 
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Statement  of  surplus,  period  Jan.  1,  1936,  to  Dec.  31,  1941,  inclusive 

Balance  Jan.  1,  1936 - $6,145.49 

Additions : 

Net  profit  after  taxes : 

1936 $40,  785.  70 

1937 46,  803.  75 

1938 --- -  22,  802.  63 

1939 1,  277.  39 

1940 46,80&  63 

1941 34,237.93 


Other  additions : 

1936.  Transferred  from   capital   sur- 
plus          $377.  30 

Proceeds  of  life  insurance 25,  211.  91 

Adjustment  of  depreciation  re- 
serves, 1935 2,047.74 

1941.  Adjustment  of  depreciation  to 

plant  ledger  values 409.  28 


192,  716.  03 


28,  046.  23 


220,  762.  26 
226,  907.  75 
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TUESDAY,  SEPTEMBER  14,  1943 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington^  Z>.  G. 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chairman) 

presiding.  -,        rr^^^    n    j. 

The  Chairman.  The  committee  will  please  come  to  order,    ihe  nrst 

witness  on  the  calendar  this  morning  is  Mr.  J.  F.  Lincoln. 

Will  you  please  give  your  full  name  and  your  address  to  the  reporter 

and  state  the  capacity  in  which  you  appear? 

STATEMENT  OF  J.  F.  LINCOLN,  PRESIDENT,  LINCOLN  ELECTRIC 

CO.,  CLEVELAND,  OHIO 

Mr.  Lincoln.  Mr.  Chairman,  my  name  if  J.  F.  Lincoln ;  I  am  presi- 
dent of  the  Lincoln  Electric  Co.,  of  Cleveland. 

We  are  manufacturers  of  arc- welding  machinery  and  electrodes. 

There  are  two  objections  to  this  renegotiation  law.  The  first  is  that 
it  eliminates  efficiency,  penalizes  efficiency.  The  second  is  that  five 
men  on  the  Renegotiation  Board  have  the  power  of  life  and  death  over 
all  industry.  They  have  already  taken  steps  that  will  eliminate  and 
close  certain  industries,  and  they  have  the  power,  without  recourse  to 
the  courts,  to  eliminate  any  and  all  industry  at  their  whim. 

I  want  to  talk  about  these  two  things,  first  of  all,  on  the  basis  of 
efficiency,  and,  secondly,  on  the  basis  of  the  un-American  law  that 
it  is. 

Why  is  it  that  the  United  States  of  America,  with  130,000,000  people, 
has  gotten  to  this  point  in  this  war?  I  will  tell  you.  It  is  because 
of  the  efficiency  of  manufacture  which  this  Nation  has  developed  over 
the  years  by  free  enterprise. 

Let  us  consider  what  the  facts  are.  There  are  200,000,000  people 
in  Russia,  with  endless  natural  resources,  but  yet  they  must  depend 
on  the  130,000,000  people  of  the  United  States  for  the  munitions  of 
War. 

There  are  400,000,000  people  in  China.  They  have  endless  natural 
resources,  and  yet  they  must  depend  on  the  130,000,000  people  of  the 
United  States  for  the  munitions  of  war. 

The  British  Government  has  over  600,000,000  people,  with  endless 
natural  resources  over  all  the  world,  but  they  must  depend  on  the 
130,000,000  people  of  the  United  States  for  the  munitions  of  war. 

Why  is  this?  It  is  because  of  the  fact  that  the  United  States  has 
developed  an  industrial  system  which  is  outstanding  and  which,  be- 
<?ause  of  efficiency,  has  made  its  production  the  wonder  of  the  world. 
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Let  me  illustrate.  There  is  a  welding  electrode  [indicating].  That 
is  the  thing  that  has  made  possible  the  building  of  ships  in  a  month 
instead  of  a  year.  That  is  the  thing  which  has  made  the  production 
of  100-octane  gas  a  commercial  possibility,  which  it  was  not  before. 

That  electrode  is  also  made  in  Germany.  I  was  in  Germany  in 
June  of  1939.  I  have  been,  as  a  matter  of  business,  in  every  indus- 
trial country  in  the  world,  with  the  idea  of  seeing  what  it  is  they  have 
and  do  as  compared  with  what  we  have  and  do  in  this  country. 

They  make  such  an  electrode.  They  pay  their  men  an  average  of  70 
pfennigs  per  hour,  which  is  about  20  cents  in  American  money.  And 
to  make  that  electrode  it  takes  them  24  times  as  many  man-hours  as 
is  true  of  ourselves.  The  cost,  even  with  the  20-cent  wage  rate,  is  more 
than  three  times  our  own. 

That  is  one  illustration  of  what  American  industry  means  and  what 
the  ability  of  the  American  manufacturer  is. 

As  a  matter  of  fact,  Mr.  Chairman,  I  think  I  can  say  to  you  with  all 
sincerity  today  that  if  100,000  out  of  these  American  geniuses  in  this 
country  should  be  taken  from  here  and  put  into  Germany,  or  Italy,  or 
Japan,  we  would  see  that  the  airplanes  and  bombers  would  be  flying 
from  east  to  west  rather  than  from  west  to  east. 

That  is  the  reason  this  war  is  going  in  our  favor,  that  is  the  reason 
that  we  do  not  fear  aggression. 

I  want  to  talk  to  you  a  little  bit  more  about  this  matter  of  efficiency. 

There  is  also  a  rod  [indicating].  This  is  one  that  is  made  in  this 
country.  That  is  for  the  same  purpose  as  this  [indicating].  It  pro- 
duces the  same  kind  of  a  weld  in  an  entirely  different  way.  This  is 
what  we  call  welding  by  the  gas  process  [indicating],  and  this  is  by  the 
electric  process  [indicating]. 

That  rod  sells  for  5.3  cents  per  pound  in  carload  lots.  But  this  is  a 
cheaper  rod  to  manufacture  [indicating],  because  it  has  no  coating. 
That  particular  rod  [indicating]  sells  for  14.4  cents  per  pound  in  car- 
load lots. 

What  is  the  reason  for  that?  The  reason  is  the  fact  that  we  have 
been  able,  by  the  application  of  the  American  system  of  private  enter- 
prise, to  make  it  possible  for  us  to  make  the  production  of  a  thing  of 
that  kind  an  economical  thing  to  produce.  That  is  the  reason  why  it 
is  possible  for  the  United  States  of  America  to  be  the  arsenal  of 
democracy.  That  is  the  reason  why  we  hope  the  winning  of  this  war  is 
lodged  here. 

What  does  that  mean  as  far  as  manpower  is  concerned?  Kemem- 
ber,  that  I  say  to  you  that  24  times  as  many  man-hours  go  into  the 
manufacture  of  that  in  Germany  as  in  the  United  States,  24  times  as 
many  man-hours. 

What  does  that  mean  as  far  as  production  is  concerned?  Wliat 
does  that  mean  as  far  as  this  manpower  problem  is  concerned?  Wliat 
does  that  mean  also  when  the  war  is  over  as  to  what  is  going  to  occur 
in  connection  with  employment  in  this  country  in  competition  with  the 
rest  of  the  world  ? 

Then  along  comes  renegotiation  Renegotiation  is  handled  by  a 
board  of  hve  men  in  each  case,  and  as  we  have  heard  over  and  over 
again  yesterday,  they  are  estimable  gentlemen,  which  I  thoroughly 
believe.  They  are  fair-minded,  and  they  are  entirely  honest,  and  they 
want  to  do  the  best  job  they  can.    I  thoroughly  agree. 
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But  what  do  thy  know  about  manufacturing?  What  are  they? 
They  are  bankers,  they  are  investment  brokers,  they  are  certified 
public  accountants;  they  are  people  of  that  kind.  There  is  not  an 
expert  industrialist  in  the  crowd. 

Let  me  ask  you  this  question:  Suppose  you  were  going  into  an 
jnqiiiry  into  what  a  physician  does  which  may  be  wrong,  and  were 
(Toing  to  try  him  for  malpractice  or  for  some  other  discrepancy. 
tVould  you  use,  in  the  course  of  that  inquiry,  a  certified  public  ac- 
countant? Would  you  use  a  banker,  no  matter  how  competent  and 
estimable  they  may  be?  You  would  not.  You  would  use  a  physi- 
cian, and  you  could  expect  to  get  results  in  no  other  possible  way; 
you  could  not  expect  to  get  a  reasonable  answer  in  any  other  possible 
way.  But  when  it  comes  to  industry,  which  is  tremendously  more 
involved  than  is  medicine,  then  you  put  the  power  of  life  and  death 
into  the  hands  of  people  who  know  nothing  about  it,  estimable 
gentlemen  as  they  no  doubt  are. 

I  wonder  if  you  should  ask  some  o  fthe  people  of  this  Board,  as  I 
did  one  time  of  an  apprentice  in  our  shop,  what  is  a  bastard  file,  what 
the  answer  would  be.  You  and  I  know  that  it  is  something  which 
removes  metal  from  a  surface,  but  it  sounded  to  this  apprentice  as  if 
it  were  a  record  of  illegitimate  births. 

I  wonder  if,  perhaps,  that  sort  of  question  or  that  sort  of  knowledge 
might  not  be  applied  in  this  particular  case. 

How  can  a  board  of  this  kind  function?    I  will  tell  you.    They  can 
lay  out  a  formula  and  follow  that.    There  is  no  other  possibility  of 
reaching  a  determination  on  their  own  part  except  to  lay  out  a  formula 
and  fit  everv  industry  into  that. 

We  have  nad  some  experiences  with  a  formula,  and  they  have  been 
rather  bitter.  Since  it  has  to  do  with  this  particular  committee,  I 
want  to  tell  you  something  we  did  in  connection  with  a  tax  case. 

It  happens  that  we  are  the  most  efficient  manufacturers  in  our  par- 
ticular line.  We  are  making  large  profits  on  a  product  which  is  not 
particularly  profitable  to  other  people. 

Obviously,  in  order  to  do  that  it  is  necessary  that  our  efficiency  of 
production  should  be  very  high.  I  think  the  record  will  show  that  we 
are  producing  more  per  man-hour  four  times  over  in  this  country  than 
are  our  competitors.    That  is  a  lot  of  production. 

It  is  obvious  that  in  order  to  make  profits  under  those  conditions 
that  the  cost  per  piece  must  be  low.  That  is  the  only  way  it  can  be 
done. 

In  order  to  get  that,  we  have  an  incentive  arrangement,  a  man  is  paid, 
and  he  sees  that  he  is  paid  for  this  increase  in  production  in  a  propor- 
tionate manner.    But  in  steps  a  formula. 

I  had  a  case  in  which  I  was  talking  to  the  ranking  officer  of  the 
Treasury  Department  in  Cleveland,  which  is  the  headquarters  for  that 
particular  district,  and  he  made  this  rather  surprising  statement  to 
me :  "No  man — that  is,  no  such  man  that  works  with  his  hands  in  a 
lactory  is  worth  $5,000  a  year;  no  man,  no  matter  what  he  does,  no 
•natter  how  much  he  produces,  no  man  is  worth  $5,000  a  year. 

Then  I  asked  him  this  question:  I  said,  "Mr.  Gregory,  if,  instead 
||f  1,000  employees,  supposing  we  had  had  3,500  employees  and  we 
"'^d  paid  those  3,500  employees  the  same  amount  of  money  that  we 
P'^^id  the  1,000  employees,  would  you  then  have  questioned  our  state- 
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ment?"  And  he  said,  "No."  I  said,  "Then  the  only  crime  for  which 
we  are  being  fined  $1,600,000  for  the  years  1940  and  1941,  is  the 
fact  that  we  have  released  2,500  men  for  the  war  effort."  He  said. 
"You  cannot  put  words  in  my  mouth,  but  if  you  had  had  3,500  men 
instead  of  1,000,  and  paid  them  the  same  amount  of  money,  we  would 
not  have  made  this  assessment  against  you." 

You  may  be  interested  in  this,  in  connection  with  this  matter  of 
following  a  formula.  The  man  who  is  to  try  this  case  for  the  Treas- 
ury Department  made  this  rather  surprising  statement  to  me.  I  said 
to  him,  "Mr.  Evans,  you  are  questioning  the  amount  of  money  that 
our  men  earn.  Is  there  any  objection  on  your  part  for  us  to  pay 
the  same  piece-work  rate  as  the  Westinghouse  Co.  ?"  He  said,  "We 
have  nothing  to  do  with  piece-work  rates."  I  said,  "Sure,  but  if 
we  had  paid  the  same  piece-work  rates  for  exactly  the  same  jobs  we 
would  have  paid  our  men  over  $10,000  a  year."  He  said  to  me, 
"Then  you  cannot  do  that ;  you  cannot  pay  your  men  $10,000  a  year." 

All  right.  That  is  not  because  those  men  have  any  grudge  against 
labor  or  against  the  Lincoln  Electric  Co.  The  reason  they  do  that  is 
because  they  have  to  work  to  a  formula,  and  the  formula  says  you 
cannot  do  this  or  that  regardless  of  what  the  effect  is. 

Profit  is  the  sole  reason  for  renegotiation.  Any  concern  which 
does  not  make  a  profit  or  whose  profit  is  small  enough  will  never  be 
renegotiated.  But  if  he  is  efficient,  then  his  profit  goes  up  and  then 
renegotiation  steps  in  in  order  to  eliminate  it. 

It  happens  in  our  own  particular  case  that  we  have  a  very  large 
number  of  our  men  who  are  stockholders  of  the  company.  We  have, 
as  I  have  told  you,  an  incentive  system  whereby  the  men  get  a  large 
portion  of  the  profits  of  the  company,  so  that  as  the  profits  of  the 
company  increase  their  remuneration  increases  in  proportion. 

That  has  been,  as  I  say,  a  very  efficient  way  of  handling  this  matter 
of  production.  It  has  led  to  a  very,  very  efficient  production,  and,  as 
I  say,  we  do  it  in  one  twenty-fourth  as  many  man-hours  as  the  Ger- 
mans. We  do  it  with  one-fourth  the  man-hours  as  some  of  the  other 
manufacturers  in  this  country  do.  That  is  something,  in  my  estima- 
tion. 

But  along  comes  renegotiation,  and  they  say,  "No,  if  you  make 
a  profit,  we  will  renegotiate  and  take  the  profit  away  from  you." 

What  do  our  men  think  about  that,  our  men,  those  who  work  with 
their  hands,  and  what  do  other  men  who  work  with  their  hands  think 
about  it  when  you  say,  if  you  bring  your  efficiency  up  we  will  penalize 
you,  and  if  you  bring  your  efficiency  down  low  enough  we  will  not 
penalize  you?  What  do  you  think  will  be  the  result  of  that  on  the 
war  effort?  What  do  you  think  will  be  the  result  of  that  in  the  man- 
power problem,  and  we  are  hearing  much  of  that  at  the  present  time? 

Let  me  ask  you  this  question :  Supposing  that  all  industry  should 
by  incentive,  and  there  has  been  much  talk  of  that — should  by  incen- 
tive be  able  to  get  an  efficiency  similar  to  this  ?  What  do  you  think 
then  would  be  true  of  the  manpower  problem?  Do  you  think  we 
would  have  to  draft  fathers  ?  Certainly  not.  Do  you  think  we  would 
have  to  interfere  with  industry,  taking  the  keymen  from  there  ?  Cer- 
tainly not. 

What  do  we  do?  We  take  the  renegotiation  law  and  say  to  in- 
dustry, "If  you  are  efficient  then  we  will  renegotiate  the  profits,  li 
you  are  sufficiently  inefficient  then  we  will  let  you  go  free." 
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I  would  just  like  to  say  this:  I  would  like  to  read  you  a  wire  that 

members  of  our  advisory  board  sent  to  the  Kenegotiating  Board,  at 

the  behest  of  our  men.    It  says : 

We  the  members  of  the  advisory  board  of  the  Lincoln  Electric  Co.,  represent- 
ing 1»400  employees,  have  been  advised  today  for  the  first  time  that  your  Board 
is  renegotiating  the  Lincoln  Electric  Co.  for  1942. 

This  was  a  week  ago,  Monday.    The  wire  says : 

Have  been  advised  today  for  the  first  time  that  your  board  is  renegotiating  the 
Lincoln  Electric  Co.  for  1942. 

I  had  not  said  anything  about  this  prior  to  that  time,  because  I 
could  not  believe  that  any  board  or  any  group  of  men  could,  with  the 
record  that  we  had,  think  of  doing  anything  else  than,  instead  of  rene- 
gotiating us,  to  go  ahead  and  give  us  a  pat  on  the  back  and  say : 

Good  work,  Lincoln ;  you  have  done  a  grand  job. 

No,  they  did  not  do  that,  but  we  are  renegotiated  because  we  have 
made  money. 
This  telegram  goes  on  to  say : 

Since  many  of  the  workers  are  stockholders  and  all  share  in  the  profits,  this 
matter  is  of  vital  importance  to  all  of  us.  Hence,  we  want  your  answer  to  the 
following  questions. 

1.  We  are  producing  at  more  than  four  times  the  rate  per  man-hour  of  our  com- 
petitors, as  you  know  from  your  investigation — 

which  is  exactly  true.    They  have  not  only  investigated  us,  but  they 
have  investigated  all  of  our  large  competitors.    The  telegram  goes  on 

to  say : 

How  much  must  we  reduce  this  efficiency  and  raise  costs  to  keep  from  being 
penalized  in  renegotiation?  Please  be  specific.  Should  it  be  reduced  one-fourth, 
one-half,  three-fourths,  or  more? 

2.  Have  you  squared  your  policy  with  War  Production  Board  and  the  Treasury? 

This  is  the  second  question : 

Have  you  squared  your  policy  with  War  Production  Board  and  the  Treasury? 
War  Production  Board  asks  for  more  efficiency. 

Request  has  been  made  to  speed  up,.and  W.  P.  B.  has  made  requests 
for  greater  and  greater  efficiency.  Those  requests  have  been  made  to 
us  and  every  manufacturer.   This  telegram  goes  on  to  say : 

The  Treasury  asks  for  more  taxes.  The  penalty  you  set  up  will  tremendously 
reduce  both. 

3.  This  penalty  for  efficiency  was  not  made  public  in  the  renegotiation  law 
as  passed  by  Congress.  Why?  No  such  penalty  for  efficiency  is  apparent  in 
our  reading  of  the  law. 

Let  me  say  one  thing  more.  Our  total  business  is  less  than  8  per- 
cent for  the  Government.  We  are  being  renegotiated  according  to 
the  set  up  we  have  now  on  82  percent  of  our  business,  which  means 
that  we  have  a  lot  of  it  which  has  no  direct  connection  with  the  Gov- 
ernment, but  because  we  are  subcontractors  or  sub-subcontractors  we 
nave  some  profit. 

What  is  going  to  be  the  result  of  this?  It  is  perfectly  obvious. 
aou  have  seen  it  now  and  you  have  seen  it  continuously  since  your 
renegotiation  law  has  been  in  effect,  a  lower  efficiency  with  the  country 
jailing  way  below  the  program  which  has  been  laid  out  for  us.  Why  ? 
because  of  the  fact  that  industry  knows  perfectly  well  that  they  are 
penalized  for  the  thing  that  you  want  them  to  do,  and  they  are  re- 
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warded  for  the  thing  you  do  not  want  them  to  do.    Could  anything 
be  more  outrageous? 

We  have  heard  much  about  unconscionable  profits.  I  want  to  tell 
you  gentlemen  about  unconscionable  losses,  because  the  profits  which 
you  are  talking  about  are  infinitesimal  as  compared  with  the  biUions 
of  dollars  of  losses  which  are  taking  place  at  this  moment  in  almost 
every  plant  in  this  country.  Why?  Because  if  they  go  ahead  and 
put  their  back  into  it  they  are  penalized,  but  if  they  do  not  they  are 

rewarded. 

Let  me  ask  you  this  question :  What  do  you  think  is  the  reason  why 
the  manufacturers  in  this  country  can  make  such  a  record  as  I  speak 
of  here?  Do  you  think  it  is  easy?  Do  you  think  that  all  they  have 
to  do  is  merely  to  go  out  and  hire  some  men  and  tell  them  to  go  to 
work  ?  I  say  to  you,  no,  that  is  not  true.  It  takes  tremendous  ability 
and  attention  to  business  in  order  to  accomplish  such  a  thing. 

It  is  much  easier,  Mr.  Chairman,  to  sit  back  and  let  thmgs  go  as 
they  are  and  be  left  alone  than  it  is  to  put  your  back  into  it  and 
accomplish  this  particular  result  and  be  penalized  for  doing  it. 

What  would  you  do?  I  know  what  you  would  do,  and  so  would 
I.  The  result  is  that  you  are  drafting  fathers  because  of  the  fact  of 
the  manpower  shortage.  You  do  not  want  to  do  it  and  the  country 
does  not  want  to  do  it;  the  country  does  not  want  to  do  that  which 
I  think  any  fair-minded  man  feels  should  be  the  last  resort. 

You  are  drafting  fathers  when,  if  you  would  make  a  reward  for 
efficiency,  there  would  be  no  possible  need  for  any  such  thing,  as 

is  perfectly  obvious.  #  .       j.  c 

Again,  let  me  say  the  problem  is  not  one  of  inordinate  pronts. 
Your  problem  is  inordinate  losses,  and  that  is  the  thing  which  you  and 
every  manufacturer  and  every  other  Member  of  Congress  should  be 
most  interested  in  because  it  is  a  matter  of  a  lif  e-and-death  fight  to 
this  country. 

We  have  still  heard  of  cases  where  there  are  very  large  profits  hav- 
ing been  made.  How  should  you  take  care  of  that  ?  It  is  a  real,  vital 
question.     It  is  one  that  undoubtedly  should  be  answered. 

But  I  want  you  first  of  all  to  recognize  this  one  fact,  that  the  im- 
portant thing  is  not  whether  they  will  or  will  not  make  certain  profits; 
the  important  thing  is  whether  the  industry  generally  is  going  to  be 
in  the  position  where  they  are  penalized  for  profits.  That  is  the  im- 
porant  thing. 

How  can  you  take  care  of  these  particular  cases?  It  is  something 
which  is  done  in  industry  and  has  been  done  in  industry  from  time 
immemorial,  in  which  you  go  to  a  supplier.  He  has  never  made  such 
a  product  and  you  have  never  had  the  product  made.     . 

Your  purchasing  agent  goes  to  him  and  says,  "We  will  give  you  a 
number  of  these ;  go  ahead  and  make  some  of  them."  We  also  do  this 
with  this  man  over  here.  We  will  say  to  him,  "You  go  ahead  and 
make  them  and  we  will  pay  you  any  price  you  wish  on  those  as  an 
educational  contract."  And  remember,  that  was  done  for  years 
before  the  war,  the  making  of  educational  contracts.  Then  we  will 
agree  on  a  price  afterward.  We  will  have  Tom  and  Bill  and  Ji^^ 
each  one  of  them,  making  this  same  thing,  and  we  will  find  out  then 


^fter  they  have  had  this  experience,  what  the  price  should  be.  That 
is  something  that  has  been  done  in  thousands  of  cases  by  purchasing 
agents  all  over  the  country.  Any  purchasing  agent  you  put  that 
problem  up  to  would  immediately  do  it  without  any  question.  It  is 
not  new ;  it  is  a  perfectly  obvious  thing.  We  have  done  exactly  that 
and  we  do  have  educational  contracts.  This  was  done  long  before 
the  war. 

Since  the  penalty  is  so  great,  why  should  not  the  services  have 
the  responsibility  of  placing  contracts  at  the  proper  price  under 
proper  conditions,  and  why  should  it  be  necessary  that  they  should 
have  a  second  guess  at  this  after  the  contract  is  performed  and 
finished? 

No  purchasing  agent  would  hold  his  job  for  15  minutes  on  the  same 
basis.  Why,  in  wartimes,  should  we  expect  that  the  services  should 
not  be  held  to  the  same  basis  ? 

I  talked  to  you  a  lot  about  efficiency.  I  now  want  to  talk  about 
the  last  point,  and  that  is  the  un-American  law  wherein  five  men  can 
ruin  any  industry  of  this  country,  and  where  five  men  have  already, 
in  certain  cases,  laid  the  ground  w^ork  for  such  ruin. 

I  do  not  believe  that  the  winning  of  this  war  is  nearly  so  im- 
portant as  is  the  freedom  of  the  individual  in  the  United  States.  If 
we  finish  the  war  in  the  position  which  we  are  in  now,  in  which  the 
executive  branch  has  the  right,  without  recourse,  to  hold  up  to  any 
individual  the  fact  that  he  cannot  do  anything  except  at  the  behest  of 
the  Executive,  then  the  United  States,  as  a  free  country,  is  gone. 

That  is  a  greater  problem  than  this  matter  of  efficiency.  That  is 
by  far  more  important  than  whether  there  is  or  is  not  renegotia- 
tion. It  is  the  thing  on  which  this  country  has  grown  to  where  it 
is  now;  it  is  the  thing  which  has  made  this  country  the  arsenal  of 
democracy.  You  eliminate  the  development  of  the  individual  which 
freedom  here  has  given  and  your  vaunted  industrial  system  dis- 
appears, as  it  has  in  every  other  country. 

^ow,  it  is  not  important,  relatively,  whether  we  win  this  war. 
It  is  of  outstanding  importance  whether  we  continue  or  ever  do 
regain  our  liberty.  We  have  heard  much  of  the  fact  that  the  end 
justifies  the  means  so  that,  in  wartime,  we  should  go  ahead  and  do 
ihese  thinijs  with  a  full  understanding  that,  when  the  war  is  over, 
^e  then  will  go  back  to  our  American  system.  I  wonder  if  it  ever 
JJ^orks  out  that  way;  I  wonder  if  history  will  show  that  any  nation 
has  been  able  to  regain  their  liberty  after  they  have  given  it  up  to 
the  executive  branch  ?  History  says  "No"  and  I  do  not  believe  that 
the  conditions  are  any  different  here. 

I  want  to  cite  you  one  more  case  and  I  am  through.  Eighty  years 
^?o,  almost,  within  a  month  or  two,  we  were  two-thirds  through  the 
tivil  War.  That  war  had  made  a  great  deal  greater  mark  on  the 
'American  people  than  any  war  before  or  since.  There  were  very 
i?^  homes  which  had  not  at  that  time  been  touched  by  the  war  with 
mher  a  death  or  a  wounded  soldier — very  few  homes.  That  is  not 
^ue  now,  but  at  that  time  it  was  true.  If  there  was  ever  a  time 
^n  which  the  end  should  justify  the  means,  it  was  then.    I  would 

'Ke  to  i-ead  to  you  the  last  statement  that  Abraham  Lincoln  made  at 
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the  dedication  of  the  battlefield  at  Gettysburg,  because  exactly  that 
was  the  thou(?ht  in  the  minds  of  many  legislators  at  that  time 
that  the  end  would  justify  the  means : 

Let  us  here  highly  resolve  that  these  dead  shall  not  have  died  in  vain- 
that  this  Nation  under  God  shall  have  a  new  birth  of  freedom  and  that  govl 
emment  of  the  people,  by  the  people,  and  for  the  people  shall  not  perish  from 
the  earth. 

[Applause.] 

.Mr.  Robertson.  Mr.  Lincoln,  knowing  that  you  are  an  outstanding 
businessman,  and  I  know  a  very  patriotic  citizen,  I  would  like  for  you 
to  develop  a  little  further  your  statement  to  us  that  it  is  not  important, 
relatively,  whether  we  win  the  war  or  not,  and  that  our  personal  free- 
dom at  this  time  is  of  more  importance  than  winning  the  war. 

Mr.  Lincoln.  Mr.  Robertson,  I  did  not  say  that.  I  said  this,  that, 
relatively,  it  is  more  important  that  we  retain  our  freedom  than  it  is 
that  we  win  the  war.  If  we  win  the  war  and  lose  our  freedom,  we  have 
made  no  advance  over  what  would  have  occurred  had  we  lost  the  war 
and  lost  our  freedom — which  we  would  have  done. 

Mr.  Robertson.  Well,  I  did  not  understand  your  statement. 

Mr.  Lincoln.  I  tried  to  make  it  clear,  sir. 

Mr.  Robertson.  That  is  all. 

The  Chairman.  Do  not  the  two  go  together? 

Mr.  Lincoln.  Of  course,  they  do. 

The  Chairman.  Winning  the  war  and  retaining  our  freedom? 

Mr.  Lincoln.  Of  course,  they  do.    I  agree  with  that  thoroughly. 

Mr.  Jenkins.  Mr.  Chairman,  I  should  like  to  ask  a  question.  Mr. 
Lincoln,  I  think  you  made  a  very  profound  and  intelligent  statement. 
I  hope  that  the  membership  of  the  committee  will  appreciate  the  posi- 
tion which  you  occupy,  especially  in  your  field.  I  think  it  can  be  said 
of  you  that  you  are  a  pioneer  in  your  field  and  that  you  have  surpassed 
everything  and  everybody  who  ever  attempted  the  cooperative  plan 
that  you  have  established  in  your  factory. 

I  want  to  ask  you  this :  I  wish  you  would  develop  again,  because  a 
lot  of  the  members  of  this  committee  were  not  here  when  voii  spoke 
ab3ut  the  results  of  your  activities  and  the  activities  of  your  plant, 
the  developments  that  you  have  made  at  your  plant  with  reference 
to  those  little  rods  you  have  there. 

Mr.  Lincoln.  I  should  be  very  glad  to  do  that,  sir.  First  of  all^ 
could  we  pass  these  three  curves  around  to  the  members  of  the  com- 
mittee, because  I  think  this  covers  just  what  you  have  in  mind,  Mr. 
Jenkins. 

You  have  here  three  curves.  Curve  No.  1  shows  the  yearly  pro- 
duction per  man  of  a  large  electrical  company.  That  is  in  dollars 
per  man  per  year.  In  1933  we  began  this  idea  of  incentive  payments 
in  which  the  production  results  of  the  company  were  reflected  in  a 
man's  earnings.  I  want,  then,  to  point  to  curve  No.  2,  which  shows 
what  has  occurred  in  the  production  per  man  per  year  in  our  organi- 
zation since  that  time. 

You  will  notice  in  the  case  of  curve  No.  1  it  goes  from  about  $2,500 
up  to  a  matter  of  some  $7,000  per  year  over  the  10  years.  Our  curve 
Ftarted  in  at  $5,000  and  went  up  to  $29,000  during  the  same  period. 


Now,  curve  No.  3  shows  what  would  have  occurred  had  we  retained 
the  same  price  basis  as  was  true  in  1932.  In  other  words,  we  have 
reduced  the  price  of  our  product,  over  that  10-year  period,  by  more 
than  50  percent.  That  has  been  done,  I  would  say,  by  scarcely  any 
other  industry  in  the  United  States. 

Now,  it  was  the  result  of  tremendously  increased  efficiency,  as  you 
can  see  from  curve  No.  3;  because  curve  No.  3  shows  you  the  produc- 
tion in  pieces — not  in  dollars,  but  in  pieces — which  is  really  the  proper 
comparison ;  because  a  man  does  not  deal  in  dollars ;  he  deals  in  pieces 

(The  following  chart  was  distributed  to  the  committee:) 
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of  this,  or  pieces  of  a  machine.  In  other  words,  the  men  had  turned 
out,  of  this  product  [indicating  electrode],  during  that  period  15 
times  as  much — 15  times  as  much — per  hour  as  had  been  done  10  years 
previously.  That  seems  to  me  to  be  a  tremendously  important  matter 
on  the  basis  of  manpower;  and  I  just  want  to  add  one  thing  more. 
It  also  is  the  solution  as  to  what  can  be  done  by  an  American  manu- 
facturer when  this  war  is  over.  He  can  meet  world  competition  on  a 
basis  of  that  kind  with  the  genius  of  the  American  manufacturer, 
provided  he  is  not  being  legislated  against. 

Mr.  Jenkins.  Just  one  other  question,  Mr.  Lincoln.  You  stated 
that,  because  of  the  efficiency  you  have  been  able  to  establish  in  your 
plant,  you  can  yet  make  your  product  with  one-quarter  of  the  man- 
power that  your  competitors  use  to  make  the  same  product  ? 

Mr.  Lincoln.  That  is  correct. 

Mr.  Jenkins.  Now,  of  course,  you  mean  your  American  competi- 
tors? 

Mr.  Lincoln.  That  is  correct. 

Mr.  Jenkins.  And  you  have  not  named  your  American  competitors 
in  this  statement — I  presume  it  might  not  be  ethical  for  you  to  do  so— 
but  I  dare  say,  in  your  list  of  competitors  are  the  great  electrical 
manufacturers  of  the  Nation.    Is  that  right  ? 

Mr.  Lincoln.  May  I  read  a  letter  from  R.  E.  Jones,  commander, 
Bureau  of  Ships,  Navy  Department,  Washington,  dated  March  20, 
1943,  because  it  covers  just  exactly  the  point  you  have  made.  I  might, 
first  of  all,  say  this,  that  the  demand  for  this  sort  of  thing,  this  elec- 
trode, went  up  by  more  than  five  times  in  a  matter  of  less  than  6 
months.  The  welding  industry  had  a  tremendous  job  to  keep  up  with 
it  and  at  one  time  last  fall  there  came  out  from  the  Bureau  of  Ships, 
and  from  the  other  procurement  divisions,  the  request  tliat  new  plant 
and  new  machinery,  to  the  extent  of  millions  of  dollars,  be  put 
in  order  to  bring  the  production  up  to  what  was  thought  would  be 
required.  At  that  time  Commander  Jones  of  the  Bureau  of  Ships 
made  a  survey  of  all  the  manufacturers  in  the  country,  with  the  idea 
purely  of  one  thing,  that  is,  to  find  out,  first  of  all,  how  efficient  the 
various  plants  were  and,  also,  to  find  out  what  would  be  necessary  to 
do  in  order  to  increase  production  as  much  as  was  required.  And  I 
want  to  read  you  that  letter.    He  says : 

I  understand  that  you  wish  to  know  the  results  of  a  survey  of  the  electrode 
industry,  which  the  Bureau  of  Ships  conducted  during  the  mouths  of  August, 
September,  and  October  1942  in  oi'der  to  assist  you  in  determining  the  necessity 
of  price  adjustments  of  contracts  for  shielded  arc  welding  electrodes. 

This  survey  was  made  under  my  direction  for  the  purpose  of  ascertaining 
the  relationship  between  the  demand  for  welding  electrodes  and  tlie  capacity 
of  the  welding  electrode  industry  to  produce.  If  the  capacity  of  the  industry 
was  less  than  the  need,  the  Navy  Department  was  to  finance  an  immediate  ex- 
pansion of  facilities. 

In  making  the  survey  to  determine  the  capacity  of  the  industry,  the  problem 
was  not  to  find  out  how  umch  they  w^ere  producing,  but  to  find  out  how  mucn 
they  could  produce  with  their  existing  equipment. 

After  visiting  all  of  the  major  welding  rod  producers,  it  was  decided  to 
evaluate  the  efliciency  of  their  individual  production  for  two  reasons : 

(a)  To  determine  the  ultimate  capacity  of  the  industry  if  all  companies  were 
producing  at  the  rate  of  the  most  eflicient.  «• 

(6)  To  determine  where  the  Navy  Department  could  most  expeditiously,  f"^ 
<!iently,  and  economically  finance  an  expansion  if  and  when  an  expansion  w:i. 
needed. 


The  ratings  of  the  welding  rod  manufacturers  were  determined  on  the  basis 
of  welding  rod  output  per  dollar  of  equipment  investment  and  were  as  follows : 

JJow  what  I  am  driving  at  is  that  this  is  not  a  question  of  equip- 
ment. The  machinery  is  the  same  in  all  cases,  practically  speaking, 
and  you  have  what  we  call  a  "line,"  where  the  rod  is  extruded  in  rows, 
dried  and  boxed  and  what  he  is  talking  about  here,  is  that  those 
lines,  as  we  call  them,  of  which  there  were  52  or  53  in  the  country  at 
that  time,  were  made  the  basis  of  the  efficiency  of  the  output.  I  do 
not  want  to  read  the  names,  for  obvious  reasons,  but  here  are  the 
actual  outputs:  19,  15,  12,  G,  15,  IG,  19,  37 — which  happened  to  be 
ours— IT,  15, 13,  IG,  7,  20. 

Tlien  the  letter  continues : 

From  the  foregoing  it  is  obvious  that  if  all  companies  could  produce  at  an 
efficiency  rating  of  approximately  20 — 

which  is  a  little  more  than  half  of  v»'hat  we  are  doing — 

a  tremendous  increase  in  welding  rods  could  be  obtained. 

The  supply-demand  data  showed  a  deficit  of  25,000,000  pounds  per  month  in 
October.  To  expand  the  manufacturing  facilities  sufficiently  to  obtain  this  in- 
crease in  output  would  cost  an  estimated  $1,900,000  and  would  require  from  8 
to  12  months  for  completiou  even  with  emergency  pi'iority  ratings. 

At  this  time  the  Lincoln  Electric  Co.  proposed — 

and  so  forth. 

I  do  net  read  that  because  it  has  to  do  with  us,  but  I  want  to 
tell  you  this  story.  Commander  Jones  put  up  to  us  the  suggestion,  as 
he  did  tb  the  other  people  "Let  us  pool  our  information  and  see  what 
etfect  that  would  have  on  the  production."  Now,  remember  this,  that 
when  you  have,  as  they  have  there,  from  6  to  37  relative  efficiency, 
do  not  forget  that  management  of  your  6,  7,  10,  15,  and  so  forth,  is 
under  a  tremendous  pressure  from  the  stockholders  and  from  their 
own  pride  to  say  "Well,  if  they  can  do  it,  we  can."  And  that  was 
the  thing  which  was  most  efficient  in  connection  with  bringing  this 
thino:  up.  But  I  do  want  to  say  to  you  this,  that  because  of  this  ex- 
change of  information,  because  of  the  information  which  did  bring 
this  about,  because  of  the  pressure  on  management  which  was  made, 
the  expansion  was  not  necessary  and  at  the  present  time  there  is 
ample  of  those  electrodes  for  all  purposes. 

Just  along  that  line,  I  would  like  to  read  to  you  a  letter  from  James 
Forrestal,  Undersecretary  of  the  Navy,  to  the  welding  industry. 
He  says : 

In  August  1942,  the  coated  electrode  situation  throughout  the  country  was  most 
critical.  During  the  first  week  of  September  you  were  called  upon  to  pool  all  your 
le^nique  in  ail  attempt  to  meet  the  growing  demand. 

How  well  you  have  met  this  challenge  is  evidenced  by  the  fact  that  with  about 
^percent  additional  equipment  over  August,  you  produced  in  January  1943,  42 
Percent  more  electrode  tonnage,  or  88,000,000  pounds  as  against  62,000,000  pounds 
J?  August.    This  tonnage  in  January  met,  for  the  first  time  since  the  emergency, 

J  full  requirements  of  the  industry. 
Ma   ^^P^^^^ber  it  was  also  stated  that  100,000,000  pounds  would  be  expected  in 

arch.   There  is  every  evidence  that  that  figure  will  be  exceeded, 
a  wh^i  \  ^^^^^  y^^  ^^^  ^°  exceptional  performance  and  congratulate  you  on  such 

wnoiehearted  cooperation  of  an  entire  industry  as  is  seldom  witnessed  in  our 
«>mpetitive  system. 

^ell  done. 


Sincerely, 


James  Fobsestal. 
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That  shows  what  can  be  done  in  this  matter  of  increased  efficiency. 
I  might  say  we  have  handed  to  each  of  you  there  a  chart  entitled 
"Intelligent  Selfishness  and  Manufacturing."  I  would  like  to  refer 
you  to  charts  Nos.  9  and  10.  which  show  you  what  has  happened  as 
regards  the  hours  of  productive  labor  in  order  to  produce  a  certain 
itein.  The  top  one,  chart  No.  9,  is  the  "hours  of  direct  labor  required 
to  manufacture  a  200-ampere  welding  machine."  In  1921  it  was  112 
hours;  at  the  present  time  it  is  19.  That  is  man-hours.  The  hours  of 
direct  labor  to  manufacture  a  ton  of  the  material  there,  in  1929,  was 
71  hours ;  in  1942,  it  was  2V4  hours. 

That  shows  you  what  can  be  done  by  efficient  methods;  that  shows 
you  wh.it  vou  would  be  sacrificing  if  you  penalize  that  sort  of  ability. 
Mr.  Jenkins.  Just  in  that  connection,  is  this  true,  then,  that  you 
can  safelv  say  to  the  committee  that  in  spite  of  the  fact  you  have 
been  paying  to  your  help  what  some  people  think  are  excessive  sal- 
aries, the  price  of  your  product  has  ijrradually  been  nnlucing  itself 
over  these  years,  until  today  the  article  you  produce  is  sold  for  a 
less  price  than  it  ever  was  before  ?     Is  that  right  ? 

Mr.  Lincoln.  That  is  correct.  I  misht  give  you  the  information 
here  that  a  200  ampere  welding  machine  in  1917  sold  at  $1,487;  in 
1943  it  sold  for  $200.  And  I  might  say  today  that  it  sells  for  $180- 
from  $1,487  to  $180  in  those  years,  1917  up  to  date. 

And  remember  this,  that  the  wage  rate  during  that  time  has  been 
increased  by  more  than  five  times;  your  material  cost  gomg  into 
those  machines  has  also  gone  up,  as  you  well  know. 

Now,  then,  here  is  the  selling  price  of  the  electrode— this  thing 
here  [indicating] :  In  1931  that  sold  for  14.4  cents  a  pound ;  today 
it  sells  for  5.4  cents  a  pound.  And  remember  that  wages  have  in- 
creased by  the  amount  I  have  said ;  material  has  also  gone  up,  as  I 
happen  to  remember,  by  more  than  20  percent. 

'Mr.  Jenkins.  One  other  question.  Of  course  we  all  know,  gen- 
erally speaking,  that  these  renegotiation  programs  apply  and  are 
carried  on  strictly  with  the  officers  of  a  company.  In  other  words, 
the  most  of  these  renegotiation  programs  will  mean  nothing  more 
nor  less  than  that  the  negotiator  will  come  around,  deal  with  the 
executives  of  the  company,  go  over  the  books  of  the  company,  and 
that  whatever  he  finds  shall  be  paid  will  be  taken  from  the  treasury 
of  the  company. 
Mr.  Lincoln.  That  is  correct. 

Mr.  Jenkins.  And  how  will  that  affect  your  case,  when  you  have 

paid  out  this  bonus  to  vour  people  over  the  year?     What  effect  wiU 

'  that  have ;  how  will  that  differ  from  the  regular  renegotiation  pro- 

grfim?  , 

Mr.  Lincoln.  Well,  I  have  no  way  of  knowing.    In  the  first  place, 
I  do  not  believe,  very  frankly,  that  the  United  States  Government  is 
going  to  allow  the  efficiency  of  production,  wherein  a  company  UKe 
ours  is  paving  less  per  piece  than  any  other  company  in  the  bu^^'^^f' 
by  an  incentive  system— I  do  not  believe  that  can  be  penalized  by  tne 
Treasury  Department,  and  get  away  with  it.    Maybe  thev  can.    a 
they  can,  we  are  broke;  that  is  the  end  of  the  Lincoln  Electric  Co.  an 
the  end  of  a  lifetime  of  work  of  a  lot  of  people,  and  it  also  is  the  en 
of  a  good  many  hundreds  of  stockholders  who  work  with  their  nana 
in  that  factory  and  who  are  making  production  records  which  ini» 
this  country  the  arsenal  of  democracy. 
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]\fr.  Jenkins.  One  other  question,  Mr.  Lincoln.  Modesty  may  not 
permit  you  to  go  into  detail  about  this,  but  I  would  be  glad  if  you 
^ouki  I  understand  that  your  company  and  really,  as  far  as  that 
is  concerned,  you  yourself  have  been  very  largely  responsible  for  this 
(jreat  program  that  has  come  into  the  world  and  the  result  of  which, 
.is  you  indicate  in  the  first  part  of  your  statement,  has  had  a  tremen- 
dous effect  on  placing  our  country  decidely  in  the  lead  in  the  manu- 
facture of  these  war  materials. 

Mr.  Lincoln.  I  should  be  very  glad  to  answer  that  question,  because 
of  the  fact  that  there  is  no  feeling  of  hesitation  on  my  part  to  speak 
of  that.  I  want  to  say,  first  of  all,  that  in  the  last  war  the  welding 
of  ships  was  something  that  our  company  was  extremely  anxious  to 
(ret  started.  We  believed  it  was  important.  But  we  were  told  by 
the  man  who  was  at  that  time  the  head  of  the  Emergency  Fleet 
corporation — when  I  told  liim  about  this  thing  of  welding  ships,  he 
said  "Lincoln,  that  is  all  nonsense;  you  cannot  weld  ships.  I  would 
undertake  to  kick  off  with  my  boot  any  weld  you  might  make."  That 
was  in  1918.  At  the  present  time  the  President  a  few  days  ago  men- 
tioned the  fact  that  welding  had  been  one  of  the  reasons  that  we  have 
been  able  to  make  this  marvelous  record  in  the  production  of  ships; 
because,  remember  this,  that  your  average  time  of  producing  a  ship 
at  the  present  time  is  less  than  40  days.  A  matter  of  20  years  ago, 
it  was  more  than  250  days.  Now,  then,  I  am  not  trying  to  say  to  you 
that  that  is  the  result  of  welding  only ;  I  am  saying  this,  that  it  would 
be  impossible  to  make  that  record  without  welding.  Welding  alone 
did  not  do  it,  but  it  would  be  impossible  to  make  that  record  without 
welding. 

Now  this  is  true :  We  are  the  largest  manufacturers  of  arc-welding 
equipment  and  supplies  in  the  world  and  have  been  for  many  years. 
We  have  undoubtedly,  I  think — and  I  say  "we"  because  that  is  exactly 
it— had  more  to  do  with  the  development  and  the  application  of  weld- 
ing than  any  other  company  and  I  w^ould  say  in  our  own  office,  with  the 
doors  closed,  we  might  say  "than  all  other  companies  put  together" ; 
but  I  would  hesitate  to  say  it  here.    [Laughter.] 

Mr.  Jenkins.  One  other  question.  Mr.  Lincoln,  I  did  not  quite  de- 
velop my  thought  a  moment  ago  with  reference  to  what  effect  it  is 
going  to  have,  if  this  renegotiation  program  in  your  case  is  carried  on 
now  to  the  end,  on  your  men  now  who  are  undoubtedly  at  the  very 
peak  of  their  efficiency,  and  carried  on  down  to  the  men  and  women  and 
if  they  are  compelled  to  repay  to  the  Government  these  sums  that 
they  have  already  received.  Do  you  think  it  will  wreck  the  concern 
irom  the  standpoint  of  morale,  or  what  effect  do  you  think  it  will 
have? 

.Mr.  Lincoln.  Oh,  I  would  say  to  you  my  wire  covered  it  exactly,  my 
^ire  to  Washington,  in  which  our  men — I  did  not  say  this,  but  our 
^en  are  asking  this  question — "How  much  shall  we  reduce  our  effi- 
ciency so  that  we  will  not  be  fined  by  renegotiation."  That  was  exactly 
|he  question  that  our  men  asked  me  to  ask  you,  and  I  would  still  like' 
to  get  the  answer. 

.  I  niight  say  that  the  answers  I  have  gotten  so  far  are  rather  interest- 
ing in  some  ways.  Here  they  are.  After  a  couple  or  three  telegrams, 
and  remember  I  was  asking  what  we  could  do  regarding  the  policy  of 
^inciency,  and  I  finally  got  this  answer : 
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Re  tel  September  10th.  Your  wire  of  September  6  was  answered  in  my  telegrauj 
from  "Washington,  D.  C,  on  September  8  to  the  effect  that  ample  opportunitT 
would  be  offered  you  to  present  the  points  mentioned  in  your  wire  at  a  conft^renee 
with  the  Price  Adjustment  Board  in  Washington,  D.  C,  on  September  24,  at  lo 
a.  m. 

I  was  not  asking  whether  I  could  x^resent  my  story;  I  was  asking 
"What  shall  we  do  regarding  the  threatened  loss  of  efficiency  which 
you  are  penalizing?"  There  has  as  yet  been  no  answer  to  tliat,  but 
I  am  told  I  can  present  my  story.  I  am  under  the  impression  that 
the  renegotiation  law  already  gives  you  the  opportunity  to  present 
your  story. 

Mr.  Jenkins.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Lincoln,  where  is  your  main  office? 

Mr.  Lincoln.  Cleveland,  Ohio. 

The  Chairman.  As  I  understood,  you  said  some  companies  had 
been  crippled,  or  perhaps  wculd  be,  as  a  result  of  the  administnitioii 
of  the  Renegotiation  Act.  Now,  there  are  two  questions  I  would  like 
to  ask  you  in  one :  Are  you  willing  to  specify  those  companies  and 
has  your  company  suifered  or  experienced  any  hardship,  in  your  judg- 
ment, as  the  result  of  the  administration  of  the  Renegotiation  Act? 

Mr.  Lincoln.  I  do  not  think  that  we  are  suffering  because  of  the 
administration  of  the  act;  we  are  suffering  because  of  the  act. 

The  Chairman.  What  is  the  difference  ?  I  do  not  understand.  You 
would  not  have  any  experience  with  the  act,  would  you,  other  than 
through  its  administration? 

Mr.  Lincoln.  That  is  correct;  but  if  the  Renegotiation  Act  is  to  be 
administered,  it  must  be  administered  in  such  a  way  that  the  profitable 
company,  the  efficient  company,  will  be  penalized  and  the  inefficient 
company  will  not  be.     That  is  the  only  way  you  can  administer  it. 

The  Chairman.  If  I  understand  your  testimony,  it  has  been  at- 
tempted, in  a  way,  to  penalize  efficient  companies? 

Mr.  Lincoln.  Yes,  sir. 

The  Chairman.  Now,  can  you  specify,  or  would  you  be  able  to 
elaborate  ? 

Mr.  Lincoln.  I  just  do  not  get  your  question. 

The  Chairman.  That  is  a  general  statement. 

Mr.  Lincoln.  I  beg  your  pardon  ? 

The  Chairman.  That  is  a  general  statement.  Specify  the  names 
of  the  companies  that  you  feel  experience  hardship  or  injustice  as  the 
result  of  the  renegotiation  law. 

Mr.  Lincoln.  Oh,  well,  let  me  take  a  case  of  this  kind — ^I  do  not 
want  to  specify  the  company,  but  I  will  give  you  an  actual  case— in 
which  a  concern  which  last  year  did  some  $65  000,000  to  $70,000,000 
worth  of  business  for  the  Navy,  or  of  a  particular  piece  of  equipment 
which  they  had  never  made  before  and  which,  according  to  their  state- 
ment, was  made  at  the  lowest  price  on  the  market :  They  had  to  carry 
$23,000,000  of  inventory— $23,000,000.  They  were  renegotiated  to  a 
point,  according  to  the  statement,  where  they  had  $1,000,000  lenj 
That  was  what  they  were  renegotiated  to ;  that  was  their  total  prom 
after  renegotiation. 

A  5  percent  reduction  in  their  inventory  alone  would  put  them  out 
of  business,  and  do  you  think  there  is  any  doubt  that  when  this  ^a^ 
is  over  the  price  of  inventories  will  not  go  down  in  somewhat  the  same 


nroDortion  as  it  always  has  done  before?  There  is  a  case  in  Point 
fnwhich  a  man  had  gone  all  out  to  do  a  job,  and  I  say  to  you  that  he 
is  in  the  position  at  this  time  where,  when  this  war  is  over,  he  is 
wished  up  and  cannot  go  on  otherwise.  ^      ^  ^i     i  ^ 

But  I  suppose  you  will  say,  perhaps,  or  the  proponents  of  the  law 
wiH  sav,  he  can  always  come  back  to  the  Government  and  borrow  the 
Toney  thev  took  away  from  him.  But  I  want  to  say  this  to  >^u 
Tat  after  all  I  think  all  of  us  have  a  little  bit  of  pride,  and  I  think 
wp'dl  resent  the  idea  of  somebody  coming  in  and  taking  something 
awav  from  us  which  we  feel  is  ours,  and  then  saying  m  a  sanctimoni- 
ous manner,  "Sure,  I  will  loan  it  to  you  again  now. 

The  Chairman.  Mr.  Reed.  •     x       j 

Mr  Reed.  Mr.  Chairman,  this  brief  is  so  short  so  succinct  and 
to  the*  point  that  if  it  has  not  already  been  introduced  m  the  hearings, 
1  would  like  to  have  it  a  part  of  the  hearing.      ,     .        ^   ,  ^     . 

The  Chairman.  Without  objection,  it  may  be  inserted  as  a  part  of 

the  hearing.  , 

(The  brief  referred  to  is  as  follows :) 

INTEDLLIGENT  SeILFISHNESS  AND  MaNUFACTVBINQ 

(By  James  F.  Lincoln,  president,  the  Lincoln  Electric  Co.,  Cleveland,  Ohio) 

FOIiEWOBD 

"For  Thon  hast  made  him  a  little  lower  than  the  angels  and  hast 
crowned  him  with  glory  and  honor.     Thou  madest  him  to  have    . 
dominion  over  the  works  of  Thy  hands ;  Thou  has  put  all  things 
under  his  feet." 

Great  as  American  industry  is,  it  leaves  largely  untapped  its  greatest  resource, 
tlie  productive  power,  initiative,  and  Intelligence  latent  in  every  person.  The 
prophet  states  it— "Thou  madest  him  to  have  dominion  over  the  works  of  Thy 
hand  "  That  conception  is  a  far  cry  from  the  normal  evaluation  of  man  hy  his 
contemporaries.  Truly  man  is  so  made,  but  our  industrial  system  does  not  now 
fully  develop  these  abilities.  , ,  w    •*      i„^„^ 

There  have  been  manv  who  have  guessed  what  the  result  would  be  if  a  large, 
intelligently  led,  enthusiastic  organization  should  use  the  powers  latent  in  all 
the  individuals  to  a  common  end.  What  would  happen  when  all  are  equally 
anxious  to  produce  a  product  at  the  lowest  possible  cost?  What  would  happen 
when  all  want  to  make  the  wages  of  all  workers,  from  sweeper  to  manager,  a  maxi- 
mum? What  would  happen  when  all  want  to  make  the  company  profitable  since 
it  is  largely  owned  by  the  workers  in  it?  ^  .i,    ^  •  . 

This  cannot  be  done  by  human  beings  except  by  the  exploitation  of  the  driving 
force  fundamental  in  all  of  us,  namely,  selfishness.  Selfishness  has  a  bad  reputa- 
tion, but  that  is  because  of  a  narrow  conception  as  to  what  it  really  is.  No  pro- 
gram involving  the  human  race  developed  as  it  has  been  through  the  ages  on  the 
concept  of  the  "survival  of  the  fittest"  can  be  founded  on  any  other  principle  than 
selfishness.  The  only  necessary  corollary  to  this  principle  to  make  it  attractive, 
helpful,  and  satisfying  to  all  concerned  is  to  make  this  selfishness  intelligent. 
The  greatest  heights  we  attain  as  humans— patriotism,  parenthood,  and  friend- 
ship, are  all  based  on  this  same  human  trait— selfishness.  The  results  which  can 
occur  when  this  incentive  is  tapped  can  be  illustrated  by  the  following  example : 

The  Lincoln  Electric  Co.,  of  Cleveland,  was  started  by  one  man  with  a  capital 
of  $150  of  borrowed  money  in  1896  and  has  hnd  no  outside  capital  since.  The 
company  has  tried  to  follow  the  principle  of  appealing  to  the  intelligent  selfishness 
of  the  worker,  the  manager,  and  the  investor.  It  has  gone  along  its  unique  path 
for  a  long  enough  time  so  that  its  results  are  proven.  There  is  sufficient  history- 
back  of  the  facts  so  that  no  error  can  be  made  in  appraising  the  outcome. 

'The  results  are : 
.  '«)  Lincoln  workers,  at  least  in  the  factory,  are  the  highest  paid  employees  in 
industry  anywhere  in  the  world. 
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(b)  Lincoln  workers  produce  more  per  hour  than  any  organization  making  o 
comparable  product  in  the  world. 

(c)  Lincoln  selling  prices  are  less  than  those  of  any  company  making  a  com- 
parable  product.  Obviously,  companies  making  specifically  competing  products 
must  sell  at  the  same  price  if  they  are  to  remain  competitors. 

(d)  Lincoln  stockholders  have  never  missed  a  dividend  since  the  first  payment 
was  made  in  1918. 

(e)  The  Lincoln  Electric  Co.  does  approximately  half  of  the  total  arc  welding 
business  of  the  United  States  and  more  than  a  quarter  of  all  the  arc  welding  busi- 
ness of  the  world. 

(/)  Practically  speaking  there  is  no  labor  turn-over. 

ig)  There  is  no  labor  union. 

Following  is  the  story  of  this  company's  methods  used  to  produce  these  results* 

1914. — An  advisory  board  was  formed.  The  basic  job  of  this  board  is  the 
developing  of  the  normally  unused  abilities  inherent  in  the  organization,  hi 
order  to  bring  the  intelligence  of  all  people  in  the  organization  to  bear  .tu  tlie 
subject  this  board  was  chosen  from  the  entire  personnel  of  the  plant.  This 
was  done  by  electing  one  man  from  each  department  by  the  vote  of  all  the  people 
in  such  department.  The  foremen  in  the  plant  also  elected  a  representative 
foreman  from  their  group.  These  men  with  the  plant  superintendent  and  presi- 
dent (who  acts  as  chairman)  constitute  the  advisory  board.  This  board  has  au- 
thority over  all  matters  affecting  the  man  and  shop  operations.  They  are  the 
board  of  directors  for  the  plant. 

This  is  what  that  board  did  from  1914,  when  formed,  to  date : 

1914. — Decreased  the  hours  of  work  from  5.5  (then  standard)  to  50,  with  a 
10-percent  increase  in  wage  rates.  The  result  of  this  action  was  to  increase 
efficiency  so  that  the  cost  per  piece  was  definitely  reduced. 

1914. — Installed  a  piece  work  plan  which  has  been  satisfactory  to  all  con- 
cerned (both  workers  and  management),  without  change  of  this  plant  to  date. 
The  rates  are  guaranteed  by  the  company  after  being  set  by  an  expert  time- 
study  man  who  has  been  trained  in  that  department.  The  worker,  however. 
has  a  right  to  eliminate  the  price  by  challenge.  When  this  is  done  the  tirae 
study  man  nms  the  job  himself  for  a  day.  Whatever  his  earnings  are,  whether 
higher  or  lower,  is  the  new  price.  This  price  is  subject  to  the  same  rules  as  the 
first  one,  however.  The  company  can  change  the  price  only  by  changing  the 
method,  de.^'ign,  or  tooling,  thus  making  it  a  new  job. 

1915. — Insured  the  lives  of  all  workers  for  the  equivalent  of  a  year's  wages  at  no 
cost  to  the  worker. 

1918. — Tried  bonus  pavment  which  was  not  successful  at  that  tirae.  This  was 
the  "silk-shirt  era."  The  amount  of  this  bonus  was  not  a  large  percentage 
of  the  year's  wages  although  it  was  half  of  the  dividend  declared  that  year. 
Also,  the  mutual  understanding  between  management  and  men  which  longer 
experience  developed  was  not  then  present. 

1923. — Adopted  the  policy  of  vacation  of  all  workers  with  pay,  shutting  down 
the  entire  factory  for  this  purpose  the  second  and  third  weeks  of  August  each 
year.  Tliis  was  a  radical  departure  at  that  time  although  it  has  become  more 
common  in  recent  years. 

1925. — Sold  stock  of  the  company  to  the  employees  who  desired  it,  providing 
the  workers  had  been  continuously  employed  for  1  year.  More  than  half  of  the 
normal  workers  are  stockholders.    They  largely  own  their  own  plant. 

1929. — Established  a  suggestion  system.  Suggestions  which  were  accepted, 
made  by  any  man  outside  of  engineers,  time-study  men,  and  others  who  from  the 
nature  of  their  jobs  were  resiwnsible  for  improvement  in  methods  or  design, 
were  rewarded  in  cash.  The  amount  of  this  award  was  half  of  the  net  esti- 
mated saving  for  the  first  year  of  use  after  acceptance.  This  plan  not  only 
resulted  in  many  good  ideas,  but  it  also  kept  those  executives  primarily  re- 
sponsible for  such  progress  on  their  toes. 

1934. — Paid  the  second  bonus  which  started  the  present  bonus  plan.  This 
new  plan  was  more  workable  than  that  of  1918  and  has  thoroughly  succeeded. 
This  second  bonus  was  paid  after  the  slump  of  1929  to  1934  and  was  perhaps 
much  more  attractive  because  of  that.  In  any  case,  it  had  a  profound  effect  ana 
resulted  In  greatly  increased  production,  interest,  and  cooi)eration-  These 
bonuses  are  based  on  the  success  of  the  company  and  are  distributed  on  the 
basis  of  value  of  the  man  to  the  company  for  that  year.  The  decision  as  to 
division  of  bonus  is  made  by  the  president  who  alone,  of  all  the  personnel,  gets 
no  part  of  the  money.  . 

1936.— Installed  an  annuity  plan  so  that  all  faithful  workers  may  be  J'^^Jf" 
with  pay  when  their  working  life  is  over.    This  results  in  not  only  rewarding  tn 


RENEGOTIATION   OF  WAR   CONTRACTS 


357 


ithful  employee  but  eliminates  him  from  the  possibility  of  accident  which  his 
Silinj;  powers  may  introduce. 

1041  --Installed  a  trust  fund  plan  for  the  workers. 

1914'  to  1942.— Handled  the  countless  problems  which  arise  m  any  operation 

.  involved  as  a  large  manufacturing  plant. 

The  results  of  these  acts  in  total  are  manifold.    If  they  did  not  increase 

rndnction  at  least  as  mucli  as  their  cost  they  would  have  been  impossible.  It 
C  be  seen  in  action  to  believe  how  great  the  result  can  be.  No  one  otherwise 
Ton  understand  the  advance  that  can  be  made  when  a  man  works  in  his  own 
.nrnnanv,  for  his  own  benefit,  and  with  his  full  enthusiasm.       ,.  .      ^ 

The  following  graphs  will  show  what  the  results  of  these  policies  have  been : 
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SellinQ 
Price 


$1000 


CHART  III. 

SELUNG  PRICES  OF  LINCOLN  WELDERS  COMPARED  WITH  THE  SELL- 
ING PRICES  OF  STANDARD  MOTOR-GENERATOR  SETS  OF  EQUAL 
CAPACITY  MADE  BY  A  SUCCESSFUL  ELECTRICAL  MACHINERY 
MANUFACTURER. 


150  AMPERE 


200  AMPERE 


300  AMPERE 


400  AMPERE 


600  AMPERE 


*Railn4«  ara  waldar  aiBp«t« 


Capacity  of  Machine* 
ratinqs.   Motor  qanarator  *et«  have  aqulvalant  currant  output  at  ilrelbr  voltaga. 


Wridars  hava  ipecial  controls  which  ara  not  ordlnarllr  usad  on  motor  generator  leta.    To  obtain  acojrate  cxMnpariaana 
oi  limilar  equipmact  the  proportional  cost  of  the  controls  has  been  romovad  (rom  the  selUrMj  price  of  the  wfider, 
Source:     A  Certified  Public  Accountant  In  the  Qtf  ot  Cleveland. 


CHA.RT  V 

HOURS  OF  DIRECT  LABOR  ON  VARIOUS  TYPES  OF  WELDING 
MACHINES  COMPARED  WITH  THE  HOURS  OF  A  SUCCESSFUL 
MANUFACTURER  OF  A  STANDARD  MOTOR  GENERATOR  SET  OF 
EQUAL  CAPACITY. 


150  AMPERE 


200  AMPERE 


300  AMPERE 
Capacity  of  Machine* 


400  AMPERE 


600  AMPERE 


*Satiiiga  ara  wwldar  ampere  ratings.   Motor  generator  sets  have  equivalent  current  output  at  kfmilor  voltage. 

Welders  have  special  controls  which  are  not  ordinarilr  used  on  motor  generator  sets.   To  obtain  accurate  comparisons 
oi  similar  equipment  the  hours  oi  labor  in  manufacturing  these  controls  are  not  Included. 
Source:     A  Certified  Public  Accountant  in  the  Qty  of  Cleveland. 
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2.000        4.CXX)        6.00 


A  COMPARISON  OF  THE  PRODUC- 
TIVITY OF  THE  LINCOLN  WORKER 
FOR  THE  YEAR  1942  WITH  THE  PRO- 
DUCTIVITY OF  THE  AVERAGE  WORK- 
ER IN  FOURTEEN  COMPANIES  HAV- 
ING SALES  VOLUMES  OF  $4,000,000 
OR  MORE,  TOTAL  WOBiCMEN  OF  400 
OR  MORE,  AND  WHICH  USE  STEEL 
AS  THEIR  PRINCIPAL  RAW  MATERIAL 
THIS  PRODUCTIVITY  IS  IN  DOLLARS. 
IF  PRODUCTIVITY  WERE  SHOWN  IN 
OTHER  UNITS  SUCH  AS  POUNDS.  THE 
DIFFERENCE  WOULD  BE  EVEN  MORE 
PRONOUNCED. 


4.CXX)        6.000        8.000        10.000       12.000       W.OOO       16.000^      18.000       20.000      22.000      24,000      26.000      23,000      30,000 

Worker  Productivity  in  Dollars  in  1942 
Worker  productivity  equals  total  sales  in  dollars  divided  by  average  number  ot  employees. 


CoUpamv  o  •  Machine  Tool  Mir. 

COMPANV  7<  /i"'°  «"d  Aircraft  Parti  Mir. 

COMPANY  n  §"»  Welding  Supplies  Mir. 

COMPAiJi  ^-  Electrical  Equipment  Mir. 

~"  t:  Electrical  Equipment  Mtr. 


COMPANY  F:  Auto  Mir. 

COMPANY  G;  Auto  Part  Mir. 

COMPANY  H:  Auto  Part  Mir, 

COMPANY  1:  Eieclrical  Equipujetil  Mfr. 


COMPANY  I:  Machine  Tool  Mfr. 

COMPANY  K:  Domestic  Furnace  Mfr 

COMPANY  L:  Auto  Mir. 

COMPANY  M:  Machine  Tool  Mfr. 

COMPANY  N:  Gas  Welding  Supplier.  Mfr. 

•1942  luf^un  not  available,    UtesI  figures  (1940  or  1941)  usad.    Source:  "Moody's  Induslrials,"  1942. 
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SUGGESTIONS 

Perhaps  the  following  comments  may  be  valuable  in  helping  others  to  put 
*D  the  same  or  a  better  method  of  arousing  the  intelligent  selfishness  of  their 
own  workers : 

(1)  Management  must  be  able  to  lead  the  organization  In  the  direction  of 
^ore  efficient  methods  as  fast  as  the  method  can  be  absorbed  by  the  organiza- 
tion    This  will  be  found  to  be  the  chief  difficulty  in  most  plants. 

(2)  Management  and  men  are  "fellow  workers."  Neither  is  superior  but  each 
J8  responsible  for  their  part  in  the  result.  Of  course,  management's  direction  is 
JjQuestioned  and  enthusiastically  followed.  Consequently,  management  must 
^  made  up  of  the  best  managerial  ability  in  the  organization.    When  a  man 
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with  new  managerial  ability  arises  he  is  recognized.  When  one  who  is  a  manager 
slips  he  is  eliminated.  Accomplishing  the  elimination  may  give  some  trouble 
both  in  understanding  and  in  doing  in  some  organizations.  Management  must 
be  able  to  stand  on  its  record  and  be  accepted  by  all  the  workers  as  being  fair, 
able  and  intelligent. 

(3)  A  factory  worker  cannot  express  his  ideas  as  well  as  a  tramed  man  of  the 
world  but  he  has  them  just  the  same.  Management  must  be  able  to  see,  select, 
grade,  and  apply  the  ideas  accurately  and  fairly. 

(4)  The  goal  of  the  organization  must  be  this — to  make  a  better  and  better 
product  to  be  sold  at  a  lower  and  lower  price.  Profit  cannot  be  the  goal.  Profit 
must  be  a  by-product.  That  is  a  state  of  mind  and  a  philosophy.  Actually 
an  organization  doing  this  job  as  it  can  be  done  will  make  large  profits  which 
must  be  properly  divided  between  user,  worker,  and  stockholder.  That  takes 
ability  and  character. 

(5)  It  must  be  kept  in  mind  at  all  times  that  this  is  a  natural  working  out  of 
our  inherent  selfishness.  The  only  difference  between  the  Lincoln  Electric 
Co.  and  the  usual  industry  is  that  in  this  case  the  selfishness  is  more  nearly 
intelligent.  A  sneak  thief  is  selfish  but  not  intelligent.  The  civil  war  called 
"collective  bargaining"  is  selfish  but  not  intelligent.  The  exploiting  of  work- 
men is  selfish  but  not  intelligent.  The  practice  of  raising  prices  in  a  seller's 
market  is  selfish  but  not  intelligent.  The  charging  of  "all  the  traffic  will  bear" 
is  selfish  but  not  intelligent.  War  is  selfish  but  not  intelligent.  The  only  differ- 
ence between  these  acts  and  the  program  explained  herein  is  that  these  acts 
are  stupidly  selfish  and  the  activities  outlined  herein  are  intelligently  selfish. 
When  we  as  a  nation  adopt  this  principle -of  intelligent  selfishness  into  our 
philosophv  of  life  and  industry  we  will  have  stopped  unemployment  of  the 
employable,  stopped  poverty  for  the  ablebodied,  and,  what  is  more,  we  will 
have  gone  far  toward  the  elimination  of  misery  no  matter  how  caused. 

The  Chairman.  Mr.  Robertson. 

Mr.  RoBEETSON.  Is  there  a  standard  cancelation  clause  in  Govern- 
ment contracts? 

Mr,  Lincoln.  I  understand  any  contract  can  be  canceled  at  any 

time  by  the  Government. 

Mr.  Robertson.  Is  there  not  a  provision  in  the  contract  that  in  the 
event  of  cancelation,  materials  on  hand  purchased  for  that  contract 
shall  be  paid  for  by  the  Government  ? 

Mr.  Lincoln.  I  do  not  know  whether  that  is  true  or  not.  I  doubt 
it,  just  exactly  as  you  say  it.  Do  not  forget  this :  Many  of  those  ma- 
terials in  an  inventory  are  not  directly  traceable  to  a  contract.  Now, 
then,  here  is  $23,000,000  of  inventory  and  all  of  them  cannot  be  directly 
traced  to  that  contract. 

Mr.  Robertson.  I  know  that  it  is  bound  to  be  a  problem  because  1 
asked  Mr.  Karker  about  that  last  Thursday,  what  was  going  to  happen 
to  inventories  when  the  war  ended  and  contracts  were  canceled,  and 
he  said  that  is  a  big  problem  that  has  not  yet  been  solved. 

Mr.  Lincoln.  The  thing  that  gets  me  in  connection  with  this  all  the 
time — and  I  am  just  making  another  speech  and  am  not  answering 
a  question,  unfortunatelv — but  I  think  the  thing  we  are  entirely  over- 
looking is  this :  You  have  got  11,000,000  men  coming  back  here  looking 
for  a  job.  The  only  people  that  can  give  them  jobs  is  industry,  unless 
you  have  them  raking  leaves.  If  you  leave  industry  in  the  position 
where  it  cannot  function,  who  is  going  to  give  them  jobs?  There  is 
only  one  way  to  have  them  and  that  is  to  have  job  givers  doing  a  job 
so  they  can  give  those  jobs. 

And  I  want  to  ask  you  this :  11,000,000  men  coming  back  from  a  war 
are  not  going  to  be  put  on  the  streets.  There  has  been  before  military 
dictatorship,  and  you  can  have  the  same  thing  again. 


Mr.  Knutson.  You  have  made  a  very  fine  and  informative  state- 
ment.   I  think  every  member  of  the  committee  is  impressed. 

Hr.  Lincoln.  Thank  you. 

Mr.  Knutson.  I  think  you  will  agree  that  we  are  confronted  with 
a  difficult  situation  which  Congress  and  the  various  renegotiation 
boards  are  trying  to  meet.  I  agree  fully  wdth  the  statement  made  by 
Mr.  Karker,  of  the  War  Department,  who  was  the  first  witness  before 
the  committee  w^hen  he  said,  "In  my  judgment,  as  an  individual" — 
and  referring  to  renegotiation — "it  is  a  dangerous  and  un-American 
statute,  but  we  are  in  a  dangerous  and  destructive  war  which  justifies 
unusual  precautions  and  conditions.  Personally,  I  have  never  felt 
that  the  renegotiation  was  the  method  to  meet  the  situation." 

What  would  you  think  of  a  super  war  profits  tax  to  meet  the  situa- 
tion? 

Mr.  Lincoln.  Mr.  Knutson,  I  will  be  very  glad  to  answer  that  be- 
cause I  think  that  I  represent  in  this  statement  the  feeling  of  all 
industry. 

I  do  not  believe  it  would  make  the  slightest  difference  what  your 
tax  is,  industry  would  go  along.  Maybe  you  could  cripple  them  by  a 
tax,  but  industry  would  go  along.  What  industry  objects  to  is  to 
have  five  men  come  in  and  treat  this  man  differently  than  they  do 
that  through  their  own  whims  without  knowledge.  Tliat  is  the  thing 
that  industry  objects  to. 

Mr.  Knutson.  I  think  that  is  what  Mr.  Karker  had  in  mind  when 
he  said,  "It  is  a  dangerous  and  un-American  statute." 

Mr.  Lincoln.  Undoubtedly. 

Mr.  Knutson.  Let  me  ask  you  this  question:  Has  the  renegotiation 
of  your  company  in  any  way  slowed  up  your  production  ? 

Sir.  Lincoln.  It  has.  The  threat  of  it  has.  Tlie  threat  of  it  al- 
ready  has. 

Mr.  Knutson.  The  threat  has? 

Mr.  Lincoln.  Yes. 

Mr.  Knutson.  Well 

Mr.  Lincoln.  Renegotiation  is  not  complete,  but  here  you  have  men 
producing  at  four  times  normal.  Stockholders  of  the  company  all 
have  a  share  in  the  profits.  Along  comes  renegotiation,  the  threat 
of  renegotiation,  the  people  in  there  getting  information  all  over  the 
place  as  we  have  had  almost  continuously  from  the  time  the  war 
f^tarted.  What  do  you  think  is  going  to  be  the  effect  on  the  stock- 
holders who  are  out  there  putting  their  backs  into  it  ?  What  do  you 
think  is  going  to  be  tlie  result  as  far  as  the  man  who  knows  he  shares 
in  the  profits?  Wliat  is  going  to  be  his  reaction  to  that  sort  of  thing 
when  he  is  giving  up  his  vacation,  working  any  number  of  hours  per 
day,  doing  anything  to  help  the  job  along?  What  do  you  think  the 
result  would  be?  What  do  you  think  the  result  would  be  when  he 
knows  that  here  comes  an  organization  of  five  men  who,  at  their  whim, 
can  wine  him  out? 

Mr.  Knutson.  As  I  understand  it,  your  company  is  a  profit-sharing^ 
company. 

Mr.  Lincoln.  Yes. 

Mr.  Knutson.  I  can  well  imagine  the  effect  such  a  threat  would  have 
or>  the  man  who  had  bought  a  home  on  the  installment  plan. 

Mr.  Lincoln.  I  can  too  because  there  are  hundreds  or  more  that  are 
aoing  it  right  now. 
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Mr.  Knutsox.  Tell  me  this :  So  far  as  you  have  gone,  have  you  been 
put  to  any  unusual  expense  in  preparing  for  renegotiation? 

Mr.  Lincoln.  Well,  I  do  not  know  what  you  would  call  "unusual 
expense." 

Mr.  Knutson.  Expense  not  incidental  to  production. 

Mr.  Lincoln.  I  will  say  this :  There  has  been  more  attention  by  tlie 
management  of  our  company  put  on  governmental  interferences  over 
the  last  6  months  than  there  has  been  on  production. 

^Ir.  Knutson.  That  is  a  pretty  strong  statement. 

Mr.  Lincoln.  That  is  exactly  true. 

Mr.  Knutson.  You  mean  that  Government  interference  has  taken 
over  half  of  your  time? 

Mr.  LiNctLN.  Let  me  put  it  this  way :  It  is  not  a  case  of  the  Govern- 
ment coming  in  contact  with  me.  That  is  not  it.  But  it  is  a  case  of 
this  kind — here  is  a  threat.  It  is  my  job  as  the  head  of  this  company  to 
protect  the  company  against  that  threat.  It  is  my  job  to  get  anybody 
else  to  help  the  organization  to  protect  us  against  that  threat.  That  is 
what  I  am  there  for.  And  I  say  to  you  that  because  of  that  it  has  been 
necessary  for  us  to  spend  a  very  large  part  of  our  time  and  a  tremen- 
dously large  part  of  our  attention  on  this  one  job  of  protecting  us 
against  that  threat. 

Let  me  ask  you  this :  After  all,  here  I  am  down  here  talking  about 
this  thing  to  you.  Do  you  not  think  that  the  company,  the  war  effort, 
the  Treasury  Department,  and  everybody  else  would  be  better  off  if  I 
were  back  in  Cleveland  on  the  job  where  I  am  an  expert  in  production 
rather  than  trying  to  protect  ourselves  against  a  threat  which  may 
ruin  the  company  f  My  job  is  manufacturing.  My  job  is  not  trying  to 
fight  off  the  executive  branches  of  this  Government  from  taking  ad- 
vantage of  us  and  wrecking  a  business  which  has  taken  my  lifeblood 
and  the  lifeblood  of  a  great  many  other  people.  That  is  not  my  job. 
I  am  an  industrialist. 

Mr.  Knutson.  I  presume  that  you  have  had  a  part  of  your  staff 
devote  part  of  their  time  preparing  the  material  presented  today. 

Mr.  Lincoln.  Mr.  Dill,  one  of  our  directors,  has  been  doing  prac- 
tically nothing  else  for  months,  and  the  same  thing  is  true  of  our 
accounting  department,  the  same  thing  is  true  of  our  Mr.  Davis,  the 
same  thing  is  true  of  a  number  of  other  people  who — and  remember 
this,  it  is  a  threat,  it  is  something  you  have  to  deal  with  because  when 
it  hits,  there  is  nothing  you  can  do  about  it.  I  would  like  to  cite 
you  one  thing,  one  experience,  to  show  you  how  that  threat  works  out. 
I  cannot  give  you  the  name  of  this  company,  but  if  you  will  call  the 
Under  Secretary  of  War,  I  am  sure  he  will,  because  he  was  the  man 
that  did  it. 

Here  was  a  company  that  had  done  an  outstanding  job  of  produc- 
tion renegotiated  to  a  point  where  they  say,  and  even  I  think  their 
judgment  ought  to  be  sound — they  say  they  are  in  trouble,  in  danger 
of  disappearance,  or  at  least  in  any  case  they  are  in  a  position  where 
they  will  not  be  able  to  do  the  kind  of  job  they  could  otherwise. 

Vilien  the  assessment  was  made  they  said,  "Let  us  take  this  money 
and  put  it  in  escrow  and  go  to  the  courts  with  it  and  see  how  much  we 
should  pay." 

The  answer  of  the  Under  Secretary  of  War  was  this : 

You  will  agree  to  that  payment  now,  or  we  will  expose  you  in  the  papers; 
we  will  hold  from  you  every  dollar  that  your  Government  owes  you,  and  we 


ill  not  allow  any  Government  contract  to  be  placed  with  you  unless  you  are 
To  far  below  anybody  else  we  can  do  nothing  else. 

Do  not  take  my  word.    Ask  Secretary  Patterson. 

Mr  Knutson.  Is  that  the  case  where  the  head  of  the  company  went 
to  Secretary  Patterson,  and  offered  to  enter  into  a  friendly  suit  to 

ilptermine  the  matter  {  ..■,-,  ^         •    i        j  u  «i, 

Mr.  Lincoln.  No;  that  was  after  the  thing  had  been  jockeyed  back 
,nd  forth,  back  and  forth,  with  the  Board.  Then  Secretary  Patter- 
son stepped  into  it,  and  that  was  his  ultimatum,  and  the  company- 
now  get  this-the  'company  agreed  to  it,  they  agreed  to  it.  What 
would  you  do  if  a  man  came  up  to  you  on  a  dark  night  sticks  a  gun 
rvoui- belly  and  says,  "Let  me  have  what  you  have  got."  Then  sup- 
nosin-  that  you  put  up  a  plea  to  him  and  say,  "Do  not  take  my  watch. 
That  was  a  wedding  gift  from  my  wife."  And  he,  m  a  generous  mood, 
savs,  "All  right,  I  will  give  it  to  you."  .    i?     .    . 

Now  thenfhe  renegotiated  with  you,  gave  you  a  part  of  what  you 
had  and  I  Will  sav  this  one  thing  more,  that  if  that  had  occurred 
thei^  would  undoubtedly  be  a  very  good  report  of  it  in  the  papers 
showing  how  generous  was  this  highwayman,  how  generous  he  was, 
because'^mostly  they  take  it  all  and  let  you  go. 

Now  you  have  recourse  in  the  courts,  do  not  forget  that.  You  Mve 
recourse  to  the  courts.  You  can  go  ahead  if  you  can  catch  him.  You 
can  bring  him  to  justice,  but  you  cannot  do  anything  about  it  with  a 

gun  in  vour  belly.  j  u       « 

Mr  Knutson.  The  committee  has  been  repeatedly  assured  by  rep- 
resentatives who  have  appeared  before  us  in  behalf  of  various  (jov- 
ernment  agencies  that  in  no  instance  has  industry  been  subjected  to 
duress  I  do  not  know  what  you  would  call  the  case  you  ]ust  referred 
to  if  it  is  not  duress.    I  would  not  call  it  blackmail.    That  would  be 

too  strong  a  term.  „   ,,1    ^       -, 

Mr.  Lincoln.  I  mijxht  sav  it  has  been  called  blackmail. 
Mr.  Knutson.  Well,  I  would  not  want  to  use  that  term. 
Mr.  Lincoln.  I  would  not  either.    I  agree  with  you. 
Mr.  Knutson.  I  think  we  better  call  it  duress  and  let  it  go  at  that. 
Mr.  Lincoln.  All  right;  a  rose  by  any  other  name  would  smell  just 

as  sweet.  ,    .    .       i     i  •    ^i. 

Mr.  Knutson.  Let  us  be  ethical.    How  much  is  involved  m  the  re- 
negotiation of  your  company. 
Mr.  Lincoln.  I  do  not  know  as  yet.  ,  •      « 

Mr.  Knutson.  You  do  not  know  how  much  the  Government  claims  i 
Mr.  Lincoln.  I  do  not  know  yet.    I  have  been  called  down  for  the 
24th  of  this  month  to  have  the  news  broken  to  me. 
Mr.  Knutson.  You  better  bring  a  doctor  with  you. 
Mr.  Lincoln.  I  have  thought  of  the  same  thing,  but  thank  you  for 

your  advice. 

The  Chairman.  Mr.  Lynch.  . 

Mr.  Lynch.  Did  I  understand  from  the  simile  you  drew  with  re- 
spect to  the  highwayman  that  you  think  the  members  of  the  Price 
Adjustment  Board  are  highwaymen  with  nary  a  Kobm  Hood 
amongst  them? 

Mr.  Lincoln.  I  do  not. 

Mr.  Lynch.  Do  you  think  that  the  Government  of  the  United  States 
is  a  highwayman  putting  a  gun  to  the  belly  of  industry,  and  trying 
to  get  back  excessive  profits  that  arise  out  of  the  war  effort  ? 
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Mr.  Lincoln.  You  know  that  does  not  do  you  justice,  sir. 

Mr.  Lynch.  I  wonder  if  you  could  answer  the  question. 

Mr.  Lincoln.  The  point  that  I  was  making  was  this 

Mr.  Lynch  (interposing).  My  question  was:  Do  you  think  that 
the  Government  of  the  United  States  is  a  highwayman  with  a  gun 
at  the  belly  of  industry  and  trying  to  get  back  excessive  profits  that 
have  arisen  out  of  the  war  effort  ? 

Mr.  Lincoln.  I  went  even  further  than  that,  sir.  I  said  not  only 
excessive  profits,  but  in  any  case  where  profits  were  made,  high  profits 
were  made,  because  of  efficiency,  the  Government,  through  the  Re- 
negotiation Board,  is  getting  them  back. 

Now,  I  tried  to  illustrate  my  point,  and  that  part  I  do  not  think 
is  fair  on  your  part  because  I  tried  to  illustrate  the  point  of  the 
fact  that  if  you  get  anything  out  of  a  highwayman,  it  becomes  a 
matter  of  news.  I  was  merely  illustrating  a  point.  I  was  not  saying 
the  Government  was  a  highwaynian,  and  I  had  no  such  thought. 

Mr.  Lynch.  I  only  took  your  simile. 

Is  it  unfair  for  me  to  take  your  simile  and  apply  it  to  the  Gov- 
ernment? My  question  was,  which  you  did  not  answer:  "Do  you 
think  that  the  Government  of  the  United  States  is  a  highwayman 
with  a  gun  at  the  belly  of  industry  because  it  tries  to  get  buck  ex- 
cessive profits  that  have  arisen  out  of  the  war  effort?"  That  is  a 
simple  question. 

Mr.  Lincoln.  Well,  I  will  answer  that  because  you  have  not  stated 
it  the  way  I  did. 

Mr.  Lynch.  No;  but  I  am  asking  a  question.  I  am  wondering 
if  you  can  answer  my  question. 

Mr.  Lincoln.  I  can  answer  your  question. 

Mr.  Lynch.  I  wish  you  would. 

Mr.  Ltnccln.  I  am  saying  to  you  the  result  is  the  same.  I  am 
not  saying  that  the  Government  is  a  highwayman,  and  I  also  want 
to  add  one  more  thing— please  remember.  It  is  not  the  Government. 
You  are  part  of  the  Government.  You  are  not  doing  this.  The 
Supreme  Court  is  a  part  of  the  Government.  They  are  not  doing 
this.  The  Army  is  a  part  of  the  Government.  They  are  not  doing 
this. 

There  are  five  men  on  a  board  who  have  absolute  power  of  life 
and  death.  They  are  the  people  who  are  doing  this  without  re- 
course to  the  courts.     That  is  the  point  I  made. 

Mr.  Lynch.  You  do  not  think  that  we  are  highwaymen  then,  either, 
smiply  because  we  passed  that  Renegotiation  Act,  but  now  you  jump 
back  to  those  five  men  I  asked  you  about  before,  and  I  understood  you 
to  say  that  you  do  not  think  they  were  highwaymen,  but  now  I  under- 
stand you  to  say  that  if  they  are  not  highwaymen,  they  certainly  act 
like  highwaymen,  and  the  result  is  the  same ;  and  so  therefore  they  are 
highwaymen. 

Mr.  Lincoln.  Mr.  Lynch,  if  you  are  having  a  good  time  out  of  this 
I  am  too. 

Mr.  Lynch.  I  enjoyed  your  dissertation  very  much.  Mr.  Lincoln.  I 
think  you  made  a  splendid  presentation  of  what  is  in  vour  mind,  but 
apparently  you  do  not  see  that  somebody  may  have  a  different  point  of 
view.  You  have  taken  that  simile.  I  did  not  give  the  simile,  and  you 
brought  out  the  fact  about  the  highwayman  pointing  the  gun  at  the 


belly  of  the  individual,  and  then  giving  back  the  wedding  gift  on  the 
theory  of  the  renegotiated  contract. 

Now,  do  you  think  that  the  five  men  who  formed  the  Price  Adjust- 
inent  Board  authorized  by  law,  and  even  acting  in  behalf  of  the  United 
States  Government,  are  highwaymen  with  a  pistol  at  the  belly  of  in- 
dustry and  they  are  trying  to  get  excessive  profits  that  have  arisen  out 
of  the  war  effort? 

Mr.  Lincoln.  Answering  your  question  directly,  which  seemingly 
is  the  only  way  to  handle  it,  1  have  never  seen  any  one  of  the  five  men 
with  a  pistol.    I  therefore  do  not  believe  that  the  simile  is  exact. 

Mr.  Lynch.  Did  you  ever  see  a  highwayman  with  a  pistol  pointed 
at  the  belly  of  an  individual  taking  from  him  a  watch  and  giving  it 
back  under  renegotiation  ? 

Mr.  Lincoln.  I  have  read  of  such  a  thing.  I  have  never  seen  them 
because,  Mr.  Lynch,  it  would  be  necessary  for  me  to  help  the  man  out. 

Mr.  Lynch.  Did  you  not  intend,  when  you  referred  to  the  highway- 
man, to  show  that  the  Government  of  the  United  States  has  a  pistol 
at  the  belly  of  industry  when  it  tries  to  get  back  excessive  profits  out  of 
the  war? 

Mr.  Lincoln.  I  would  say 

Mr.  LYNcrf.  Was  that  your  intention  ? 

Mr.  Lincoln.  I  would  say  that  the  result  is  the  same,  yes. 

Mr.  Lynch.  Was  that  your  intention  ? 

Mr.  Lincoln.  I  did  not  say  they  had  a  pistol  at  the  belly  of  industry. 
I  illustrated  the  point,  comparing  it  to  a  highwayman  and  the  unusual 
generosity  that  some  highwaymen  do  have. 

Mr.  Lynch.  Was  it  your  intention  to  show  by  that  simile  that  the 
Government  of  the  United  States  is  acting  like  a  highwayman  when 
it  tries  to  get  back  excessive  profits  that  have  arisen  out  of  the  war 
efforts  ? 

Mr.  Lincoln.  In  the  first  place,  I  have  never  said  that  the  Govern- 
ment of  the  United  States  has  done  that,  so  let  us  get  down  to  the  five 
men  on  the  Board. 

Mr.  Lynch.  Now,  just  a  minute,  please. 

Mr.  Lincoln.  It  is  not  the  Government. 

Mr.  Lynch.  Was  it  your  intention  to  indicate  that  the  Government 
of  the  United  States  was  pointing  a  revolver  at  the  belly  of  industry 
when  it  tries  to  get  back  excessive  profits  arising  out  of  the  war  effort? 

Was  it  your  intention  to  show  that  by  way  of  the  simile  that  you 
gave? 

Mr.  Lincoln.  Again  let  me  say  I  never  said  the  Government  of  the 
United  States. 

Mr.  Lynch.  Of  course,  you  did  not  say  that,  but  I  am  asking  you 
^vas  that  your  intention,  was  that  the  inference  that  you  wanted  this 
committee  to  draw? 

Mr.  Lincoln.  Well,  what  was  the  question?  Will  you  state  it  so 
that  we  will  both  understand  it? 

Mr.  Lynch.  Was  it  your  intention  to  indicate,  or  that  we  should 
tiraw  an  inference  from  the  simile  which  you  gave,  that  the  Govern- 
^^nt  of  the  United  States  was  pointing  a  pistol  at  the  belly  of  industry 
^yhen  it  tries  to  get  back  the  excessive  profits  that  have  arisen  out  of 
the  war  effort  ? 

Mr.  Lincoln.  Would  you  like  to  have  me  answer  that  completely? 
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Mr.  Lynch.  I  would  not  have  asked  it  if  I  did  not  want  you  to 
answer  it.  I  am  asking  you  if  that  was  your  intention  when  you  gave 
that  simile. 

Mr.  Lincoln.  I  said  this 

Mr.  Lynch.  I  know  what  you  said,  hut  what  was  your  intention? 
Was  that  the  intention  that  you  had  in  mind,  that  we,  the  members  of 
this  committee,  should  draw  that  inference  ? 

Mr.  Lincoln.  I,  of  course,  never  said  any  such  thing. 

Mr.  Lynch.  I  know  that  you  did  not  say  it,  but  I  am  asking  you 
if  that  was  the  inference  you  wanted  us  to  draw  when  you  gave  that 
simile. 

Mr.  Lincoln.  Wliat  is  it  that  want  me  to  answer  ?  I  would  like  to 
get  it  definite. 

Mr.  Lynch.  I  am  like  the  auctioneer,  for  the  third  and  last  time 

Mr.  LiNcoixN.  Let  us  get  it.  I  am  talking  about  a  board  now.  Let 
us  get  it  accurately. 

Mr.  Lynch.  I  have  it  accurately.  I  have  given  you  all  the  chance 
in  the  world  to  think  of  the  answer  since  you  first  started. 

Was  it  your  intention  when  you  gave  that  simile  for  us  to  infer 
that  the  United  States  Government  is  a  highwayman  with  a  pistol  at 
the  belly  of  industry  when  it  tries  to  get  back  excess  profits  arising 
out  of  the  war  effort  ? 

Mr.  Lincoln.  That  is  your  question  ? 

Mr.  Lynch.  Is  there  any  doubt  of  it  now  ? 

Mr.  Lincoln.  I  just  want  to  make  sure  because  each  time  you  have 
gone  back  to  the  Government.  I  have  said  over  and  over  again  that 
this  is  not  the  Government.  You  people  here  represent  the  Gov- 
ernment. 

Mr.  Lynch.  Do  you  get  my  question  ? 

Mr.  Lincoln.  Yes;  I  have  got  it  very  clearly. 

Mr.  Lynch.  Was  it  your  intention  that  we  should  draw  that  in- 
ference ? 

Mr.  Lincoln.  How  in  the  name  of  common  sense  could  you  draw 
such  an  inference  if  you  understand  the  English  language?  I  never 
said  a  word  about  the  Government. 

Mr.  Lynch.  I  think,  Mr.  Lincoln,  that  you  are  too  smart  to  feel 
that  when  you  give  a  simile  that  you  do  not  expect  an  inference  to 
be  drawn  from  it. 

Now,  you  have  charged  that  a  highwayman  has  done  certain  things. 
and  you  come  here  and  say  the  results  which  follow  in  the  wake^of 
renegotiation  are  the  same  thing  as  that  which  the  highwayman  has 
done,  and  it  is  the  Government  of  the  United  States  that  does  the 
renegotiation  through  the  Price  Adjustment  Board. 

Mr.  Lincoln.  Would  you  now  like  to  get  a  complete  answer  to  the 
whole  thing? 

Mr.  Lynch.  I  think  that  I  have  given  you  opportunity  enough. 

Mr.  Lincoln.  I  think  you  have. 

Mr.  Lynch.  I  think  that  you  have  had  opportunity  enough  to  an- 
swer whether  that  was  your  intention.  If  you  can  answer  "Yes  or 
"No,"  I  would  be  very  glad  to  have  you  answer  "Yes"  or  "No." 

Mr.  Lincoln.  You  have  that  situation 

Mr.  Lynch.  You  cannot  answer  "Yes"  or  "No"? 


Mr  Lincoln.  You  have  heard  the  old  simile  about  a  lot  of  ques- 
tions that  you  cannot  answer  "Yes"  or  "No."    There  are  a  great  many 

of  them. 

Mr.  Lynch.  Was  it  your  intention 

Mr.  Lincoln.  Let  me  tell  you  what  the  facts  are,  because  I  have 
made  it  clear  before.  I  would  like  to  make  it  clear  again,  because 
that  particular  point,  as  you  well  know,  is  not  fair.  That  statement 
is  not  fair.  It  is  not  a  fair  statement  of  what  I  have  said.  I  did  say 
this:  That  as  it  had  been  said  several  times  yesterday  that  no  one 
objected  to  the  settlements  made,  that  statement  was  made  over  and 
over  again.  I  then  illustrated  the  fact  that  if  a  highwayman  should 
hold  up  a  pedestrian  and  take  all  away  from  him  and  give  back 
part,  then  there  would  be  the  feeling  on  the  part  of  the  pedestrian 
that  he  had  been  much  better  treated  than  he  had  expected. 

Mr.  Lynch.  Does  that  explain  your  intention? 

Mr.  Lincoln.  I  think  so. 

Mr.  Lynch.  Of  referring  to  the  Government? 

Mr.  Lincoln.  I  think  so. 

Mr.  Lynch.  Now,  when  you  said  before  that  your  men  asked  you 
to  ask  us  how  much  we  must  reduce  your  efficiency  and  raise  costs  so 
as  not  to  be  penalized,  were  those  men  by  any  long  chance  also  ex- 
pressing your  own  opinion  ? 

Mr.  Lincoln.  Yes,  they  were.  It  happens  that  we  all  are  to- 
gether in  an  organization,  and  I  think  we  do  have  the  same  opinion 
to  a  considerable  extent.  That  is  one  reason  why  we  are  so  efficient. 
Mr.  Lynch.  I  do  not  believe  it  is  possible  for  management  and  men 
to  have  diverse  opinions  and  get  the  high  rate  of  efficiency  we  get. 
Yes,  that  did  express  my  opinion,  and  expressed  the  opinion  of  all 
the  people  on  the  advisory  board,  the  number  being  26,  elected  by  each 
department  in  the  plant. 

Mr.  Lynch.  That  is  what  I  wanted  to  know. 

Mr.  Lincoln.  All  right,  sir. 

Mr.  Lynch.  Now,  you  said  that  you  were  fined  $1,600,000,  or  do  I 
misquote  you  ? 

Mr.  Lincoln.  No,  sir ;  that  is  exactly  correct. 

Mr.  Lynch.  Just  how  have  you  been  fined  $1,600,000? 

Mr.  Lincoln.  We  have  had  that  assessment  made  against  us  by  the 
Treasury  Department. 

Mr.  Lynch.  As  a  result  of  price  adjustments? 

Mr.  Lincoln.  No.  I  said  very  definitely  in  connection  with  the 
payment  of  incentive  wages.    Were  you  here  all  the  way  through  ? 

Mr.  Lynch.  No,  I  was  not,  but  I  was  here  for  about  99^/^  percent 
of  the  time. 

Mr.  Lincoln.  Because  the  point  I  am  making — ^let  us  not  misunder- 
stand each  other,  Mr.  Lynch. 

Mr.  Lynch.  I  am  not  misunderstanding  you. 

Mr.  Lincoln.  The  point  I  am  making  is  this — that  was  the  Treasury 
Department. 

Mr.  Lynch.  I  am  asking  you  whether  or  not  you  can  explain  how 
that  fine  came  about. 

Mr.  Lincoln.  It  came  this  way,  that  we  were  fined  $1,600,000  be- 
muse of  the  fact  the  Treasury  Department  said  we  paid  our  men  too 
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much.  They  admitted  that  the  cost  per  piece  or  our  total  labor  cost 
for  our  production  was  less,  mind  you,  than  that  of  our  competitors. 
They  admitted  that.  ITie  only  point  was  that  they  said,  "here,  you 
cannot  pay  any  man  that  works  with  his  hands  $5,000  a  year.  W^ 
have  a  caste  system  here.  If  a  man  works  with  his  hands,  you  cannot 
go  above  $5,000.  He  has  got  to  stay  below.  Of  course,  it  does  not 
make  any  difference  what  he  does,  no  matter  how  valuable  he  is,  he 
is  in  that  class  and  he  cannot  go  above  it. 

Mr.  Lynch.  You  said  the  Treasury  Department.  Do  you  mean 
the  agency  that  renegotiated  on  behalf  of  the  Treasury? 

Mr.  Lincoln.  I  mean  the  United  States  Treasury  Department, 
who  assess  taxes.  I  was  merely  illustrating  again,  Mr.  Lynch — and 
that  is  the  reason  I  asked  if  you  were  here — I  was  illustrating  again 
the  fact  that  the  Bureau  in  all  matters  must  work  to  a  formula,  and 
a  formula  does  not  fit  all  the  facts. 

Mr,  Lynch.  Now,  was  that  fine  that  was  placed  upon  you  a  fine, 
or  was  it  a  disallowance  on  some  item  of  your  operation? 

Mr.  Lincoln.  I  say  again,  Mr.  Lynch,  it  was  a  disallowance  of  the 
amount  of  compensation  paid  to  our  men. 

Mr.  Lynch.  So  you  think  a  disallowance  of  an  item  is  the  same 
as  a  fine? 

Mr.  Lincoln.  Exactly;  and  it  costs  exactly  the  same  amount. 

Mr.  Lynch.  It  costs  the  same  amount,  but  it  seems  to  me  that  there 
is  quite  a  difference  between  the  disallowance  of  an  item  in  your 
internal  revenue  report  and  a  fine  assessed  by  the  Treasury  Depart- 
ment. 

Mr.  Lincoln.  I  would  say  that  the  difference  in  name  would  not 
make  any  difference  in  our  bank  account. 

Mr.  Lynch.  But  you  used  the  word  "fine"  in  order  to  show  that 
you  had  been  penalized? 

Mr.  Lincoln.  That  is  correct. 

Mr.  Lynch.  Rather  than  using  the  term  "disallowance,"  which 
would  show  that  in  the  ordinary  course  of  checking  up  your  income- 
tax  return  an  item  had  been  disallowed  by  the  Treasury  Department. 

Mr.  Lincoln.  That  is  right,  and  disallowed  because  of  the  fact  that 
the  Treasury  said  that  no  man  working  with  his  hands  in  a  factory 
would  be  worth  $5,000  a  year. 

Mr.  Lynch.  You  spoke  about  the  effect  of  the  renegotiation  law 
on  efficiency,  and  I  think  your  idea  is,  with  respect  to  profit,  that 
incentive  arouses  greater  efficiency ;  is  that  correct  ? 

Mr.  Lincoln.  That  is  one  way  of  stating  it,  if  I  understand  the 
same  thing  that  you  do  by  that  statement. 

Mr.  Lynch.  What  do  you  understand  by  it? 

Mr.  Lincoln.  By  what  ? 

Mr.  Lynch.  Profit  incentive? 

Mr.  Lincoln.  Profit  incentive  is  an  incentive  given  by  a  profit,  I 
would  say. 

Mr.  Lynch.  That  is  what  I  would  say.    Then  we  agree  on  it. 

Mr.  Lincoln.  We  do  to  that  extent ;  yes. . 

Mr.  Lynch.  That  profit  ordinarily  takes  the  form  of  dollars,  inso- 
far as  efficiency  is  concerned  ? 

Mr.  Lincoln.  I  know  of  no  other  way  of  measuring  it. 

Mr.  Lynch.  Now,  as  I  understand  your  theory,  you  are  absolutely 
opposed  to  the  Renegotiation  Act? 


Mr.  Lincoln.  After  all  I  have  said,  over  a  period  of  an  hour  and 
J  half,  I  think  it  is  not  possible  to  sum  it  up  with  a  statement  quite 
-,s  concise  as  that.  I  think  that  is  a  little  oversimplification.  I  did 
outline  the  methods  whereby  the  abuses  which  the  price  renegotiation 
law  was  passed  to  correct  could  be  corrected  without  getting  addi- 
tional abuses  which  are  a  great  deal  greater.  But  I  do  not  think 
you  can  sum  it  up  quite  as  concisely  as  you  suggest. 

Mr.  Lynch.  Ihen  are  you  or  are  you  not  wholly  opposed  to  the 
Renegotiation  Act? 

Mr.  Lincoln.  Again  I  can  say  to  you  this :  I  have  gone  over  that 
very  completely  for  the  last  hour  and  a  half,  and  I  have  tohl  you 
exactly  what  my  feelings  and  opinions  were  and  what  should  be  done 
in  connection  with  it,  in  my  estimation. 

Mr.  Lynch.  I  am  very  frank  in  saying  that  I  did  not  hear  you  say 
anything  in  favor  of  the  Renegotiation  Act,  and  I  just  wanted  to  be 

sure  about  it.  .    .      ,  i-    i_ 

Mr.  Lincoln.  I  said  this,  and  it  seems  to  me  it  is  the  meat  of  the 
whole  coconut:  This  Congress  or  previous  Congresses  had  arranged 
for  what  we  call  educational  contracts.  Those  educational  contracts 
were  for  two  purposes.  The  first  one  was  to  find  out  how  much  the 
cost  of  a  particular  product  should  be.  The  second  thing  was  to 
educate  the  manufacturer  in  producing  it.  I  said  this:  That  after 
those  educational  contracts  had  been  gone  through,  certainly  any  pur- 
chasing agent  with,  that  experience,  and  also  manufacturers  with  that 
experience,  should  have  been  able  to  arrive  at  a  i)roper  price  which 
would  not  need  to  be  renegotiated;  that  the  mistake,  if  any  mistake 
has  been  made,  is  the  fact  that  the  services  in  placing  these  contracts 
did  not  get  from  the  educational  contract  which  had  gone  along  be- 
fore, the  information  for  which  those  educational  contracts  were 
made,  and  therefore  it  was  up  to  them  to  do  the  job  as  industry  does 
in  countless  cases,  when  the  manufacturer  and  industry  are  both  mak- 
ing a  new  product. 

That  is  something  which  is  done  over  and  over  and  over  again,  in 
which  the  purchasing  agent  will  go  to  Bill,  Tom,  or  Jim  and  say,  "We 
want  a  lot  of  these,  and  will  give  you  a  trial  and  find  out  how  much 
the  cost  is,  and  when  we  find  out  what  the  cost  is  for  three  or  more, 
we  will  know  what  the  cost  ought  to  be,  and  we  will  place  a  contract 
with  you."  That  is  what  the  educational  contracts  were  for,  and  I 
say  that  after  that  has  been  done  there  should  be  no  further  renegotia- 
tions, because  it  kills  efficiency. 

Mr.  Lynch.  Then,  if  there  should  be  no  further  renegotiation,  there 
should  be  no  renegotiation  law.  I  suppose  that  would  follow  as  an 
ordinary  corollary. 

Mr.  Lincoln.  I  say  we  must  have  efficiency  first  and  primarily,  Mr. 
Lynch.  We  must  keep  efficiency  if  we  are  to  do  the  job  which  we 
have  undertaken  to  do.  If  you  kill  efficiency,  you  will  fail  in  this 
^ar ;  and  that  is  exactly  what  is  being  done. 

Mr.  Lynch.  You  think,  then,  that  if  we  continue  this  Renegotiation 
Act  we  are  going  to  kill  efficiency  and  we  are  going  to  lose  the  war? 

Mr.  Lincoln.  I  did  not  say  that  at  all.  I  say  that  if  you  kill 
efficiency — ^I  say  "if  you  kill  efficiency." 

Mr.  Lynch.  Then  you  are  assuming  that  efficiency  will  be  killed 
^y  the  Renegotiation  Act? 
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Mr.  Lincoln.  I  say  that  efficiency  is  being  killed  by  it,  but  that  does 
not  mean  that  it  is  going  to  be  killed  in  every  case,  because  from  the 
evidence  I  heard  yesterday  more  than  40  percent  of  the  contractors 
are  not  being  renegotiated.  Therefore  more  than  40  percent  of  the 
people  are  not  having  their  efficiency  killed. 

Mr.  Lynch.  Well,  they  are  small  contractors;  they  are  not  big 
contractors. 

Mr.  Lincoln.  That  was  not  the  statement  that  was  made  yesterday. 

Mr.  Lynch.  Here  is  a  situation  that  I  just  do  not  get  clear  from 
your  statement :  You  take  some  of  these  firms  that  have  entered  into 
war  contracts,  and  it  seems  to  me  that  they  have  demonstrated  with- 
out question  the  need  for  renegotiation,  because  they  made  so  much 
that  they  voluntarily,  in  some  instances,  reduced  their  prices  and 
actually  refunded  money  to  the  Government.  Now,  that  being  the 
case  with  those  patriotic  firms  that  have  done  that,  it  seems  to  me 
that  there  must  be  hundreds  and  hundreds  of  other  firms  who  prob- 
ably have  not  even  thought  about  returning  any  of  their  excess 
profits  to  the  Government  and  therefore  this  Renegotiation  Act  would 
have  some  very  beneficial  effect.  Does  not  that  appeal  to  you  some- 
what ? 

Mr.  Lincoln.  If  that  were  the  thing  that  is  important,  Mr.  L>iich, 
I  think  I  would  go  along  with  you  without  much  question.  But  I 
want  to  bring  this  out  to  you :  The  claim  which  has  been  made  is  that 
$4,C0 3,000,000  has  been  saved  by  renegotiation.  It  is  perfectly  ob- 
vious that  the  amount  which  has  actually  been  saved  is  $4,000,000,000 
less  taxes,  which  is  a  very  large  part  of  the  total.  Certainly  more 
than  three  billion  of  that  Avould  have  been  captured  by  taxes.  Tliere- 
fore  the  maximum  saving  which  has  been  made  is  less  than  a  billion 
dollars. 

Now,  the  point,  and  the  thing  which  you  are  entirely  overlooking, 
is  this :  that  the  efficiency  of  manufacture  because  of  that  threat,  and 
because  of  the  actual  case,  has  enormously  increased  the  cost  of  many 
products. 

Now,  do  not  forget  this :  that  of  every  dollar  of  profit  at  the  top, 
DO  cents  goes  to  the  Treasury. 

Mr.  Lynch.  All  right. 

Mr.  Lincoln.  All  right.  Wait  a  minute ;  I  am  talking  about  your 
people  that  make  money.  Ninety  percent  of  it — ^because  that  is  your 
excess  profits  tax — ^goes  to  the  Treasury.  And  do  not  overlook  this: 
that  for  every  dollar  of  increased  cost  100  cents  comes  out  of  the 
Treasury.    One  hundred  cents  for  every  dollar  of  increased  cost. 

Now,  the  point  I  am  driving  at  is  this :  You  are  playing  with  10- 
cent  dollars  in  one  case  and  100-cent  dollars  in  the  other.  You  per- 
haps can  measure  profit,  but  you  cannot  measure  loss. 

Now,  then,  I  say  to  you  this,  that  there  are  any  number  of  cases— 
and  I  say  this  because  I  know — in  which  costs  have  been  increased 
to  the  point  where  the  $400,000,000,  or  whatever  the  amount  is  which 
has  actually  been  saved,  has  been  lost  by  the  projection  of  that 
through  industry  many  times  over.  It  is  not  unconscionable  profits 
that  you  should  be  worrying  about.    It  is  unconscionable  losses. 

Mr.  Lynch.  Do  you  know  of  any  man  or  any  corporation  that  has 
gone  into  war  production  that  has  suffered  unconscionable  losses  to 
date? 


Mr.  Lincoln.  I  am  talking  about  the  losses  of  efficiency.  I  am  not 
talking  about  the  losses  of  industry. 
Mr  Lynch.  Losses  of  dollars  you  are  not  talking  about  ^ 
Mr*  Lincoln.  I  am  not  talking  about  your  renegotiation  law  ex- 
nent  in  its  effect  on  efficiency.  My  point  to  you  is  this;  When  you 
Zecrotiate  a  profit  out  of  somebody,  you  are  getting  10  cents  out  ot  it, 
but  i^f  by  doing  that  you  increase  his  costs  $1  by  lowering  his  efficiency, 
every  single  cent  of  that  comes  out  of  the  Treasury  and  comes  out  of 

the  taxpayer.  .      j.      -^x.  4.\. 

Mr  Lynch.  Now,  suppose  vou  entered  into  a  contract  with  tne 
Government  for  $2,000,000  and  then  found  out  that  you  had  made  a 
million-dollar  profit,  lliey  would  pay  100  cents  on  the  dollar  tor 
every  dollar  in  that  million  dollars  as  profit  to  you,  would  they  not  i 

Mr.  Lincoln.  In  the  first  place,  they  would  get  90  cents,  or  a  large 
part  of  it,  back. 

Mr.  Lynch.  But  in  paying  the  money  out  they  would  pay  out  100 
percent  of  that  million  dollars  of  profit  to  you?  ..     a    . 

Mr.  Lincoln.  No,  I  do  not  think  they  would.  They  wduld  otlset 
it  by  a  tax,  would  they  not  ? 

Mr.  Lynch.  No  ;  they  pay  it  to  you. 

Mr.  Lincoln.  All  right ;  but  they  get  it  back. 

Mr.  Lynch.  Of  course,  they  do. 

Mr.  Lincoln.  O.  K.  ,     ,  ,  ^-  .  • 

Mr.  Lynch.  And  because  they  get  the  money  back  by  renegotiation 
ratlier  than  by  tax,  do  you  think  that  is  going  to  destroy  the  incentive 
of  American  industry? 

Mr.  Lincoln.  Mr.  Lynch,  you  are  undoubtedly 

Mr.  Lynch.  Will  you  answ^er  the  question  ?  ,      ,       t 

Mr.  Lincoln.  All  right ;  I  will  answer  the  question  completely.  I 
am  saying  to  vou  this,  and  I  have  said  it  over  and  over  and  over 
again,  because*  it  is  the  crux  of  this  whole  situation,  that  when  you 
have  a  profit,  a  large  part  of  it  will  come  back.  The  point  I  ^m jiriv- 
ing  at  is  this :  No  one  knows,  no  manufacturer  knows,  what  profits  he 
is  going  to  be  able  to  retain.  Therefore  he  says,  "Well,  if  I  keep  it 
low  enough,  I  am  not  going  to  be  bothered  at  all.  Therefore  the  easy 
thing  is,  let's  relax."  Therefore  the  cost  of  that  product  goes  up  by 
leaps  and  bounds;  and  what  is  more  important— because,  after  all,  we 
are  dealing  not  only  with  dollars;  we  are  dealing  with  human  lives— 
what  is  more  important  is  the  fact  that  we  have  the  ability  to  get 
from  industry  in  a  much  shorter  time,  with  high  efficiency,  the  same 
amoimt  of  production  that  you  are  going  to  get  in  a  much  longer 
time  with  low  efficiency. 

I  showed  you  the  comparison  between  Germany  and  ouselves— 
24  times  as  many  man-hours  to  do  the  same  job.  That  is  the  reason 
that  this  war  is  being  won,  and  that  is  the  only  reason. 

Mr.  Lynch.  Then  you  do  not  think  there  should  be  any  restrictions 
on  war  profits  whatsoever,  do  you  ? 
Mr.  Lincoln.  Mr.  Lynch,  that  is  entirely  unfair. 
Mr.  Lynch.  Just  a  minute.  That  is  about  the  third  or  fourth  time 
that  you  have  said  that  I  was  unfair,  but  I  was  asking  you  perfectly 
simple  questions  that  have  arisen  out  of  the  testimony  which  you  gave. 
Now  you  are  talking  about  incentive  profits  as  an  aid  to  the  develop- 
ment of  efficiency. 
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Mr.  Lincoln.  An  aid  to  what  ? 

Mr.  Lynch.  To  the  development  of  efficiency. 

Mr.  Lincoln.  Yes. 

Mr.  Lynch.  Therefore,  the  greater  the  profits,  it  seems  to  me  ac 
cording  to  your  theory,  the  greater  the  efficiency ;  and  if  that  is  so 
then  there  should  be  no  restrictions  whatsoever  upon  any  corporation 
or  any  individual  charging  the  Government  as  much  as  he  possibly 
could,  on  the  theory  that  the  more  profits  he  gets,  the  greater  will  be 
his  efficiency? 

Mr.  Lincoln.  Is  that  your  point  ? 

Mr.  Lynch.  That  is  it. 

Mr.  Lincoln.  All  right.  Let  me  talk  to  that  particular  point,  be- 
cause I  have  covered  it  over  and  over  again. 

Mr.  Lynch.  Now,  if  you  do  not  want  to  answer  these  questions 

Mr.  Lincoln.  Wait  a  minute.  I  am  tickled  to  death.  You  are 
helping  me  out.  I  am  very  thankful  to  you,  sir,  because  there  is  a  lot 
of  this  thing  that  I  forget  to  put  in  myself.  Thank  you  very  much. 
I  want  to^o  through  with  it. 

The  situation  is  merely  this,  as  I  have  been  saying  to  you  again  and 
again :  In  the  first  place,  the  services  themselves  should  know  what 
the  proper  price  is.  Hundreds  of  millions  of  dollars  have  been  spent 
in  order  to  find  that  out,  and  also  to  train  industry  in  making  these 
unusual  things.  Therefore  the  services  should  have  been  able  to  place 
their  contracts  at  a  proper  price. 

The  second  thing  is  this,  that  it  is  most  important  that  the  efficiency 
of  production  be  maintained  and  increased.  That  is  more  important 
than  anything  else.  As  has  been  said  over  and  over  and  over  again, 
the  important  thing  is  to  get  production.     It  is  not  anything  else. 

Now,  then,  in  the  first  place,  your  services  should  have  been  able 
to  place  the  contracts  at  the  proper  price.  Purchasing  agents  in  in- 
dustry have  done  it  all  along.  The  second  thing  is,  if  you  destroy 
the  incentive,  you  are  going  to  increase  enormously  the  number  of 
man-hours  that  are  going  to  be  necessary  in  order  to  do  the  job. 

Mr.  Lynch.  The  testimony  at  another  hearing  was  to  the  effect 
that  a  certain  company  did  not  know  its  cost  of  production ;  neither 
did  the  procurement  officers.  That  company  was  General  Motors. 
They  entered  into  these  agreements,  and  General  Motors  has  reduced 
its  prices  to  the  Government  on  contracts  prior  to  March  31,  1943,  to 
the  amount  of  $295,000,000,  and  on  contracts  subsequently  made  to  the 
extent  of  $225,000,000,  exclusive,  I  believe,  of  a  $48,000,000  actual 
refund  into  the  Treasury  of  the  United  States.  Now,  that  being  the 
case  with  that  company— one  of  the  most  efficient  producers,  I  imagine, 
in  the  country— it  seems  to  me  that  your  statement  that  the  procure- 
ment officers  should  know  these  things,  when  the  manufacturers  did 
not  know  the  costs  themselves,  is  a  little  far  fetched. 

Mr.  Lincoln.  I  do  not  think  so.  In  the  first  place,  I  say  to  you 
that  the  custom  of  buyinc:  on  that  basis  is  old.  It  has  been  so  for 
years.  Neither  General  Motors  nor  anyone  else  has  ever  refunded  to 
private  industry  when  this  sort  of  thing  occurs.  They  go  ahead,  and 
between  the  purchasing  agent  and  the  company  they  find  out  the 
proper  price. 

Mr.  Lynch.  That  is  competition,  though.  You  had  no  competi- 
tion in  this  instance,  because  the  Government  was  the  only  purchaser 
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of  the  product,  and  therefore  that  company  or  any  other  company 
could  make  practically  any  price  they  wanted  at  the  beginning  of 
this  war,  because  the  Government  had  to  get  out  the  material  regard- 
less of  cost ;  and  it  is  there  that  those  profits  have  arisen. 

Mr.  Lincoln.  That  is  not  true. 

Mr.  Lynch.  And,  as  I  understand,  so  far  as  your  testimony  and 
your  theory  are  concerned,  you  do  not  care  how  much  profits  are 
made  as  long  as  those  incentive  profits  are  there  for  genius? 

Mr.  Lincoln.  All  I  say,  sir — and  I  think  it  is  unfair  to  make  the 
statement — is  this 

Mr.  Lynch.  That  is  the  fourth  time  you  have  said  that. 

Mr.  Lincoln.  That  is  right.  What  I  have  said  over  and  over  again 
is  this :  The  important  thing  in  this  war  effort,  as  we  have  been  told 
over  and  over  again  by  the  services  and  W.  P.  B.,  is  this :  Rapidity 
of  production.  That  is  important.  Now,  then,  you  come  along  with 
something  which  interferes  with  that.  Then  you  say,  "In  any  case 
von  ought  not  to  make  that  much  money."  Fine !  Of  course  we 
ought  not  to  make  that  much  money.  They  had  educational  contracts 
by  which  they  could  find  this  out,  and  they  put  a  little  of  it  out  here, 
a  little  of  it  here,  and  a  little  of  it  here,  and  then  arrived  at  a  contract. 

Here  is  a  condition  of  this  kind:  Here  is  5.3  cents.  Here  is  14.4 
cents  for  exactly  the  same  results,  in  a  welding.  Now,  supposing 
we  had  stayed  at  14.4  cents.  Is  there  any  doubt  in  your  mind  that  in 
that  renegotiation  we  would  have  gotten  three  times  as  much  profit? 
Because  of  the  fact  that  we  reduced  our  price  by  efficiency  we  are 
penaHzed  two-thirds  of  the  profit. 

Mr.  Lynch.  No;  there  is  no  doubt  in  my  mind  that  you  are  all 
wrong  about  that. 

Mr.  Lincoln.  Probably. 

Mr.  Lynch.  The  fact  of  the  matter  is,  it  seems  to  me,  that  the  only 
thing  you  have  in  mind  is  the  viewpoint  of  the  industrialist,  and  that 
is  that  your  profits  can  go  sky  high,  and  that  it  is  up  to  the  Govern- 
ment in  time  of  war  to  deal  at  arm's  length  wdth  you,  and  in  whatever 
contract  they  make,  regardless  of  whether  you  kiiow  the  cost  of  pro- 
duction or  not,  you  feel  that  you  are  entitled  to  get  all  the  profit  you  can 
get  out  of  a  contract  which  you  make  with  the  Government.  And  in 
Jny  opinion  that  is  the  wrong  approach  to  this  whole  thing,  and  that 
is  the  reason  wiiy  we  have  renegotiation,  because  industrialists,  some 
of  them,  not  knowing  what  their  costs  were,  and  not  knowing  what 
their  profits  would  be,  and  others  knowing  what  their  costs  were  and 
knowing  what  their  profits  would  be  also,  went  ahead  and  manu- 
factured these  things,  regardless  of  the  cost  to  the  taxpayers  of  the 
country ;  and  you  think  that  as  long  as  you  can  get  all  the  excess  profits 
or  any  profit  at  all,  you  are  perfectly  justified  on  the  plea  that  you  are 
liaving  a  profit  incentive  for  efficiency. 

Xow  I  will  ask  you  this  question :  Do  you  recall  this  question  being 
•|sked  of  you  and  you  making  this  answer,  before  the  Naval  Affairs 
Committee? 

♦Ir.  Cole.  Do  you  think  any  industrialist  who  succeeds  in  producing  an  article 
<i  a  greatly  reduced  price  through  the  incentive  jmd  genius  system  should  in  the 
''^ojuftion  of  that  article  he  allowed  excessive  profits? 

*lr.  Lincoln.  If  that  is  the  only  way  the  incentive  can  he  retained;  yes. 
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Now,  is  not  this  your  theory ;  that  as  long  as  a  man  makes  a  sale,  or 
whether  he  does  or  not,  he  is  entitled  to  all  the  excess  profits?    Aiid 
that  is  the  testimony  that  you  gave  before  the  Naval  Affairs  Committee 
and  I  think  that  is  also  what  I  would  infer  from  your  testimony  here 
today. 

Mr.  Lincoln.  I  would  not  go  contrary  to  the  Government  in  time  of 
war,  but  the  Government  has  made  that  statement  over  and  over 
and  over  again.  Personally,  I  think,  of  the  two — that  is,  high  profit 
and  high  production — that  the  Government,  the  people,  the  soldiers 
want  high  production.  I  am  saying  to  you  that  you  can  get  both.  That 
is  what  I  am  saying  to  you. 

Mr.  Lynch.  You  can  get  high  production  and  you  can  get  efficiency, 
but  in  order  to  have  efficiency  you  must  have  these  excessive  profits? 

Mr.  Lincoln.  I  have  said  over  and  over  again  that  that  is  not  true, 
and  you  know  that  is  not  true. 

Mr.  Lynch.  You  said  in  your  testimony  before  the  Naval  Affairs 
Committee : 

The  objection  that  I  have  to  this  renegotiation  is  this:  That  it  removes  the 
possibility  of  incentive. 

Mr.  Lincoln.  That  is  right.  Do  you  fine  a  man  for  removing  the 
opportunity  for  incentive  ? 

Mr.  Lynch.  No. 

Mr.  Lincoln.  All  right.  Call  it  renegotiation  or  anything  you  like. 
In  other  words,  a  rose  by  any  other  name,  as  Shakespeare  said,  would 
smell  as  sweet. 

Mr.  Lynch.  No;  it  is  in  order  to  prevent  men  from  getting  what 
they  are  not  justly  entitled  to  by  reason  of  these  excessive  profits,  that 
we  have  the  renegotiation  law,  and  the  purpose  of  it  is  not  to  collect 
taxes.  The  purpose  of  the  renegotiation  law  was  to  form  a  base,  not 
only  for  past  contracts,  but  for  future  contracts  which  you  are  going 
to  talk  about  with  the  procurement  officers.  How  can  procurement 
officers  know  what  subcontractors  are  making  unless  there  is  rene<To- 
tiation  ?  They  do  not  come  in  contact  with  the  subcontractors.  You 
know  that  as  well  as  I. 

Mr.  Lincoln.  Just  what  has  that  to  do  with  renegotiation  ? 

Mr.  Lynch.  It  has  a  great  deal  to  do  with  renegotiation,  because 
these  subcontractors  are  likewise  under  the  renegotiation  law,  subject 
to  renegotiation  if  they  make  these  tremendous  profits. 

Mr.  Lincoln.  What  is  a  tremendous  profit  ? 

Mr.  Lynch.  A  tremendous  profit  varies.  A  tremendous  profit 
would  vary  with  the  amount  of  capital  investment,  and  there  has  been 
testimony  to  the  effect  that  men  with  $600,000  invested  capital  made 
$700,000  in  1  single  year.  That  is  the  testimony  before  the  Naval 
Affairs  Committee.    Do  you  think  that  is  excessive  ? 

Mr.  Lincoln.  I  would  say  this :  It  would  depend  on  what  the  fun- 
damental cost  should  be. 

Let  me  take  our  own  case,  because  I  know  more  about  that  than  1 
do  of  any  other.  If  we  should  reduce  our  efficiency  to  that  of  com- 
petition we  would  make  no  money.  Because  we  have  been  able  to 
raise  our  efficiency  to  unusual  heights,  we  make  a  large  profit.  Now. 
then,  which  would  you  rather  have  us  do — manufacture  at  the  speed 
and  at  the  cost  of  competition  and  make  no  profit,  or  would  you  rather 
have  us  manufacture  at  the  high  speed  and  at  the  high  efficiency 
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which  we  do  have,  and  make  a  profit?     Which  do  you  think  would 
be  preferable  in  war  time  ? 

Mr.  Lynch.  I  would  rather  have  you  operate  at  high  speed,  at 
jii^h  efficiency,  and  with  the  idea  that  you  are  not  gonig  to  make 
excess  profits.  I  do  not  think  it  is  necessary  to  have  excess  profits 
unless  your  efficiency  is  very  different  from  that  of  any  other  com- 
pany. It  is  not  necessary  to  have  excess  profits  in  order  to  reach 
the  peak  of  efficiency  in  production. 

Mr.  Lincoln.  Let  me  ask  you  this:  Would  you  say,  Mr.  Lynch, 
that  excess  profits  would  be  profits  which  were  smaller  than  pre-war 
profits  ?    AVould  those  be  excessive  ? 

Mr.  Lynch.  It  would  all  depend  on  whether  or  not  those  profits 
were  obtained  out  of  war  work,  in  my  opinion.  If  you  were  making 
pi-ofits  of  40  or  50  percent  before  the  war  and  you  turned  over  your 
manufacturing  plant  to  war  work,  and  you  made  40  or  50  percent  as  a 
result  of  your  war  work,  I  would  say  that  was  excess  profits,  making 
profits  out  of  the  war ;  because  otherwise  it  is  no  sacrifice  on  your  part 
or  on  the  part  of  your  company  for  the  work  it  is  doing.  They  are 
getting  well  paid  for  it. 

Mr.  Lincoln.  You  would  not  think  that  the  income-tax  law  would 
assess  everyone  alike? 

Mr.  Lynch.  I  would  not  think  the  income-tax  law  would  assess 
everyone  alike?  Why,  it  depends  upon  your  tax  base,  so  far  as  the 
corporation  is  concerned ;  does  it  not  ? 

Mr.  Lincoln.  Well,  the  tax  basis  is  the  same  as  it  has  been  before. 

Mr.  Lynch.  So  far  as  your  corporation  is  concerned,  it  might  be, 
but  I  am  talking  about  other  corporations. 

Mr.  Lincoln.  I  am  talking  about  this  particular  one.  I  asked  you  a 
question.   I  was  trying  to  get  your  point  of  view. 

Mr.  Lynch.  I  think  I  can  express  my  point  of  view  with  my  ques- 
tions. My  point  of  view  is  this,  and  I  am  asking  you  whether  you  agree 
with  my  point  of  view :  Do  you  think  that  excessive  profits  are  in 
order  for  any  corporation  during  this  war,  just  because  it  is  able,  by 
reason  of  the  fact  that  the  Government  gives  it  contracts,  to  manufac- 
ture those  things  and  make  that  profit,  when  everybody  else  is  making 
a  sacrifice  ? 

Mr.  Lincoln.  Oh,  don't  be  silly. 

Mr.  Lynch.  It  is  funny  to  see  a  great  industrialist  come  here  before 
this  committee  and  advocate  the  highest  profits,  as  long  as  you  have 
an  incentive  profit  for  genius  or  for  efficiency.    That  is  your  theory, 

Mr.  Lincoln.  O.  K. 

Mr.  Lynch.  That  is  all. 

Mr.  Jenkins.  Mr.  Lincoln,  have  you  any  amendments  that  you  wish 
to  suggest  for  our  consideration  ? 

Mr.  Lincoln.  Yes,  sir;  I  have. 

Mr.  Jenkins.  If  you  have,  I  wish  you  would  read  them. 

Mr.  Lincoln.  The  following  amendment  is  suggested  for  considera- 
tion: 

(i)  (1)  The  provisions  of  this  section — 
Speaking  of  this  renegotiation  law — 

shall  not  apply  to— 
(iii)  Any  contract  or  subcontract  for  standard  commercial  products — 
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That  is,  they  shall  be  exempt — 

provided  such  products : 

(1)  Have  a  general  peacetime  use  in  industry; 

In  other  words,  they  have  been  made  before ;  exactly  the  same  prod- 
uct that  are  being  made  now — 

(2)  Were  made  or  sold  by  the  contractor  or  subcontractor  prior  to  January 
J,  1C41,  pursuant  to  a  standard  published  price  list  and  are  now  being  sold  as 
tlie  same  product  pursuant  to  a  standard  published  price  list ;  and 

(3)  Are  manufactured  or  sold  by  more  than  one  independent  manufacturer 
as  a  competitive  product ;  and 

(4)  Are  sold  at  standard  published  list  prices  equal  to  the  lowest  standard 
published  list  prices  of  any  manufacturer  or  seller  of  the  same  product;  aud 

(5)  Were  at  the  time  the  contract  or  subcontract  was  made  subject  to  a  ceil- 
ing  price  fixed  by  a  Federal  Government  agency. 

In  other  words,  w  hat  that  means  is  this :  That  the  products  which 
were  made  in  peacetimes  and  in  which  open  competition  had  deter- 
mined the  price,  and  that  price  had  then  been  fixed  by  the  O.  P.  A.— 
that  is,  the  ceiling  price  had  been  put  on  it — that  those  products  should 
be  eliminated  from  renegotiation. 

Mr.  Jenkins.  That  is  all  I  have,  Mr.  Chairman. 

Mr.  Lynch.  Just  one  question,  Mr.  Chairman. 

>Ir.  Lynch.  Just  one  question,  Mr.  Chairman.  What  were  the 
profits  of  your  company  before  taxes  in  1940  ? 

Mr.  Lincoln.  I  do  not  think  you  can  have  any  profits  before  taxes; 
at  least,  I  do  not  know  how  you  can.  You  might  say,  what  arc  jour 
profits  before  labor  and  material?  That  would  would  make  it  100 
percent,  wouldn't  it? 

Mr.  Lynch.  Do  you  consider  taxes  as  part  of  your  costs  ? 
*     Mr.  Lincoln.  Wliy,  of  course.    That  is  the  first  part  of  your  cost 
that  comes  out. 

Mr.  Lynch.  Have  you,  on  occasion,  gone  into  independent  bidding? 

Mr.  Lincoln.  We  have  bid  competitively. 

Mr.  Lynch.  Wlien  you  submit  a  bid  in  competition,  as  one  of  the 
break-downs  in  the  figures  that  you  submit,  do  you  include  your  in- 
come tax  and  excess-profits  tax,  in  the  bid  that  you  submit? 

Mr.  Lincoln.  We  submit  a  price  which  will  take  that  into  consid- 
eration; yes. 

Mr.  Lynch.  You  mean  to  say  that  in  any  price  you  submit  in  con- 
nection with  the  products  you  manufacture,  as  part  of  your  price  you 
include  your  income  taxes  and  excess-profit  taxes  ? 

Mr.  Lincoln.  Why,  of  course. 

Mr.  Lynch.  You  are  the  first  one  I  ever  heard  of  in  my  life  who 
-ever  did  that. 

Mr.  Lincoln.  Well,  that  is  remarkable.  Let  me  ask  you  this,  Mr. 
Lynch.  You  have  got  labor,  material,  and  taxes.  The  only  difference 
betw^een  them  is  the  fact  that  taxes  come  out  first.  The  only  people  you 
cannot  keep  it  away  from  are  the  tax  people.  That  is  the  first  thing 
that  comes  out ;  your  first  cost. 

Mr.  Lynch.  Do  you  not  take  your  excess-profits  tax  out  of  your 
profits  ? 

Mr.  Lincoln.  You  take  your  labor  out  of  your  profits,  you  take  your 
material  out  of  your  profits.  You  take  everything  out  of  your  profits. 
In  other  words,  here  is  a  case  in  point.    We  had  a  business  of  $33,- 


500  000.    That  is  what  we  took  in.    Now,  then,  from  that,  we  take  off 
^materials,  the  taxes,  the  labor,  and  there  is  what  we  made. 
Mr.  Lynch.  Of  course,  that  is  what  you  make.    I  am  asking  you, 

when  you  manufacture  one  of  those  gadgets  that  you  have  there 

Mr.  Lincoln.  That  is  not  a  gadget,  that  is  an  electrode.    Please  do 
not  call  it  a  gadget.    I  am  proud  of  it. 
Mr.  Lynch.  I  did  not  mean  that  in  any  uncomphmentary  sense. 

Mr.  Lincoln.  Do  not  call  it  a  gadget. 

Mr.  Lynch.  Well,  it  is  not  a  gadget ;  it  is  an  electrode. 

Mr.  Lincoln.  Thank  you. 

Mr.  Lynch.  Manufactured  by  the  Lincoln  Co. 

Mr.  Lincoln.  The  Lincoln  Electric  Co. 

Mr.  Lynch.  Which  is  undoubtedly  the  very  best  of  its  kind  in  the 
country,  according  to  your  testimony. 

Mr.  Lincoln.  That  is  our  story. 

Mr.  Lynch.  When  you  manufactured  that  particular  article,  you 
say  you  took  into  account  your  excess-profits  taxes  ? 

Mr.  Lincoln.  Of  course,  we  did. 

Mr.  Lynch.  What  were  your  earnings  before  taxes,  in  1940? 

Mr!  Lincoln.  In  1940  our  profits  before  Federal-income  tax  were 
$3,239,754.83. 

Mr.  Lynch.  What  were  your  profits  after  taxes? 

Mr.  Lincoln.  $2,189,754.83. 

Mr.  Lynch.  What  were  your  profits  before  taxes  in  1941? 

Mr.  Lincoln.  As  it  shows  here,  $9,007,512.87. 

Mr.  Lynch.  Wliat  was  the  amount  of  the  invested  capital  in  your 
companv  in  December  of  1941? 

Mr.  Lincoln.  You  asked  for  1940 ;  did  you  not  "i 

Mr.  Lynch.  1941. 

Mr.  Lincoln.  I  am  wrong,  then,  in  my  statement  to  you,  and  I 
want  to  change  that.  I  gave  vou  1940.  The  profits  before  taxes 
in  1941  were  $5,720,919.25. 

Mr.  Lynch.  What  was  your  invested  capital  in  December  of 
1941? 

Mr.  Lincoln.  $8,335,000. 

Mr.  Lynch.  What  was  vour  net  profit  after  taxes  in  1941  ? 

Mr.  Lincoln.  $2,865,919.25. 

Mr.  Lynch.  Which  is  about  25  percent  of  your  invested  capital; 
is  that  correct? 

Mr.  Lincoln.  Approximately  that. 

Mr.  Lynch.  What  was  your  profit  before  taxes  in  1942  as  of  De- 
cember ? 

Mr.  Lincoln.  $9,007,512.87. 

Mr.  Lynch.  And  what  was  your  profit  after  taxes  in  1942  ? 

Mr.  Lincoln.  I  would  like  to  have  you  make  note  of  this  as  we  go 
alonff. 

Mr.  Lynch.  I  am  making  note. 

Mr.  Lincoln.  It  is  $2,562,848,  which  is  a  considerable  amount  less 
than  it  was  the  year  before  on  a  business  which  was  more  than  50 
percent  greater. 

Mr.  Lynch.  And  as  a  result  of  the  war,  and  the  taxes  which  every- 
body else  had  to  pay,  including  your  very  efficient  company. 

Mr.  Lincoln.  I  would  sav  that  that  stateme«it  is  true. 
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Mr.  Lynch.  What  was  your  invested  capital  as  of  December  3i 
1942,  when  you  say  you  made  over  $2,500,000  ?  * 

Mr.  Lincoln.  I  was  wrong  about  that.  I  think  I  am  right  about 
it  this  time.  In  1942,  our  total  capital  was  $15,912,445 ;  in  December 
1941,  it  was  $11,737,624. 

Mr.  Lynch.  Where  did  you  get  the  other  figures  ? 

Mr.  Lincoln.  That  was  net  worth. 

Mr.  Lynch.  On  your  net  woi-th,  you  made  about  25  percent,  then? 

Mr.  Lincoln.  Yes. 

Mr.  Lynch.  The  other  figures,  the  capital  figures,  are  as  a  result 
of  what — plowing  back  those  profits  ? 

Mr.  Lincoln.  That  is  correct.  I  might  say  that  we  reduced  our 
dividend  by  some  25  percent  because  of  the  fact  that  we  are  thinking 
of  this  thing  in  terms  of  what  is  going  to  happen  after  the  war  is 
over,  and  we  have  ployed  back  an  enormous  amount  of  money  into 
that  with  the  hope  and  the  promise  to  our  men  that  we  will  hold  them 
all  when  the  war  is  over. 

Mr.  Lynch.  So  if  you  had  not  put  back  that  extra  $4,000,000  into 
capital,  you  would  have  had  it  in  your  surplus  account,  would  you? 

Mr.  Lincoln.  Back  into  capital  or  surplus — what  is  the  differ- 
ence ?    I  just  do  not  get  it.    You  understand,  I  am  just  an  industrialist. 

Mr.  Lynch.  If  you  do  not  get  it,  that  is  all  right.  You  have  your 
accountant  there. 

Mr.  Lincoln.  Oh,  wait  a  minute ;  he  is  a  lawyer. 

Mr.  Lynch.  You  probably  have  a  surplus  statement  there,  and 
you  probably  also  have  your  capital  set  forth.  So  I  shall  not  ask 
you  any  more. 

Mr.  Lincoln.  Thank  you. 

Mr.  Lynch.  That  is  all. 

Mr.  Robertson.  Mr.  Lincoln,  I  understand  vou  will  find  out  on 
September  24  what  the  Navy  will  do  with  respect  to  renegotiating 
your  contracts  with  the  Navy  ? 

Mr.  Lincoln.  Yes,  sir. 

Mr.  Robertson.  You  fear  a  lot  of  consequences,  but  if  the  rene- 
gotiation turns  out  better  than  you  now  anticipate,  would  you  send 
the  Chairman  a  little  note  on  that,  so  that  we  may  have  it  ?  We  will 
not  finish  action  on  this  matter  before  then. 

Mr.  Lincoln.  I  should  be  delighted.  I  would  like  to  add  one  thing, 
Mr.  Robertson,  which  I  think  is  fundamental  in  this.  The  threat  of 
renegotiation  itself  is  the  thing  which  will  do  more  to  upset  efficiency 
than  anything  else.  It  is  almost  as  bad  as  the  reality  because  you  do 
not  know  what  the  answer  is. 

For  instance,  our  net  profits  after  taxes  are  now  considerably  less 
than  the  General  Motors  Co.  and  yet  we  are  to  be  renegotiated.  I 
have  seen  cases  where  companies  in  the  same  line  of  business  that  we 
are,  some  of  them  would  have  twice  as  much  profit  left  as  other  com- 
panies seemingly  doing  exactly  the  same  thing.  When  you  have  a 
situation  of  that  kind,  where  there  is  no  possibility  of  knowing  what 
the  future  holds — what  would  you  do  ?  What  would  be  the  feeling 
of  yourself  in  a  place  of  that  kind,  where  your  future  is  entirely  out 
of  your  own  hands  ? 

Mr.  Robertson.  But,  Mr.  Lincoln,  you  must  remember  that  through 
the  renegotiation  of  about  5,000  contracts  on  1941  business,  the  Gov- 
ernment saved  the  American  taxpayers  nearly  $4,000,000,000.    So,  Mr. 


Lincoln,  there  evidently  were  some  contracts  that  needed  renegotia- 
tion; and  the  threat  of  what  may  happen  to  Members  of  Congress 
next  year  may  make  them  uneasy,  but  they  cannot  pass  a  law  that 
there  shall  be  no  election  until  the  war  is  over. 

Mr.  Lincoln.  Let  me  answer  that,  because  I  think  it  is  fundamental, 
Mr.  Robertson.  Tliat  is  this.  Do  not  forget  the  fact  that  of  that 
$4,000,000,000,  probably  more  than  $3,500,000,000  would  have  been 
gotten  back  by  taxes  anyway,  so  that  your  saving  is  more  like  half 
a  billion  dollars. 

Mr.  Robertson.  That  is  not  the  report  of  the  tax  experts. 

Mr.  Lincoln.  Let  me  finish.  The  sitation  is  this.  I  am  saying  to 
you  that  that  half  billion  dollars  is  undoubtedly  a  lot  of  money.  But 
do  not  forget — and  I  say  this  as  an  expert  in  this  particular  line — 
that  what  you  are  going  to  lose  by  loss  of  efficiency  because  you  are 
penalizing  efficiency  is  going  to  be  many,  many,  many  times  the  $4,000,- 
000,000.  And  it  has  already  taken  place.  That  loss  has  already 
taken  place. 

Mr.  Robertson.  If  you  are  selling  to  the  Navy  a  product  as  good 
as  they  can  get  elsewhere  on  the  market,  and  at  less  money,  I  cannot 
believe  that  the  Navy  in  renegotiating  is  going  unduly  to  penalize 
that  efficiency.     I  feel  that  some  of  your  fears  may  not  be  justified. 

Mr.  Lincoln.  Well,  I  hope  you  are  right,  sir. 

Mr.  Robertson.  That  is  all. 

Mr.  Lincoln.  I  will  report  back,  Mr.  Doughton,  what  happens. 

Tlie  Chairman.  Thank  you  for  your  appearance  and  your  very 
splendid  statement.  That  applies  to  the  testimony  of  any  of  the  wit- 
nesses who  have  made  a  contribution  to  the  hearing,  and  I  think  you 
have  made  a  real  contribution  to  these  hearings. 

Mr.  Disney.  Mr.  Chairman,  I  should  like  to  ask  one  or  two  ques- 
tions.   How  many  employees  do  you  have  ? 

Mr.  Lincoln.  At  the  present  time  we  are  running  about  1,300. 

Mr.  Disney.  Are  they  all  stockholders  ? 

Mr.  Lincoln.  No.  In  normal  times — ^you  understand,  during  the 
war,  we  have  increased  the  number  very  considerably.  In  normal 
times  about  35  percent  of  our  people,  who  work  in  the  factory,  are 
stockholders.  All  of  them,  however,  share  in  the  profits  of  the  com- 
pany. So  they  all  share  in  the  profits,  but  about  one- third  are  stock- 
holders. And  I  might  say  one  thing  more.  The  stock  of  the  company, 
practically  speaking,  is  held  by  the  people  who  work  there. 

Mr.  Disney.  What  is  the  lowest  salary  for  a  man  who  works  with 
MS  hands  in  your  factory  ? 

Mr.  Lincoln.  They  averaged  last  year  about  $5,500.  That  is  for  the 
^aii  that  works  by  his  han£. 

The  Chairman.  We  thank  you  for  your  appearance,  Mr.  Lincoln. 
Ahe  Chair  will  suggest  a  recess  until  1 :  30  and  would  like  to  remind 
^he  menibers  of  the  committee  that  we  have  heard  only  one  out  of  the 
seven  witnesses  on  the  calendar.  If  the  committee  will  stay  with  the 
^^airman,  we  shall  complete  the  calendar  sometime  this  afternoon  or 
^^Jjv^ning  or  sometime  early  tomorrow  morning. 

( The  following  extract  was  supplied  for  the  record  bv  Mr.  Robert- 
^^  of  Virginia  T) 
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SECTION  VIII 

ExTR-vcT  From  Mandatory  and  Optional  Contract  Provisions 

(b)  The  Government  shall,  upon  such  termination  of  this  contract,  pay  to  the 
Contractor  the  contract  price  of  all  supplies  (including  spare  parts,  drawings, 
information,  and  other  things)  called  for  herein  which  have  been  completed  iu 
accordance  with  the  provisions  of  this  contract  and  to  which  title  has  been  re- 
ceived by  the  Government  under  the  provisions  of  Paragraph  (a)(2)  of  this 
\rticle  and  for  which  payment  has  not  previously  been  made. 

(c)  In  addition  to,  and  without  duplication  of,  the  payments  provided  for  in 
paragraph  (b),  or  of  payments  made  prior  to  the  termination  of  this  contract, 
the  Government  shall  pay  to  the  Contractor  such  sum  as  the  Contracting  Officer 
and  the  Contractor  may  agree  by  Supplemental  Agreement  is  reasonably  necessary 
to  compensate  the  Contractor  for  his  costs,  expenditures,  liabilities,  commitments, 
and  work  in  respect  to  the  incompleted  portion  of  the  contract  so  far  as  termi- 
nated by  the  notice  referred  to  in  paragraph  (a).  The  Contracting  Officer  shall 
include  in  such  sum  such  allowance  for  anticipated  profit  with  respect  to  such 
uncompleted  portion  of  the  contract  as  is  reasonable  under  all  the  circumstances. 

(Wliereupon,  a  recess  was  taken  until  1 :  30  p.  ni.) 

AFTERNOON   SESSION 

The  committee  reassembled  at  1 :  30  p.  m.,  Hon.  Robert  L.  Doiighton 
(chairman)  presiding. 

The  Chairman.  The  committee  will  please  come  to  order.  The 
next  witness  on  the  calendar  today  is  Mr.  MacDougald.  Will  you 
please  give  the  reporter  your  full  name,  your  residence,  and  the  ca- 
pacity in  which  you  appear. 

STATEMENT  OF  ALEX  MacDOUGALD,  PRESIDENT  OF  THE 
MacDOUGALD  CONSTRUCTION  CO.,  ATLANTA,  GA. 

Mr.  MacDougald.  Mr.  Chairman,  my  name  is  Alex  MacDougald,  of 
Atlanta,  Ga.    I  am  president  of  the  MacDougald  Construction  Co.  of 

Atlanta,  Ga. 

Mr.  Chairman,  I  appreciate  fully  that  you  and  other  members  ot 
your  committee  are  faced  with  a  most  difficult  problem  in  arriving  at  a 
fair  solution  to  the  many  difficulties  involved  in  keeping  war  profits  at 
a  minimum,  and  I  firmly  believe  all  good  Americans  are  in  full  accord 
with  this  type  of  legislation.  However,  I  do  feel  that  now  is  the 
proper  time  to  differentiate  between  industries  that  operate  with  estab- 
lished costs  and  companies  in  the  heavy  construction  industry,  such  as 
the  one  I  represent,  which  are  subject  to  highly  competitive  bidding 
and  hazardous  operating  costs.  . 

It  is  my  intention  to  give  you  the  benefit  of  our  experience  m  the 
heavy  construction  industry  as  we  have  found  it  in  actual  renegotiation 
and  present  to  you  the  problems  facing  us,  particularly  since  we  are 
interested  in  keeping  our  organization  together  for  useful  war  work^ 
and  to  be  in  position  to  continue  operations  in  peacetime  when  it  is 
going  to  be  of  the  utmost  importance  for  all  of  us  to  operate  at  capacity 
in  order  to  give  employment  to  workers  displaced  from  war  industries 
and  the  armed  forces.  .  , 

This  company  has  recently  had  three  contracts  renegotiated,  w men 
were  done  by  it  and  another  contractor  as  joint  venturers,  those  three 
contracts  were  the  only  ones  we  had  with  this  contractor,  so  we  ^ver^ 
informed  that  they  would  be  renegotiated  as  an  over-all  picture.    Ao 


gav  that  we  were  amazed  at  the  renegotiation  procedure  is  to  state  the 
case  mildly.  You  are,  of  course,  aware  that  before  renegotiation  takes 
place,  proifit  and  excess  profit  taxes  totaling  betwen  80  and  95  percent 
liave  already  been  taken  from  us,  leaving  a  very  small  percentage  of 
profit,  made  up  principally  of  furniture  and  fixtures,  and  equipment, 
the  valuation  of  which  has  been  established  bv  depreciation  tables, 
which  really  leaves  a  questionable  value  of  the  furniture  and  fixtures, 
and  equipment.  Besides  this  value,  there  is  in  some  instances  a  small 
amount  of  cash  left  to  the  company  to  carry  on  its  business  and  to  form 
a  basis  for  bank  and  bonding  credit.  The  Renegotiation  Board  goes 
after  this  small  amount  of  cash  left  and  in  many  instances  leaves  the 
contractor  with  only  an  equity  in  the  furniture  and  fixtures^,  and  equip- 
ment, as  frequently  there  is  not  enough  cash  left  over  to  pay  the  amount 
wanted  by  the  Eenegotiation  Board. 

Of  the  three  jobs  renegotiated,  one  was  in  Alabama,  another  in 
Georgia,  and  the  third  in  North  Carolina. 

We  have  no  dependable  cost  like  a  factory  operation,  which  operates 
in  the  same  place  and  witEthe  sarne  employees,  barring  the  usual  labor 
turn-over,  and  other  favorable  jconditions  such  as  protected  weather 
and  climatic  conditions,  which  their  buildings  afford  them.  We  have 
to  figure  the  cost  of  doing  our  work  from  our  average  experience,  and 
this  average  is,  of  course,  made  up  from  good  profits  on  some  jobs, 
very  little,  if  any,  on  some,  and  a  loss  on  others.  This  result  arises 
principally  because  we  have  to  use  the  labor  and  mechanics  in  the 
different  areas  in  which  we  work,  which  means  that  we  are  constantly 
placing  on  our  equipment  men  who  are  new  and  untried  to  us,  and  this 
variation  of  cost  is  in  part  due  to  the  change  in  climatic  and  weather 
conditions  in  areas  and  seasons  in  which  the  various  jobs  are  done, 
as  they  are  all  done  in  the  open. 

f  It  seems  that  the  Renegotiation  Board  uses  as  a  unit  of  measure- 
;  meiit  a  percentage  of  the  cost  to  the  contractor  of  doing  the  work  in- 
stead of  using  a  percentage  of  the  contract  amount  of  the  work,  which, 
of  c(>urse,  isabsurd,  as  it  places  a  tax  on  ability,  organization,  and 
equipment.  "The  method  obviously  creates  what  they  call  an  excess 
profit  of  1  percent.  As  you  will  readily  see  if  the  contract  amount 
was  $100,000  and  the  contractor  was  allowed  10  percent  on  this  figure, 
he  would  receive  a  normal  profit  of  $10,000,  whereas  if  he  did  the  work 
for  $90,000  and  10  percent  was  allowed  on  this  figure  he  would  receive 
a  normal  profit  of  $9,000  and  a  so-called  excess  profit  of  $1,000.  How 
can  there  be  any  uniform  rule  unless  a  percentage  is  allowed  on  the 
contract  amount,  which  is  fixed,  instead  of  a  percentage  being  allowed 
the  contractor  on  the  cost  of  doing  the  work,  which  obviously  penalizes 
the  competent  contractor  and  Avorks  no  hardship  on  the  less  skilled  or 
less  competent  contractor? 

.  The  methods  and  rules  of  the  Renegotiation  Board  are  shrouded 
|n  mystery  and  you  are  informed  that  this  is  by  directive  from  Wash- 
Jjjgton,  but  it  seems  that  a  smaller  profit  is  allowed  a  contractor  as 
he  size  of  the  job  increases,  which  is  quite  reasonable,  as  we  bid  with 
tf^  f/^^^  ^^}  ^  ^^^y  ^^^S^  job  than  we  do  on  smaller  jobs.  However, 
the  Kenegotiation  Board  has  a  very  cute  way  of  creating  large  jobs. 
A  he  contract  amount  of  the  Alabama  job  totaled  $2,407,999.63;  the 
Yf^rgia  job,  $2,157,385.93;  and  the  North  Carolina  job,  $1,521,022.12. 
^^^ese  three  jobs  were  added  together,  totaling  $6,486,407.68  and  a 
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profit  of  what  the  Renegotiation  Board  considered  not  excessive  on  a 
$63486,407,68  job  was  stated  as  a  reasonable  proHTonthe^^ork.  This, 
61  course,  is  most  unfair  as  a  reasonable  profit  should  be  figured  on 
each  of  these  jobs  independently  and  if  the  actual  profit  resulting  from 
the  three  jobs  is  in  excess  of  what  the  total  allowable  profit  from  the 
three  jobs  figured  independently  and  added  up  is  more,  then  this  differ- 
ence could  be  classed  as  excess  profit. 

In  reply  to  our  direct  question  as  to  what  field  profit  a  contractor 
would  be  allowed  to  make  on  a  million -dollar  contract,  we  were  in- 
formed that  the  Renegotiation  Board  had  no  certain  nielhod  for 
determining  the  profit  a  contractor  would  be  permitted  to  mate  until 
the  job  is  complete.  This  is  most  confusing  and  disturbing  as  you 
will  readily  appreciate. 

There  are  in  existence  in  this  section  three  schedules  for  the  rental 
of  equipment :  The  A.  G.  C.  schedule,  which  was  prepared  in  1938,  i' 
the  lowest  of  the  three  and  no  equipment  can  be  rented  at  the  price 
shown  on  this  schedule.     Another  schedule  is  the  southeastern  div 
sion,  United  States  engineers,  which  is  considerably  higher  than  f 
A.  G.  C.  schedule,  and  the  third  schedule  is  the  O.  P.  A.  ceiling  pri' 
slightly  higher  than  the  United  States  engineers'  schedule. 

The 'Renegotiation  Board  in  figuring  excess  profit  required  us  to 
t)n  company-owned  equipment  the  A.  G.  C.  rental  schedule,  when  i 
well  knew  that  you  cannot  rent  a  piece  of  equipment  either  fron 
Government  or  third  parties  at  any  figure  near  the  A.  G.  C.  sche 
They  also  knew  that  we  could  rent  our  equipment  under  O.  - 
schedule  to  third  parties,  hence,  you  will  observe  that  an  excess 
is  created  in  their  minds  by  the  contractor  taking  a  loss  on  rei 
company-owned  equipment. 

We  are  giving  you  below  a  comparison  of  the  status  of  the? 
projects,  based  on  using  the  A.  G.  C.  schedule  of  rental  rates  f 
the  O.  P.  A.  rates. 


Total  contract 
price 


Based  on  A.  O.  C. 
Based  on  O.  P.  A. 


$6,086,407.68 
6,086,407.68 


Total  contract 
cost 


$5. 290, 720. 61 
5, 686,  720. 45 


Total  pn 


$795.  & 
399,6 


You  will  observe  that  as  between  the  two  schedules  th< 
ference  in  the  profit  of  about  $400,000.     That  is  the  d 
tween  the  two  schedules. 

When  we  bid  on  the  Alabama  job  we  were  doing  the 
at  Camp  Gordon,  Augusta,  Ga.,  and  it  looked  as  thoug' 
ment  was  going  to  recapture  all  of  our  equipment,  whi 
quently  did.     We  tried  to  rent  equipment  for  the  Al' 
found  that  we  would  have  to  pay  O.  P.  A.  ceiling  pric 
ment  we  rented,  so  in  an  effort  to  hold  down  the  cost  ' 
the  Government  we  took  in  another  contractor  who  o 
enough  equipment  to  do  the  job,  and  agreed  to  pay  ' 
schedule  of  rental  plus  one-half  of  the  profit  on  the  j^ 
course  as  it  meant  a  considerable  saving  in  the  co' 
the  Government  if  O.  P.  A.  rentals  were  not  paid, 
on  the  job  proved  that  the  cost  of  the  work  would  \ 
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6  percent  of  the  contract  amount  had  the  O.  P.  A.  schedule  of  rentals 
been  paid. 

A  fairly  good  profit  was  realized  on  this  job,  but  this  profit  arose 
through  the  intelligent  handling  of  the  undertaking  in  the  beginning 
by  MacDougald  Construction  Co.  in  dividing  the  profit  to  secure 
equipment  from  another  large  contractor  at  a  low  rental  cost. 

Another  great  hazard  of  renegotiation  is  that  the  contracts  are  re- 
ne<yotiated  by  groups,  individual  contracts,  and  joint  ventures,  each 
group  being  handled  as  an  independent  reneg6tiation.  Therefore,  it 
is  quite  possible  that  the  contractor  may  end  the  year  with  a  loss  on 
the  year  s  work,  as  he  might  be  forced  to  return  so-called  excess  profit 
on  some  jobs  and  other  jobs  would  not  show  enough  profit  to  pay 
the  operating  cost. 

Another  rule  that  the  Renegotiation  Board  has  is  that  their  so- 
called  excess  profit  is  figured  on  the  field  profit,  that  is,  the  cost  of 
doing  the  work  in  the  field  with  no  allowance  being  made  the  com- 
pany for  overhead  expenses. 

The  Board  also  does  not  recognize  the  fact  that  in  a  joint  venture 
there  are  two  company  overhead  expenses  to  be  taken  care  of  out  of 
the  field  profits.  It  seems  that  they  will  allow  just  as  large  a  profit 
to  one  company  as  they  will  allow  two  or  more  contractors  operating 
as  a  joint  venture. 

The  method  ijf  the  Renegotiation  Board  in  arriving  at  their  figures 
is  as  much  a  mystery  to  us  now  as  it  was  when  we  finished  the  rene- 
gotiation. As  it  was  outlined  to  us,  they  seem  to  have  no  method  that 
can  be  checked  by  our  auditors  or  any  other  auditors.  It  is^inpos- 
sible  to  know  how  you  staiid^  or  to  make  up  ariy  statement  of  opera- 
tions that  even  remotely  reflects  the  condition  of  the  company,  as  that 
seems  to  be  in  the  hands  of  the  Board  operated  and  instructed  by 
directives  from  Washington. 

A  great  many  contractors  in  our  line  of  work  are  selling  their 
equipment  and  retiring  from  business.  The  banks  are  getting  jittery 
about  loans  as  a  statement  of  a  company  is  about  as  valuable  to  them 
in  determining  the  financial  condition  of  the  company  before  renego- 
tiation as  a  Chinese  laundry  ticket  would  be. 

This  company  has  been  in  existence  for  a  long  time,  and  was  doing 
big  work  before  the  war.  The  Government  needed  our  services  and 
we  went  wholeheartedly  into  the  job  of  giving  them  the  best  bid 
price  we  could.  To  illustrate :  The  bids  were  read  out  on  the  Georgia 
job  referred  to  and  our  bid  was  $2,157,385.9.  The  nejct  lowest  bid 
was  $600,000  above  this  figure. 

During  the  renegotiation  we,  both  in  conversation  and  by  written 
communication,  denied  that  any  excess  profit  had  been  made  on  these 
three  jobs,  but  in  order  to  get  through  with  this  nuisance  and  give  us 
tune  to  attend  to  the  company's  work,  we  agreed  to  refund  them  a  sum 
^l  "l^^^y — approximately  90  percent  of  this  money  was  already  in 
the  hands  of  the  Federal  and  State  Governments.  We  were  for- 
warded an  agreement  to  be  signed  by  us,  in  which  we  were  called 
jipon  to  admit  excess  profit,  which  we  had  always  denied,  and  also 
to  agree  to  sign  away  all  rights  we  have  under  existing  laws  to  re- 
coyer  any  sum  from  the  Government  should  the  law  be  changed  or 
"em  unconstitutional.    We  returned  this  agreement  unsigned. 

i^  or  your  further  information  no  excess  profit  can  be  made  by  this 

^mpany  as  the  principal  has  estimates,  prepared  by  architects,  or 
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the  United  States  engineers,  and  frequently  the  United  States  en- 
gineers bid  on  the  job  along  with  other  contractors.  With  these  esti- 
mates plus  the  competition  of  other  contractors,  a  person  who  is  op- 
timistic enough  to  think  there  is  an  excess  profit  in  the  business  will 
learn  to  his  sorrow  that  it  is  most  difficult,  and  at  times  it  seems  im- 
possible  to  realize  any  profit. 

.  We  feel  that  the  renegotiation  law  is  thoroughly  un-American  and 
has  no  place  on  the  statute  books  of  this  country.  We  believe  an  hon- 
est mistake  was  made  by  Congress  in  passing  this  law,  as  it  did  not 
realize  what  a  destructive  instrument  had  been  placed  in  the  hands 
of  the  Renegotiation  Board.  If  the  Congress  feels  that  more  money 
should  be  wrung  from  industry  why  not  get  it  over  in  one  operation 
and  increase  the  tax  assessment  against  corporations,  which  are  al- 
ready at  the  breaking  point.    - 

I  thank  you  for  the  privilege  of  appearing  before  your  committee 
and  presenting  our  views. 

Mr.  Mills.  Mr.  MacDougald,  you  indicate  that  you  have  been  rene- 
gotiated, thus  you  must  have  signed  some  form  of  a  settlement. 

Mr.  MacDougald.  No,  we  refused  to  sign  it  and  we  sent  it  back,  as  I 
said  in  my  statement. 

Mr.  Mills.  I  noticed  that,  but  I  assumed  that  you  did  sign  some 
form  of  statement. 

Mr.  MacDougald.  We  complied  with  the  law. 

Mr.  Mills.  You  never  did  sign  a  settlement. 

Mr.  MacDougald.  No,  sir. 

Mr.  Camp.  Mr.  MacDougald,  I  would  like  to  ask  you  a  question  or 
two.  What  was  the  amount  of  excess  profits  or  corporation  tax  paid 
by  your  corporation  in  1942? 

*  ^r.  MacDougald.  I  can  tell  you  that.  We  paid  the  common  stock- 
holders of  the  company  $14,500.  That  is  10  percent  of  the  common 
stock. 

Mr.  Camp.  That  was  your  dividend. 

Mr.  MacDougald.  That  was  our  dividend,  and  we  paid  the  Federal 
and  State  Governments  $128,000  every  quarter. 

Mr.  Camp.  Your  taxes  then  were  a  little  over  half  a  million  dollars? 

Mr.  MacDougald.  Yes.  sir. 
-—^    Mr.  Camp.  |512,000,  and  you  paid  your  stockholders  only  $14,r)00. 

Mr.  MacDougald.  'that  is  right,  and  we  have  some  preferred  stock 
^    on  which  we  paid  $2,100  in  dividends. 

Mr.  Camp.  That  was  preferred  stock  with  fixed  dividends  ? 

Mr.  MacDougald.  Yes,  sir. 
'       Mr.  Ca^ip.  In  this  renegotiation,  which  3^ou  say  has  taken  place, 
how  much  were  you  asked  to  pay  into  the  Government  ? 

Mr.  MacDougald.  We  were  asked  to  pay,  when  we  got  through, 
$140,000  of  this  excess  profit,  so  called,  by  requii;ing  us  to  charge 
against  the  job  equipment  rentals  so  low  that  they  d^)  not  represent  the 
cost  of  the  operating  equipment,  at  a  figure  at  which  you  cannot  rent 
L any  equipment. 

Mr.  Camp.  In  other  words,  in  your  renegotiation  they  gave  you 
an  allowance  on  your  machinery  on  this  A.  G.  C.  schedule. 

Mr.  ]MAoDorGALD.  That  is  the  one  they  set  up  for  us  to  use  m 
connection  with  the  renegotiation  on  a  large  job. 


Hr.  Camp.  Can  you  rent  any  equipment  anywhere  on  that  schedule  ? 
jyir!  MacDougald.  You  cannot  either  from  third  parties  or  the 
Federal  Government. 
Mr.  Camp.  If  you  can  rent  any  at  all,  what  schedule  do  you  have 

to  go  by  ? 

Mr.  MacDougald.  The  O.  P.  A.  ceiling  prices. 

Mr.  Camp.  The  O.  P.  A.  has  fixed  a  ceiling  price  on  rental  I 

Mr.  MacDougald.  On  all  construction  equipment ;  yes,  sir. 

Mr.  Camp.  Didjouhj^eihesum  of  $140,000  in  cash  available  with 
which  to  pay  this  amount  out  of  the  contract  they  were  renegotiating? 

Mr.  MacDougald.  No;  we  did  not  have  it  available.  I  would  like 
to  explain  to  you,  Mr.  Chairman,  that  against  that  sum  they  had 
they  would  send  it  to  the  Treasury  Department  and  the  Treasury 
Department  would  take  off  the  taxjHffi  pity  and  they  would  send  us 
a  bill  for  the  net  amount. 

Mr.  Camp.  How  much  would  your  net  amount  to  ? 

Mr.  MacDougald.  The  Government  hit  us  for  about  80  percent. 
I  do  not  know  whether  that  is  the  proper  term  or  not,  but  that  is 
what  we  pay  them. 

Mr.  Camp.  Then  about  one-fourth  or  one-fifth  of  the  $140,000 
would  be  what  you  would  be  called  upon  to  pay  in  cash. 

Mr.  MacDougald.  That  is  right. 

Mr.  Camp.  Which  would  be  approximately  $28,000. 

Mr.  MacDougald.  The  other  fellow  would  have  to  pay  half  of  it, 
about  $14,000.    We  would  each  pay  that  amount. 

Mr.  Camp.  You  say  you  did  not  have  that  much  cash  left  out  of 
the  contract  with  which  to  pay  that  amount.  How  were  your  funds 
used  ?    In  what  way  was  your  money  tied  up  ? 

Mr.  MacDougald.  We  have  a  large  business  and  the  company  has 
about  $800^000— we  also  borrow  a  lot  of  money.  We  borrow  as  much 
as  $2,000,000  from  the  bank. 

Mr.  Camp.  Do  you  have  any  of  your  funds  tied  up  in  special  equip- 
ment which  you  have  to  buy  in  carrying  out  these  contracts? 

Mr.  MacDougald.  Yes,  sir;  that  is  being  charged  to  the  concern. 
When  we  did  the  Camp  Gordon  job  at  Augusta,  which  was  a  big 
job,  the  Government  had  the  right  to  recapture  that  equipment  and 
we  had  practically  all  of  our  equipment  iiLiiat  job,  except  what  we 
had  on  one  other  job. 

Mr.  Camp.  You  mean  the  equipment  you  had  at  work  at  Camp 
Gordon  belonged  to  you? 

Mr.  MacDougald.  That  is  right. 

Mr.  Camp.  And  you  mean  that  the  Government  had  the  right  to 
take  your  equipment? 

Mr.  MacDougald.  Yes,  sir. 

Mr.  Camp.  Did  they  do  it? 

Mr.  MacDougald.  They  took  that  equipment  there  and  our  auditors 
threw  that  into  the  1941  tax  return,  but  the  Government  took  that  out 
;n  1942,  and  we  got  just  a  small  aniount,  a  few  cents  on  the  dollar 
in  the  value  of  that  equipment  that  we  had,  and  we  had  to  go  into 
the  open  market  and  buy  new'  equipment  at  the  list  prices,  or  quit 
Jjusiness. 

Mr.  Camp.  Did  the  Government  recapture  equipment  that  you 
owned? 
IMr.  MacDougald.  Yes,  sir. 
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Mr.  Camp.  When  you  went  to  the  next  job  which,  I  believe  was  in 
North  Carolina 

Mr.  MacDougald.  No  ;  that  was  in  Alabama. 

Mr.  Camp.  Wlien  you  went  to  the  other  job  you  were  without 
ecmipment. 

'Mr.  MacDougald.  That  is  the  reason  we  took  in  a  joint  contractor. 
1  Mr.  Camp.  You  took  in  a  joint  contractor  because  he  had  some 


1     ^^uipment  you  could  use. 


Mr.  MacDougald.  We  took  him  in  because  he  had  some  equipment 

i\  we  could  use.    That  was  at  Camp  Rucker.    That  was  at  Ozark,  Ala. 

*  and  that  was  on  the  A.  G.  C.  schedule  of  rentals,  plus  one-half  of 

tjj^e  profits. 

**^  Mr.  Camp.  In  the  renegotiating  you  say  they  only  would  allow  you 

the  A.  G.  C.  rental  value  for  your  equipment. 

Mr.  MacDougald.  Yes,  sir. 

Mr.  Camp.  And  then,  in  order  to  get  the  equipment  you  have  re- 
ferred to,  which  you  needed,  you  had  not  only  to  pay  your  joint  ven- 
turer under  the  A.  G.  C.  schedule,  but  you  had  to  give  him  half  of  your 
profit  in  order  to  get  it. 

Mr.  MacDougald.  Yes,  sir. 

Mr.  Camp.  Did  you  fully  explain  that  to  the  renegotiation  board. 

Mr.  MacDougald.  Yes;  but  you  are  met  with  that  impassable  thing 
that  you  cannot  take  that  into  consideration  in  using  the  A.  G.  C. 
schedule. 

Mr.  Camp.  Did  you  explain  to  them  that  your  equipment  had  been 
taken  by  the  Government  after  you  finished  the  Camp  Gordon  job, 
and  that  if  the  Government  had  not  taken  it  you  would  not  have  had  to 
rent  any  more? 

Mr.  MacDougald.  Yes*  I  not  only  explained  that  to  them  but  wrote 
a  letter  to  them  to  that  effect  and  told  them  that  what  they  considered 
excess  profits  was  because  we  had  secured  this  equipment  at  a  rental 
rate  below  its  worth  and  had  to  divide  half  of  the  profit. 

The  Chairman.  In  answering  Mr.  Camp,  you  referred  to  what  is 
stated  on  page  4  of  your  prepared  statement,  where  you  say — 

when  we  bid  on  the  Alabama  job  we  were  doing  the  outside  work  at  Camp  Gordon, 
Augusta,  Ga.,  and  it  loolied  as  though  the  Government  was  going  to  recapture  all 
of  our  equipment,  which  they  subsequently  did. 

What  do  you  mean  by  that?    Was  it  your  equipment  ? 

Mr.  MacDougald.  Yes,  sir. 

The  Chairman.  What  do  you  mean  by  recapture,  taking  it  away 
from  you? 

Mr.  MacDougald.  It  was  a  fee  job,  and  they  rented  our  equipment, 
but  the  agreement  provided  that  whenever,  they  wanted  to  use  the 
equipment,  if  they  wanted  to  use  it  they  could  recapture  the  equip- 
ment by  paying  the  difference  between  what  they  had  already  paid 
in  rentals  and  the  value  of  the  equipment.  In  other  words,  if  a 
tractor  was  valued  at  $5,000  and  they  paid  $2,000  in  rental,  they  could 
pay  $3,000  more  and  take  over  the  equipment. 

We  did  not  expect  that  to  happen  to  us  when  we  took  the  job,  or 
-we  would  not  have  taken  it,  but  the  Government  established  an  equip- 
ment pool  for  the  United  States  Engineers.  They  wanted  to  get  the 
equipment  concentrated  and  use  it  over  the  southeastern  district.  So 
we  supplied  a  great  part  of  that  equipment. 


/ 


The  Chairman.  I  notice  that  you  have  done  a  considerable  amount 
of  work  for  the  Government. 

Mr.  MacDougald.  Yes ;  we  have  done  a  lot  of  it. 

The  Chairman.  Have  you  some  contracts  now  in  process  of  rene- 
gotiation, or  are  you  through  with  that  experience? 
"  Mr.  MacDougald.  I  guess  you  would  call  these  three  in  process 
of  renegotiation.  The  renegotiation  boards  called  me  today  about 
this  question  of  renegotiation  and  said  they  would  like  to  go  into  that 
question  a  bit  further  tomorrow. 

The  Chairman.  Do  you  consider,  as  a  result  of  your  experience 
with  the  Government  and  the  work  you  have  done  for  the  Govern- 
ment that  you  are  better  off  or  not  so  well  off  as  you  would  have 
been  without  Government  contracts? 

Mr.  MacDougald.  There  was  not  any  other  kind  of  work  going 
on.    You  either  work  for  the  Government  or  you  just  rest. 

The  Chairman.  You  are  not  financially  injured  by  your  experience 
with  the  Government,  are  you? 

Mr.  MacDougald.  No;  we  are  not  financially  injured.  We  have 
more  money  tied  up  in  equipment  than  we  would  like  to  have. 

The  Chairman.  You  do  not  know  just  how  you  will  finally  come 

out? 
Mr.  MacDougald.  No;  we  do  not  know  just  how  we  will  finally 

come  out. 

The  Chairman.  You  are  more  apprehensive  as  to  what  may  occur 
than  over  what  has  occurred  ? 

Mr.  MacDougald.  Over  what  may  occur;  that  is  right.  If  this 
should  stop  right  now 

M.  Disney.  Your  renegotiation  has  not  yet  been  completed;  is 
that  what  you  want  to  tell  the  committee? 

Mr.  MacDougald.  It  has  not  been  completed. 

Mr.  Disney.  Do  you  have  a  copy  of  the  document  which  the  De- j 
partment  sent  you  to  sign?  | 

Mr.  MacDougald.  Yes.    Shall  I  read  it  to  you  ? 

Mr.  Disney.  Yes;  I  would  like  to  hear  it.  V 

Mr.  MacDougald.  It  says: 

-^s  a  result  of  renegotiation,  pursuant  to  section  403  of  the  Sixth  Supplemental 
National  Defense  Appropriation  Act,  1942,  as  amended  by  section  801  of  the 
Revenue  Act  of  1942,J  between  the  undersigned  MacDougald  Construction  Co.,  a 
corporation  organized  and  existing  under  the  laws  of  the  State  of  Georgia,  with 
principal  office  in  the  city  of  Atlanta,  State  of  Georgia,  and  R.  H.  Wright  &  Son, 
a  partnership  consisting  of  R.  H.  Wright,  Sr.,  and  R.  H.  Wright,  Jr.,  with  prin- 
cipal office  in  the  city  of  Columbus,  State  of  Georgia,  acting  as  joint  contrac- 
tors and  coventurers,  and  the  Under  Secretary  of  War,  it  has  been  found  that 
$140,000  represents  the  amount  of  excessive  profits  realized, '  or  likely  to  be 
1942;  W-569-Eng-3659  dated 

realized,  by  the  undersigned  under  contracts  Nos.  W-982-Eng-1475  dated  June 
23,  1942;  W-569-Eng-3659  dated  April  8,  1942;  and  subcontract  under  prime 
contract  No.  W-569-Eng-5317  dated  January  22, 1942  (as  modified  and  amended), 
hereafter  referred  to  as  the  "contracts,"  which  finding  shall  be  deemed  to  be  a 
fij':>l  determination  of  the  excessive  profits  realized,  or  likely  to  be  realized,  by 
the  undersigned  under  the  contracts ;  subject,  however,  tP  the  right  of  the  Under 
Secretary  of  War,  or  his  duly  authorizeil  representative,  to  reopen  the  renegotia= 
tion  in  his  discretion  at  any  time  hereafter  upon  a  shoMing  of  fraud  or  mal- 
feasnance  or  a  wilful  misrepresentation  of  a  material  fact. 
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Date:  July  17, 1943 

^  This  paragraph  is  the  one  they  wanted  me  to  sign,  signing  away 
all  our  rights:  

The  undersigned  will  notjjtilize  this  renegotiation  or  adjustment  J n  any  at- 
tempt to  recover  for  its  own  benefit  from  any  person,  firm,  or  corporation  all 
or  any  part  of  any  such  price  reduction  or  of  any  aibount  recovered  from,  or 
^o  t^ie  United  States,  by  the  undersigned  pursuant  to  this  agreement: 
Td,  however.  That  this  provision  shall  not  be  construed  as  preventing  tlie 
undersigned  from  receiving  and  retaining  any  amount  heretofore  paid  by  it  as 
State  taxes  on  the  excessive  profits  eliminated  hereunder. 

Mr.  Disney.  Mr.  Chairman,  I  ask  unanimous  consent  that  thi? 
document  be  incorporated  in  the  record. 

The  Chairman.  Without  objection,  it  is  so  ordered. 
(There  was  no  objection.) 
.  (The  document  referred  to  is  as  follows :) 


^1      JffM..t" 

'f^  TrSficfed 


Engineer   Form   No.   93 


War  Department 
engineers 


Price  Adjustment  Section,  South  Atlantic  Division 
ioinbgotiation  agreement 

I.  As  a  result  of  renegotiation,  pursuant  to  section  403  of  the  Sixth  Supple- 
mental National  Defense  Appropriation  Act,  1942,  as  amended  by  section  801 
of  the  Revenue  Act  of  1942,  between  the  undersigned '  MacDougald  Construction 
Ck).,  a  corporation  organized  and  existing  under  the  laws  of  the  State  of  Georgia. 
with  principal  office  in  the  city  of  Atlanta,  State  of  Georgia,  and  R.  H.  Wright  & 
Son,  a  partnership  consisting  of  R.  H.  Wright.  Sr.,  and  R.  H.  Wright,  Jr.,  with 
principal  office  in  the  city  of  Columbus.  State  of  Georgia,  acting  as  joint  contrac- 
tors and  coventurers,  and  the  Under  Secretary  of  War,  it  has  been  found  that 
$140.000  represents  the  amount  of  excessive  profits  realized,  or  likely  to  be 

^-TCalTzed,  bv  the  undersigned  under  Cf>ntracts  Xos.  W-982-Eng-1475  dated  June 
23,  1942;  W-r)69-Eng-36.^.9  dated  April  8.  1942:  aiid  subcontract  under  prime 
contract  No.  W-o69-Eng-3317  dated  January  22,  1942  (as  modified  and  amended), 
hereafter  referred  to  as  the  "contracts,"  which  finding  shall  be  deemed  to  be  a 
final  determination  of  the  excessive  profits  realized,  or  likely  to  be  realized,  by 
the  undersigned  under  the  contracts ;  subject,  however,  to  the  right  of  the  Under 
Secretary  of  War,  or  his  duly  authorized  representative,  to  reopen  the  renegotia- 
tion in  his  discretion  at  any  time  hereafter  upon  a  showing  of  fraud  or  mal- 
feasance or  a  willful  misrepresentation  of  a  material  fact. 

II.  The  undersigned  agrees  to  repay  to  the  United  Stntes  said  sum  of  $140,00<) 
in  cash,  i'O  days  after  this  agreement  is  approved  by  the  Chief  of  Engineers;  and 
the  undersigned  shall  be  deemed  to  be  indebted  to  the  United  States  in  said 
amount  until  paid  and  the  United  States  shall  have  the  right  to  recover  said 
amount. 

III.  The  undersigned  represents  that  it  is  seeking  a  determination  by  the  Bu- 
reau of  Internal  Revenue  of  the  amount  of  credit  allowable  for  Federal  income 
and  excess-profits  taxes  for  the  year  1942  (a  year  for  which  a  return  has  been 
filed),  as  provided  in  section  3806  of  the  Internal  Revenue  Code.  Upon  determi- 
nation thereof  by  the  Bureau  of  Internal  Revenue,  the  amount  of  the  credit  so 
determined  will  bo  applied  as  a  credit  against  the  amount  of  excessive  profits  to 
be  eliminated  hereunder. 

IV.  The  undersigned  will  not  utilize  this  renegotiation  or  adjustment  in  any 
attempt  to  recover  for  its  own  benefit  from  any  i)erson,  firm,  or  corporation  au 
or  any  part  of  any  such  price  reduction  oi-  of  any  amount  recovered  from,  or  paiQ 
to  the  United  States,  by  the  undersigned  pursuant  to  this  agreement :  Provia^a, 
however.  That  this  provision  shall  not  be  construed  as  preventing  the  undersignea 
from  receiving  and  retaining  any  amount  heretofore  i)aid  by  it  as  State  taxes  on 

1  Insert  name  and  description  of  contractor  as  recited  in  principal  contract,  December 
1942. 


V.  No  member  of  or  delegate  to  Congress  or  resident  commissioner  shall  be  ad- 
mitted to  any  share  or  part  of  this  agreement  or  to  any  benefit  that  may  arise 
therefrom,  biit  this  provision  shall  not  be  construed  to  extend  to  this  agreement 
if  made  with  a  corporation  for  its  general  benefit. 

The  undersigned  warrants  that  it  has  not  employed  any  person  to  solicit  or 
secure  this  agreement  upon  any  agreement  for  a  commission,  percentage,  brok- 
erage, or  contingent  fee.  Breach  of  this  warranty  shall  give  the  Government 
the  right  to  annul  this  agreement. 

VI.  This  agreement  has  been  executed  by  or  on  behalf  of  the  undersigned 
pursuant  to  proper  authority  and  by  or  on  behalf  of  the  Secretary  of  War  pur- 
Inant  to  authority  conferred  by  subsection  (c)  (4)  of  section  403  of  the  Sixth 
Supplemental  National  Defense  Appropriation  Act,  1942,  as  amended  by  section 
801  of  the  Revenue  Act  of  1942.  The  authority  of  the  Secretary  has  been 
duly  delegated  to  the  Chief  of  Engineers. 

(Aflix  corporate  seal.) 

Contractor.* 

MacDougau)  CoNSTKUcnoN  Co. 
By  Alex  MacDougald, 


Secretary. 


R.  H.  Wright  &  Son, 
By  R.  H.  Wright,  Sr. 
R.  H.  Wright,  Jr. 


Witnesses  as  to  signature  of  undersigned  contractor : 


Approved : 


Address 


HI 


Chief  of  Engineers. 

Mr.  Disney.  Now,  did  I  understand  you  to  feel  that  you  should  not 
be  renegotiated  over  all,  or  that  you  did  want  it  done  that  way  ? 

Mr.  MacDougald.  We  do  not  care  about  it  at  all,  to  be  frank  with 
you;  but,  if  we  are  going  to  be  renegotiated — in  other  words,  in  our 
business,  we  feel  that  the  principal  is  adequately  protected,  and 
the  engineers — ^there  is  no  finer  construction  force  in  the  United  States 
than  the  United  States  Engineers,  and  when  they  design  something, 
they  plan  it,  draw  the  plans  and  specifications,  they  make  an  estimate 
and  they  know  what  it  is  going  to  cost  just  as  well  as  we  do,  and  we  are 
just  put  to  a  lot  of  trouble  and  expense.  If  a  fellow  wants  to  build  a 
house  or  anything  like  that,  the  architect  draws  up  the  kind  of  house 
to  meet  his  pocketbook  and  then  calls  for  bids,  which  is  just  a  waste  of 
time  to  renegotiate. 

Mr.  Disney.  What  I  was  getting  at  is.  Do  you  object  to  their  renego- 
tiating the  contract  where  you  had  a  partner  as  a  joint  venturer? 

Mr.  MacDougald.  Separately. 

Mr.  Disney.  Separately? 

Mr.  MacDouglad.  Yes,  sir.  I  just  showed  you  how  this  thing  might 
result ;  you  know  we  sometimes  lose  money  on  a  job,  and  that  might 
be  one. 

Mr.  Disney.  Is  not  that  about  the  only  way  they  could  renegotiate 
the  contract  ? 

^Ir.  MacDougald.  They  do  renegotiate  on  the  annual  business. 

Mr.  Disney.  How  is  that? 

Mr.  MacDougald.  They  do  not  renegotiate  us  on  the  annual  business, 
but  by  groups  of  contracts. 

Mr.  Disney.  Well,  do  not  they  have  to  renegotiate  contract  by  con- 
tract until  they  get  all  of  the  contracts? 

^  Certification  of  authority  should  be  attached. 
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Mr.  MacDougald.  Well,  they  have  no  waj;  to  give  you  any  money  if 
you  lose  anything  on  the  job.  That  is  a  nice  sort  of  thing,  isn't  it! 
And  say  you  make  12  percent  on  one  job  and  lose  5  percent  on  another; 
they  say  that  12  percent  is  excessive — we  will  take  that  away  from  you, 
and  we  are  still  holding  a  5  percent  loss  ? 

Mr.  Disney.  We  have  heard  of  that  before.  Now,  going  back  lo 
the  camp  where  you  made  a  contract  with  a  joint  venturer;  I  could 
hardly  understand  how  they  could  renegotiate  that  contract  except 
to  renegotiate  it  separately,  so  that  each  of  the  two  joint  venturers 
would  know  what  the  situation  was. 

Mr.  MaoDougald.  They  could  take  that  and  figure  half  of  tlie 
profits  or  half  of  the  loss  on  each  joint  venturer,  when  they  renep)- 
tiate  their  books,  from  a  renegotiation  standpoint.  It  is  just  tlie 
same;  they  could  divide  the  job  in  half  and,  if  there  were  two  joint 
venturers  there,  one  joint  venturer  could  take  half  of  it  and  the  otlur 
take  half  of  it.    That  would  present  no  difficulties  to  an  auditor. 

Mr.  Disney.  Now,  in  what  financial  position  would  you  be  in  ref- 
erence to  profits  made  on  these  three  contracts  if  you  acscede  to  their 
request  for  the  $140,000  ? 

^^  Mr.  MacDougald.  Well,  I  can  give  you  that.  Actually,  according: 
to  these  figures  here,  by  making  us  use  a  rental  schedule  that  is  in- 
adequate, w^uilt  ui)  a  profit  of  $79a,000.  That  is, the  field  profit; 
that  is  the  gross  profit  on  what  it  cost  you  to  ship  the  ectuimnent,  to 
buy  the  materials,  pay  the  labor,  and  do  the  job.  Call  tlie  thing, 
roughly,  $800,000,  and  we  would  get  $400,000  of  that.  Of  tliat,  we 
would  retain  about  20  percent.  That  is  $80,000.  Of  that  $80,000 
we  would  have  to  pay  the  pro  rata  part  of  the  fixed  overhead.  No; 
that  would  come  out.  We  would  have  to  do  that.  We  would  have 
$400,000—1  will  figure  it  differently— of  which  about  $40,000  of  that 
would  be  company  overhead.  That  leaves  $360,000.  We  would  re- 
tain 20  percent  of  that,  or  $72,000  profit  on  $3,000,000  worth  of  work.  ^ 
That  is  a  fraction  above  2  percent. 

Now,  this  business  is  hazardous,  and  a  guy  cannot  live_on  those  kind 
'  of  figures ;  because  if  you  have  a  loss  it  has  to  be  maHeup  somewhere. 
You  see,  it  is  all  competitive.  We  guarantee  the  cost ;  we  give  a 
bond ;  we  give  them  the  job  on  time ;  if  we  get  behind,  we  have  to  speed 
up,  and  we  have  to  give  it  to  them  on  time.  And  it  is  just  a  business 
where  you  have  no  control  of  costs  like  you  have  in  a  factory  operation. 

Mr.  Disney.  Let  me  ask  you  this  about  the  recapture  of  the  equip- 
ment you  mentioned  a  while*^  ago.     Do  you  mean  m  order  to  build  their  I 
pool,  as  you  call  it,  of  equipment,  that  the  Government  engineers  took-^' 
your  equipment? 

Mr.  MacDougald.  Yes,  sir.    I  protested  very  vigorously  at  the  time, 
but  it  did  not  do  any  good.    I  told  them  to  go  out  in  the  market  and 
I    buy  it.    Of  course,  they  had  a  right  under  the  contract  to  take  it,  and 
L  they  exercised  the  option. 

Mr.  Disney.  They  exercised  the  option? 

Mr.  MacDougald.  Yes. 

Mr.  Disney.  Now,  after  that,  did  you  have  to  go  out  and  i-ent 
equipment?  , 

Mr.  MacDougald.  We  had  two  other  big  contracts  at  about  tne 
same  time.  We  took  a  joint  venturer  in  with  us  on  one  and,  on  the 
other  one  we  rented  back  from  the  Government  most  of  the  equipment 
they  took  from  us  on  that  joint  venture. 


Mr.  Disney.  On  the  joint  venture,  you  had  to  pay  the  A.  G.  C.  price  ? 

Mr.  MacDougald.  That  is  a  funny  thing.  This  job  has  not  come  up. 
fhe  Anniston,  Ala.,  job  runs  about  a  million  and  a  quarter,  and  natu- 
rally the  Government  has  taken  over  our  equipment,  therefore,  we 
were  forced  torrent  our  own  equipment,  which  had  been  recaptured 
from  us,  and  pay  the  higher  rates  of  rental  to  the  Government  estab- 
lished by  the  South  Atlantic  Division,  whereas  if  we  had  owned  this 
equipment  we  would  have  been  permitted  to  charge  the  job  only  at  the 
lower  A.  G.  C.  rental  schedule.  Did  you  ever  hear  of  such  an  absurdity 
in  your  lite  5 

Mr.  Disney.  If  I  understand  it,  I  think  you  are  correct. 

Mr.  MacDougald.  You  imderstand  it.  It  is  difficult  to  fathom, 
but  it  is  the  fact. 

Mr.  Disney.  All  right.  Now,  the  Government  recaptured,  under 
that  contract,  your  equipment;  then,  in  order  to  carry  on  the  next  job, 
vou  had  to  make  a  deal  with  a  fellow  who  had  equipment  and  had  to 
pay  him  half  the  profit  on  your  contract.  What  did  you  have  to 
pay  him — the  A.  G.  C.  price  for  rental  ? 

Mr.  MacDougald.  Plus  half  of  the  profit. 

Mr.  Disney.  But  the  Board  does  not  want  to  allow  vou  the  A.  G.  C. 
price? 

Mr.  MacDougald.  They  want  to  allow  us  the  A.  G.  C.  price,  but  they 
do  not  want  to  allow  us  the  O.  P.  A.  price,  you  see.  In  other  words, 
it  is  an  artificially  created  excess  profit.  That  is  what  I  object  to  in 
this  law,  that  you  can  send  out  a  directive  to  us  and  say  "You  should 
use  as  cost  on  this  job  certain  charges"  when  you  cannot  buy  equip- 
ment or  rent  equipment  at  those  charges.  Naturally  it  creates  this 
sort  of  situation,  that  the  more  money  you  have  invested  and  the  more 
equipment  you  have,  the  higher  your  profit  will  be  figured,  as  against 
another  fellow  doing  a  job  and  having  to  rent  it,  and  they  will  come 
and  get  some  money  from  you  and  say  that  is  excess  profit.  That  is 
not  excess  profit  in  anybody's  mind. 

Mr.  Disney.  I  believe  that  is  all. 

The  Chairman.  In  reading  that  contract  you  say  jou  signed,  which 
was  included  in  one  of  those  renegotiation  proceedmgs,  did  I  under- 
stand you  to  say  that  contract  provided  that  the  Government  could 
open  the  case  at  any  time  it  saw  fit,  but  that  it  was  closed  so  far  as  you 
are  concerned  ? 

Mr.  MacDougald.  Yes,  sir,  Mr.  Doughon ;  you  understood  that ; 
but  we  did  not  sign  it.   We  sent  it  back  to  them. 

The  Chairman.  You  did  not  sign  it  ? 

Mr.  MacDougald.  No,  sir.  In  other  words,  we  were  agked  to 
stultify  ourselves  and  admit  our  pi*ofits  were  excessive,  when  we  knew 
they  did  not  exist.  They  wanted  to  draw  up  something  like  a  com- 
promise, just  like  a  lawyer  would,  and  wanted  us  to  admit  it  when 
It  IS  not  the  fact. 

The  Chairman.  What  is  the  status  now  ? 

Mr.  MacDougald.  I  guess  you  would  say  "suspended  animation." 

Mr.  MiLis.  As  I  understand,  Mr.  MacDougald,  all  of  your  contracts 
^^ere  obtained  as  the  result  of  your  being  the  low  bidder  ? 

.Mr.  MacDougald.  Yes,  sir;  except  one.  We  had  two  in  the  begin- 
^ing,  when  the  Government  first  started  out,  and  they  did  not  know 

\^  they  wanted  to  build,  and  did  not  have  the  plans 

Mr.  Mills.  They  were  negotiated  contracts? 
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Mr.  MacDougald.  They  were  negotiated  contracts,  and  the  fees 
were  powerfully  low  and  there  has  been  no  question  about  that.  One 
of  them  that  we  took  with  Jones  at  Camp  Gordon  I  understand  has 
been  renegotiated  and  no  excess  profit  found  to  exist. 

Mr.  Mills.  My  question  is  this:  Based  upon  your  experience  in 
dealing  in  both  types  of  contracts,  do  you  in  your  own  mind  make 
any  distinction  as  to  whether  or  not  renegotiation  should  apply  in  one 
instance  and  not  in  the  other? 

Mr.  MacDougald.  Well,  it  does  look  foolish.  If  you  give  a  fellow 
some  money  as  a  fee  to  do  a  job,  there  would  be  no  reason  in  the  world 
to  renegotiate  that.  In  other  words,  if  it  is  worth  $100,000  to  build 
a  $4,000,000  project,  and  you  give  him  a  fee  of  that,  any  schoolboy 
can  renegotiate  that. 

Mr.  JVCli.s.  My  point  is  this :  Do  you  think  there  is  any  necessity 
in  the  construction  field  for  renegotiation  to  apply  to  a  negotiated 
contract,  although  it  should  not  apply,  say,  to  a  bid  contract? 

Mr.  MacDougald.  Well,  cut  out  the  contract  entirely.  I  under- 
stand they  can  apply  what  they  want  to.  If  a  fellow  cSlls  me  in  and 
we  agree  on  the  price  and  he  puts  in  the  contract  that  "we  want  to 
renegotiate  to  adjust  the  price  at  any  time,"  we  would  gladly  take  it. 
But  here  is  what  I  think  we  should  do;  we  should  do  away  with  this 
renegotiation  law  and  insert  in  the  contracts  that  the  prmcipal  has 
the  right  to  go  into  the  question  of  cost  and  the  seller  must  demon- 
strate that  his  cost  is  right  or  revise  his  contract  downward.  The 
way  it  exists  now,  the  whole  industry  is  renegotiated  because  some 
fellow  made  an  excess  profit  on  selling  buttons  for  blouses  to  the  Navy, 
and  why  do  they  want  to  bring  in  the  construction  industry  on  that? 

As  to  this  40  percent  of  the  cases  that  they  say  have  not  been  re- 
negotiated, I  think  what  is  meant  by  that  is  that  they  did  not  take 
any  money  from  them.  But  it  takes  up  just  as  much  of  your  time  to 
get  up  the  figures  and  other  data,  whether  they  take  any  money  from 
him  or  do  not  take  any  money  from  him ;  the  only  thing  it  is  much 
pleasanter  not  to  request  any  money  from  you. 

Mr.  Mills.  My  thought  was  this,  Mr.  MacDougald :  It  seems  there 
would  be  less  occasion,  to  say  the  least,  to  renegotiate  a  bid 
contract 

Mr.  MacDougald.  There  is  not  any. 

Mr.  Mills  (continuing) .  Such  as  you  are  interested  in. 

Mr.  MacDougald.  That  is  right.     I  certainly  would  limit  the  law  to 

that. 

Mr.  Camp.  One  other  question,  Mr.  MacDougald.  I  believe  you 
stated  that  all  of  these  contracts  that  are  being  renegotiated  now  were 
let  to  you  by  reason  of  the  fact  you  were  the  low  bidder  ? 

Mr.  MacDougald.  Yes,  sir. 

Mr.  Camp.  And  in  one  of  the  contracts  where  the  principal  amount 
was  something  over  $2,000,000,  your  bid  was  $600,000  lower  than  the 
next  low  man?  .  . 

Mr.  MacDougald.  Yes,  sir,  $600,000  lower.  And  I  will  tell  you  it  is 
a  most  unpleasant  experience  to  see  that  you  are  that  lo^- 
[Laughter.] 

Mr.  Camp.  Now,  after  bidding  and  being  that  much  lower  than  youi 
nearest  competitor,  in  the  renegotiation  on  that  job  they  would  only 
allow  the  overhead  expenses  of  one  of  the  office  forces  of  the  ]Oin 
venturers  ? 
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Mr.  MacDougald.  They  did  not  allow  any ;  they  just  allowed  what 
they  call  a  profit,  and  the  two  members  to  the  venture  had  to  take 
that  and  pay  their  overhead  expenses  out  of  it.  They  just  set  up 
arbitrary  figures  of  what  you  should  have  and  called  it  "profit."  It 
is  simply  the  gross  profit. 

Mr.  Camp.  They  did  not  figure  in  any  of  your  home-office  expenses, 
the  expense  of  your  engineers  in  the  office  ? 

Mr.  MacDougald.  No,  sir ;  none  of  that. 

Mr.  Camp.  One  other  question  that  I  do  not  think  you  made  clear  t 
You  say  under  this  contract  you  had  at  Camp  Gordon  they  exercised 
their  option  to  purchase  your  equipment  and  then,  later  on,  when  you 
had  the  Alabama  contract,  you  had  to  rent  back  from  the  Govern- 
ment some  of  the  equipment  you  formerly  owned  ? 

Mr.  MacDougald.  Yes,  sir. 

Mr.  Camp.  Now,  on  what  schedule  did  you  pay  the  Government 
rental  for  that  ? 

Mr.  MacDougald.  The  U.  S.  Engineers'  schedule,  which  is  almost 
40  percent  higher  than  the  A.  G.  C.  schedule.  And  this  is  a  bid  job, 
you  know. 

Mr.  Camp.  Are  you  telling  us  when  you  had  to  rent  this  property 
which  you  formerly  owned  they  required  you  to  pay  the  U.  S.  Engi- 
neers' schedule  of  rental,  but  in  figuring  your  excess  profit  on  the  other 
job,  they  would  only  allow  you  the  A.  G.  C.  rental  ? 

Mr.  MacDougald.  That  is  right.  That  is  on  company-owned  equip- 
ment. In  other  words,  it  is  obvious  if  a  job  needs  a  shovel  or  trac- 
tor, and  say  that  shovel  or  tractor  has  a  market  price  of  $500  a  month, 
it  is  certainly  a  proper  bookkeeping  charge  to  that  job  of  not  less  than 
$500  a  month ;  whereas  they  tell  us  to  use  a  schedule  that  pays  $250 
against  the  job's  cost. 

Mr.  Lynch.  Mr.  MacDougald,  are  you  being  renegotiated  on  that 
bid  where  you  were  $600^000  lower  ? 

Mr.  MacDougald.  TesT^lr. 

Mr.  Lynch.  Lower  than  the  nearest  competitor  ? 

Mr.  MacDougald.  What? 

Mr.  Lynch.  Where  you  were  $600,000  lower  than  the  nearest  com- 
petitor? 

Mr.  MacDougald.  Yes,  sir ;  that  is  right. 

Mr.  Lynch.  Well,  you  have  had  a  headache  right  from  the  start? 

Mr.  MacDougald.  Absolutely.  ButJ^ha^^e  already  mentioned  we 
made  ajijouple  hundred  thousand  gross  on  it. 

Mr.  Lynch.  But  you  had  a  headache  when  you  found  you  were 
$600,000  low  ? 

~Mr.  MacDougald.  Oh,  terrible.    They  read   it   out,  you  know, 
[Laughter.] 

.Mr.  Lynch.  Well,  did  you  really  run  around  to  the  U.  S.  En- 
gineers' office  to  find  out  what  their  estimates  were  ? 

Mr.  MacDougald.  No.  They  generally  tell  you.  We  did  not 
bother  with  that.  When  I  told  my  superintendent,  he  said,  "That 
other  fellow  was  just  wrong;  we  can  do  that  job  for  this  price."  He 
<iid  not  want  me  to  be  discouraged. 

Mr.  Lynch.  You  did  not  want  to  hear  any  more  bids  ? 

Mr.  MacDougald.  No  ;  that  is  right. 

Mr.  Lynch.  Now,  did  I  understand  you  correctly  that  when  you 
"ad  to  hire  this  equipment,  or  other  equipment,  you  had  to  take  the 
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equipment  below  O.  P.  A.  ceiling  prices,  so  far  as  your  adjustment  is 
concerned  ? 

Mr.  MacDougald.  Or  company-owned  equipment  has  to  be  put 
into  the  jobs  at  prices  below  the  O.  P.  A.  schedule;  but,  if  rented 
from  other  parties  or  the  Government,  we  were  allowed  to  charge  up 
that  schedule  of  rental.  In  other  words,  we  were  forced  to  take  a 
loss  on  the  company's  investment  in  order  to  create  an  excess  profit. 

Mr.  Lynch.  What  I  am  trying  to  get  at  is  this :  The  Price  Adjust- 
ment Board  of  the  Army  does  not  recognize  the  schedule  of  rentals 
fixed  by  its  own  Army  engineers ;  is  that  correct  ? 

Mr.  MacDougald.  That  is  right — or  by  the  Office  of  Price  Adminis- 
tration. This  Renegotiation  Board  has  got  this  schedule  that  they 
have  said  arbitrarily  the  subcontractors  will  use. 

Mr.  Lynch.  Well,  you  know  what  I  would  do  if  I  were  you 

Mr.  MacDougald.  Commit  murder,  I  reckon. 

Mr.  Lynch.  No;  I  do  not  think  I  would  commit  murder,  but  this 
man  Mr.  Karker  seemed  to  be  a  very  fair  man,  and  I  would  place  my 
matter  in  his  hands,  and  I  suggest,  m  view  of  his  testimbny,  that  you 
take  the  matter  up  directly  with  him. 

Mr.  MacDougald.  I  would  be  delighted  to  do  so. 

Mr.  Lynch.  That  is  what  I  would  do. 

Mr.  MacDougald.  Where  is  his  address? 

Mr.  Lynch.  Mr.  Camp  will  give  it  to  you. 

Mr.  Disney.  He  quit  today ;  you  have  a  new  man  today. 

Mr.  MacDougald.  You  say  he  has  quit? 

Mr.  Disney.  Yes. 

Mr.  MacDougald.  His  ideas  were  so  fair  that  they  run  him  off. 
[Laughter.] 

Mr.  Lynch.  That  is  just  another  headache. 

Mr.  MacDougald.  That  was  a  fine  suggestion,  Mr.  Lynch.  Have 
you  another  one  ? 

Mr.  Lynch.  Yes.  I  think  I  would  take  it  up  with  the  next  man 
right  under  Mr.  Karker.  I  think  you  will  find  they  are  pretty  fair. 
They  stated  publicly  that  they  were  fair  and  they  certainly  stated  they 
did  not  want  to  drive  any  man  out  of  business  and  they  expected  people 
to  make  a  reasonable  profit. 

Mr.  MacDougald.  I  will  be  delighted  to  do  that. 

Mr.  McLean.  Mr.  MacDougald,  on  this  bid  where  you  were  $600,000 
Jow,  did  you  perform  your  work  and  get  paid  on  the  basis  of  the  bid 
price  ? 

Mr.  MacDougald.  Oh,  yes,  sir.  We  delivered  it  to  them  on  time 
at  that  price  and  made  some  money. 

Mr.  McLean.  But  no  extras? 

Mr.  MacDougald.  No  extras. 

Mr.  McLfan.  You  had  no  supplemental  contracts? 

Mr.  MacDougald.  Nothing. 

Mr.  McLean.  And  you  had  a  written  contract  with  them  that  gave 
them  the  ri^ht  to  take  the  equipment? 

Mr.  MacDougald.  Yes,  sir ;  but  we  did  not  think  they  would  exercise 
any  sweeping  movement  like  that. 

Mr.  McLean.  I  know,  but  when  you  made  the  contract  with  them, 
the  contract  contained  a  provision  which  gave  them  the  right  to  hy- 
pothecate this  machinery  ? 


Mr.  MacDougald.  Yes,  sir. 

Hr!  McLean.  And  also  stated  the  basis  upon  which  they  would  be 
permitted  to  take  it?  ,        , 

■  Mr.  MacDougald.  Yes,  sir;  that  is  right.  We  had  to  value  the 
equipment  and  agree  with  them,  with  their  engineers,  on  the  value  of 
the  equipment  when  placed  on  the  job,  and  then  a  rental  was  fixed 
for  it  and  it  gave  them  the  right  to  pay  the  difference  between  the 
valuation  agreed  upon  and  the  rental  fixed,  and  take  over  the  equip- 
ment. •  1     1 

Mr.  McLean.  And  you  signed  a  contract  with  those  provisions  m 

it  as  you  formerly  stated  ? 

Mr.  MacDougald.  Oh,  yes.    I  am  not  making  any  kick  about  that. 

Mr.  McLean.  And  you  knew  at  that  time,  if  the  Government  took 
that  over,  that  you  were  taking  a  business  risk  of  losing  machinery 
that  you  might  liave  to  supply  from  some  other  source  ? 

Mr.  MacDougald.  Yes,  sir. 

Mr.  McLean.  And  you  knew  you  might  not  be  able  to  buy  it  again  ? 

Mr.  MacDougald.  Yes,  sir. 

Mr.  McLean.  You  knew  you  might  have  to  hire  it  from  the  Gov- 
ernment ? 

Mr.  MacDougald.  Yes,  sir. 

Mr.  McLean.  And  you  knew  you  might  have  to  hire  it  from  some- 
body else? 

Mr.  MacDougald.  Yes,  sir. 

Mr.  McLean.  And  you  knew  you  might  have  to  combine  with  some- 
body else  on  a  joint  venture  to  do  the  other  contract? 

Mr.  MacDougau).  That  is  right;  we  made  those  conditions. 

Mr.  McLean.  Then  what  is  the  complaint  about  that? 

Mr.  MacDougald.  The  complaint  is  this,  that  we  are  being  required 
to  use  a  different  rental  schedule  in  determining  those  profits  than 
what  the  Government  will  rent  us  equipment  or  third  parties  will  rent 
us  equipment  for.  This  is  what  I  want  to  bring  out  about  that :  If 
you  own  a  tractor,  or  he  owns  a  tractor,  or  he  owns  a  tractor  [indicat- 
ing] and  I  need  one  and  own  one  my  money  ought  to  be  just  as  good  as 
yours,  and  I  ought  to  get  just  as  good  a  return  for  it. 

Mr.  McLean.  Absolutely.  I  concur  with  Mr.  Lynch,  that  you  have 
not  pursued  your  remedy  as  far  as  you  should. 

Mr.  MacDougaid.  You  see,  I  am  just  in  the  construction  business, 
and  there  is  a  lot  I  do  not  know. 

Mr.  McLean.  Well,  there  a  lot  of  lawyers  doing  renegotiating 
nowadays  that  would  be  glad  to  work  for  you  and  renegotiate  it. 

Mr.  Knutson.  Mr.  MacDougald,  I  waiit„tiOLCiompliment  you  on  not 
^^J^^g  permitted  them  to  destroy  your  sense  of  humor.  At  least,  you 
suU  have  that.  — ^^ ~ 

Mr.  MacDougau).  Thank  vou. 

The  Chairman.  We  thank  you  for  your  appearance  and  the  in- 
formation you  have  given  the  committee. 

Mr.  MacDougald.  I  will  communicate  with  them  at  the  first  oppor- 
tunity. 

The  Chairman.  The  next  witness  is  Mr.  William  W.  Schneider, 
secretary  of  the  Monsanto  Chemical  Co.  Please  give  the  stenog- 
raplier  your  name  and  address,  and  the  capacity  in  which  you  appear. 
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STATEMENT  OF  WILLIAM  W.  SCHNEIDER,  SECRETARY,  MONSANTO 

CHEMICAL  CO.,  ST.  LOUIS,  MO. 

Mr.  ScHXEiDER.  My  name  is  William  W.  Schneider ;  I  am  secretary 
of  the  Monsanto  Chemical  Co.,  St.  Louis  Mo.  It  owns  and  operates 
11  manufacturing  plants  at  various  places  in  this  country. 

We  have  a  few  suggestions  to  offer  respecting  the  renegotiation 
statute.  We  don't  advocate  setting  up  in  the  statute  a  complete  for- 
mula for  determining  excessive  profits  nor  do  we  advocate  providing 
a  large  number  of  standards  or  rules  for  that  purpose.  We  realize  that 
the  facts  and  circumstances  are  different  in  each  industry  and  that  they 
also  differ  widely  among  various  companies  in  the  same  industry. 
What  we  have  in  mind  is  the  insertion  in  the  statute  of  a  few  general 
principles  or  limitations  which  will  apply  to  all  companies  and  which 
cover  situations  that  we  believe  are  not  being  handled  equitably  at 
present  either  because  of  lack  of  authorization  in  the  statute  or  because 
the  renegotiating  boards  have  not  deemed  it  feasible.      "* 

We  suggest  that  renegotiation  be  applied  to  any  excessive  profits  that 
remain  after  the  excess-profits  tax  law  and  the  income-tax  law  have 
taken  their  big  share  of  the  profits  of  the  taxpayers.  The  Government 
renegotiators  are  now  endeavoring  to  reach  excessive  profits  before 
the  excess-profits  tax  law  reaches  such  profits.  We  believe  it  will  be 
found  that  in  a  very  large  number  of  cases  the  excess-profits  tax  law 
and  the  income-tax  law,  combined,  remove  all  excessive  profits  from  a 
majority  of  the  companies  that  are  subject  to  the  renegotiation  statute. 
In  addition,  the  work  of  the  renegotiators  would  be  reduced  very  sub- 
stantially and  they  could  reasonabl}^  expect  to  reach  all  companies 
they  are  supposed  to  reach.  In  addition,  duplication  of  investigations 
and  examinations,  now  conducted  by  the  Internal  Revenue  Bureau  for 
tax  purposes,  would  be  avoided. 

In  those  cases  where  the  excess-profits-tax  law  and  income-tax  law- 
have  taken  all  of  the  excessive  profits  arising  out  of  war  business  as 
well  as  that  resulting  from  the  regular  commercial  business  which  is 
not  subject  to  renegotiation,  there  is  nothing  left  upon  which  the  Gov- 
ernment renegotiators  can  operate.  From  an  administrative  stand- 
point, if  the  Goverimient  renegotiators  proceed  on  their  present  basis 
and  if  it  develops  that  it  is  physically  impossible  for  them  to  reach  or 
get  around  to  all  of  the  companies  who  are  subject  to  renegotiation, 
then  there  will  be  a  wail  of  dissatisfaction  and  criticism  that  will  reach 
untold  volume. 

In  order  to  overcome  these  administrative  difficulties  and  at  the  same 
time  accomplish  the  purposes  of  the  renegotiation  statute,  we  suggest 
that  the  renegotiation  be  with  respect  to  any  excessive  profit  that  re- 
mains after  the  excess-profits- tax  law  and  income-tax  law  have  taken 
their  chunk  out  of  pronts.  There  will  be  a  much  smaller  number  of 
companies  to  renegotiate  and  the  renegotiators  will  have  a  reasonable 
chance  of  getting  around  to  all  the  companies  that  the  statute  intended 
them  to  reach.  Under  such  a  plan,  it  probably  would  not  be  necessary 
for  Congress  to  increase  the  exemption  to  $500,000,  as  has  been  advo- 
cated in  order  to  enable  the  renegotiators  to  do  their  work  properly- 
It  is  my  opinion  that  it  is  just  as  improper  for  a  smaller  corporation 
owned  by  four  or  five  stockholders  to  retain  an  excessive  profit  on  a 
$500,000  contract  as  it  is  for  a  larger  corporation  owned  by  25,000  to 


50.000  stockholders  to  retain  an  excessive  profit  on  a  $5,000,000  con- 
tract. Also,  there  are  many  businesses  that  are  reaping  abnormal 
profits  out  of  this  war  that  are  not  subject  to  renegotiation,  such  as, 
hotel  companies,  various  transportation  companies,  and  so  forth.  They 
are  profitmg  just  as  much  from  the  war  effort  as  are  the  companies  that 
are  doing  business  directly  with  the  Government,  but  their  abnormally 
hiffh  pr(3its  are  not  reached  by  renegotiation. 

At  present,  a  company's  profits  before  taxes  must  be  computed  by 
both  the  Internal  Kevenue  Bureau  as  well  as  by  the  Governnient 
rene<^otiators.  This  duplication  of  work  could  be  avoided.  Since 
the  amount  of  taxes  payable  and  refunds  payable  under  renegotiation 
are  now  tied  together,  no  time  would  be  lost  but  much  duplication  of 
work  would  be  avoided.  We  also  believe  that  the  application  of  the 
renegotiation  statute  after  the  application  of  the  excess-profits  tax 
and  income  tax  laws  is  fair  and  equitable  to  the  companies  involved. 
It  will  be  found  that  in  most  cases  the  tax  laws  have  removed  all 
excessive  profits  that  previously  existed,  and  that  further  renegotia- 
tion is  not  necessary. 

It  is  immaterial  to  the  owners  of  an  enterprise  whether  a  charge 
against  the  return  available  to  them  is  called  an  operating  cost  or  a 
tax.  or  whether  a  tax  is  labeled  as  a  franchise  tax,  property  tax, 
excess-profits  tax  or  a  renegotiation  refund.  Likewise,  it  is  im- 
material to  them  whether  profits  otherwise  available  to  them  are 
taken  from  them  by  the  United  States  Treasury  Department  through 
the  means  of  an  excess-profits  tax  or  through  recapture  of  profits  by 
means  of  renegotiation  proceedings.  The  result  is  the  same,  namely, 
a  reduction  in  the  return  available  to  the  owners  of  the  enterprise. 
It  is  the  result  that  is  important,  and  not  the  method  or  mechanics 
of  accomplishing  it  or  the  name  by  which  it  is  called. 

Another  amendment  that  very  properly  could  be  made,  would  be 
to  exempt  from  the  statute  the  sales  of  those  products  for  which 
specific  price  ceilings  have  been  fixed  by  O.  P.  A.  I  am  referring 
to  specific  price  ceilings  and  not  to  price  ceilings  under  the  O.  P.  A.'s 
general  maximum  price  regulation.  Before  fixing  such  specific  price 
ceilings  the  O.  P.  A,  makes  sufficient  investigation  to  satisfy  itself 
that  such  specific  prices  are  fair  and  reasonable.  There  would  seem 
to  be  no  need  for  renegotiation  of  that  business. 

Mr.  DisxEY.  Name  some  types  of  the  articles  where  specific  i)rices 
lia ve  been  fixed  by  O.  P.  A . 

Mr.  ScHNEroER.  For  instance,  in  our  industry,  the  price  of  thio- 
Watholene  would  be  one  of  them.  The  Government  is  now  arrang- 
ing to  fix  a  ceiling  price  on  sulfuric  acid.  They  have  been  holding 
J^earings  throughout  the  country  in  various  cities  and  have  received 
^rom  manufacturers  their  cost  statements,  and  they  will  now  fix  the 
price  some  time  in  the  very  near  future.  And  there  are  a  number  of 
other  products  in  the  same  situation. 

Mr.  Disney.  Go  ahead. 

Mr.  Schneider.  The  statute  should  also  provide  that  renegotiation 
proceedings  should  either  give  effect  to  reasonable  post-war  reserves 
^r  permit  a  reopening  of  the  payments  if  and  when  such  post-war 
expenditures  are  actually  made.  The  fact  that  the  exact  aniount  re- 
quired for  such  post-war  purposes  is  not  susceptible  of  definite  proof 
^t  this  time,  is  not  a  sufficient  reason  to  reject  an  allowance  for  such 
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reserves,  if  the  probabilities  are  that  a  substantial  amount  of  such 
post-war  expenses  will  be  incurred. 

Those  post-war  expenses  will  be  just  as  much  a  part  of  the  cost  of 
the  war  business  as  any  other  expenses  that  are  being  paid  currently. 
If  such  post-war  reserves  are  not  to  be  allowed  then  there  should  be 
some  way  of  reopening  such  renegotiations  after  the  war  when  such 
expenditures  actually  will  have  been  made  and  when  there  is  no 
longer  any  question  as  to  their  exact  amount.  It  is  true  that  at  present 
the  excess-profits-tax  law  makes  no  allowance  for  such  post-war  re- 
serves, but  it  is  handed  in  another  way  which  partially  offsets  the 
unfairness  of  not  allowing  it  as  a  present  deduction.  I  am  referring 
to  that  provision  of  the  excess-profits-tax  law,  known  as  the  2-year 
"carry-back,"  which  provides  for  a  reduction  and  a  refund  of  earlier 
years'  taxes  if  the  profits  of  a  later  year,  such  as  a  post-war  year,  are 
less  than  the  excess-profits  tax  credit  or  exemption  for  that  year. 
The  lower  profits  in  the  later  years  could  be  the  result  of  such  post- 
war exenditures,  and  the  2-year  "carry-back"  provision  would  enable 
the  taxpayer  to  receive  a  deduction  for  them.  We  therefore  suggest 
that  some  provision  be  made  in  the  law  either  to  provide  for  an  allow- 
ance for  reasonable  post-war  reserves,  or  for  reopening  renegotiation 
settlements  if  and  when  expenditures  are  actually  made  in  a  subse- 
quent year,  if  such  expenditures  are  the  result  of  a  company's  war 
business. 

Another  point  that  deserves  the  attention  of  this  committee  is  the 
special  amortization  of  war  facilities  erected  under  certificates  of 
necessity.  Under  the  excess-profits-tax  law  and  the  income-tax  laws 
if  the  present  emergency  terminates  before  the  facility  is  fully 
charged  off  on  the  books  at  20  percent  per  year,  tax  returns  for  earlier 
years  can  be  reopened  and  a  greater  amount  of  amortization  can  be 
taken  for  the  earlier  period  and  taxes  reduced  for  the  earlier  period. 
The  Government  renegotiators  are  not  allowing  more  than  20  per- 
cent amortization  in  any  year,  and,  of  course,  at  present  there  is  no 
provision  for  reopening  renegotiation  settlements  if  it  later  develops 
that  33%  or  50  percent  is  allowable  under  the  tax  laws.  We  recom- 
mend a  change  in  the  law  to  allow  renegotiation  settlements  to  be 
reopened  in  the  same  way  and  to  same  extent  that  tax  returns  can  be 
reopened,  and  for  the  same  reasons  that  exist  for  the  tax-law  provi- 
sion, namely,  to  do  substantial  justice  to  the  taxpayer.  No  one  knows 
how  long  the  emergency  will  last.  The  companies  that  have  in- 
vested their  own  funds  to  increase  facilities  for  making  war  materials 
should  not  be  penalized  under  the  renegotiation  statute  any  more 
than  under  the  tax  statutes.  Fortunately,  the  tax  statute  recognizes 
the  equities  of  the  situation  and  the  same  reasons  exist  for  the 
renegotiation  statute  to  recognize  them. 

It  is  my  understanding  that  the  renegotiators  do  not  furnish  the 
taxpayers  any  written  statement  of  the  grounds  upon  which  they 
claim  a  refund  from  the  taxpayer. 

Am  I  correct  in  that  understanding?  [No  response.]  If  that  is 
correct,  then  I  also  understand  that  the  taxpayer  is  not  allowed  to 
use  or  have  a  copy  of  the  report  that  is  made  by  the  renegotiation 
investigators  respecting  the  business  of  the  taxpayer.  Is  that  cor- 
rect?    [No  response.] 

It  seems  to  me  that  the  taxpayer  is  entitled  to  be  furnished  ^^^^ 
of  such  report  and  be  given  a  written  statement  of  the  basis  ^^4  t  ? 
reasons  why  the  renegotiators  believe  that  the  Government  is  entitlea 


to  be  paid  a  substantial  amount  of  money  by  such  taxpaj^er.  No  other 
claimant  or  tax  assessing  official  has  the  arbitrary  right  to  assess 
taxes  without  furnishing  a  statement  of  the  grounds  and  basis  for 
such  assessment. 

Xhe  Chairman.  Mr.  Disney. 

Mr.  Disney.  Did  you  head  Mr.  Randolph  Paul's  testimony  of  the 
Treasury  Department?  He  made  a  statement  before  the  committee 
last  week.    Did  you  hear  or  read  that  testimony  ? 

Mr.  Schneider.  No  ;  I  was  not  here. 

Mr.  Disney.  That  relates  to  the  subject  that  has  been  discussed  here 
some  before  the  committee  of  renegotiation  after  taxes.  I  wish  you 
would  do  me  the  favor  of  reading  that  statement,  which  seems  to  be 
a  complete  one  and  showed  a  lot  of  thought,  and  give  the  clerk  of  the 
committee  the  benefit  of  your  views  on  that  subject  after  having  read 
Mr.  Paul's  statement. 

Mr.  Schneider.  I  shall  be  glad  to  do  that.  I  read  the  statements 
made  by  the  other  government  officials  in  the  hearing  before  the  House 
Naval  Affairs  Committee,  and  I  am  not  impressed  with  any  reasons 
they  gave. 

(The  following  statement  was  later  submitted :) 

Memorandum  of  W.  W.  ScHNEroER,  Secbetaby  of  Monsanto  Chemical  Co., 

St.  Louis,  Mo. 

When  the  undersigned  was  testifying  before  the  House  Ways  and  Means 
Committee  on  September  14,  1943,  Congressman  Disney  (p.  400  of  the  printed 
transcript)  requested  me  to  prepare  and  submit  to  the  clerk  of  that  committee 
a  reply  to  that  part  of  Mr.  Randolph  Paul's  statement  in  which  he  objects  to 
tlie  proposal  to  provide  for  renegotiation  after  Federal  taxes.  Mr.  Paul's  state- 
ment appears  on  pages  204-215  of  the  printed  transcript  of  the  hearing. 

I  believe  the  most  suitable  way  to  handle  this  matter  is  to  quote  what  appear 
to  be  Mr.  Paul's  most  important  objections  and  to  follow  with  my  reply  on  each 
such  objection. 

1.  In  the  first  three  lines  on  page  205,  Mr.  Paul  states : 

"In  my  discussion  I  shall  assume  the  proposal  contemplates  that  Federal  taxes 
would  be  allowed  as  items  of  cost  on  an  equal  footing  with  such  items  as  wages, 
raw  materials,  and  overhead." 

I  do  not  contend  that  such  taxes  are  a  part  of  the  cost  of  production,  or  that 
they  are  to  be  treated  as  such.  I  do  contend  they  are  a  part  of  the  cost  of  doing 
business,  and  that  they  represent  a  subtraction  or  deduction  from  the  amount 
available  to  stockholders,  in  the  same  way  and  to  the  same  extent  that  selling 
expenses  and  similar  items  are  subtracted.  I  further  contend  that  in  many 
cases  after  the  subtraction  of  such  excess  profits  taxes  there  are  no  "excessive"' 
profits  remaining. 

2.  In  the  next  to  last  paragraph  on  page  205,  Mr.  Paul  states : 

"Stated  in  other  words,  if  the  Government  were  to  renegotiate  after  an  allowance 
for  income  and  excess-profits  taxes,  it  would  itself  be  paying  the  wartime  tax 
levy  ostensibly  imjMJsed  on  the  war-materiel  producer." 

The  reason  for  renegotioting  after  income  and  excess  profits  taxes  is  not  to 
have  the  Government  indirectly  bear  such  taxes  but  rather  to  recognize  that 
there  might  be  no  "excessive"  profits  remaining  after  the  impact  of  such  taxes 
^Pon  the  profits.  One  of  the  principal  purposes  of  the  excess  profits  tax  law  in 
^he  same  as  that  of  the  lenejrotiation  statute,  namely,  to  prevent  profiteering 
in  this  war. 

3.  Near  the  bottom  of  page  205,  Mr.  Paul  stated : 

"In  1940,  when  the  excess  profits  tax  was  adopted,  Congress  decided  to  allow 

orporations  either  a  return  equivalent  to  the  amount  of  pre-war  earnings  or 
^  reasonable  return  on  invested  capital,  at  their  option,  before  subjecting 
wartime  earnings  to  the  excess  profits  tax.  This  established  congressional 
Policy  Would  be  nullified  if  renegotiation  were  changed  to  an  after-tax  basis.     A 

J^r^ration  with  a  high  excess  profits  tax  base  or  credit  would  pay  less  excess 
thr     *^^  ^^^^  ^  corporation  with  a  low  base,  but  would  pay  more  on  renego- 

«tion.    The  effect  would  be  to  equalize  the  position  of  all  companies." 
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The  above  statement  is  not  necessarily  true.  Two  of  the  principal  standards 
Used  by  he  Price  Adjustment  Boards  in  determining  "excessive"  profits,  are 
the  amount  of  the  contractor's  earnings  during  pre-war  years  and  the  amount 
of  his  invested  capital.  If  after  the  application  of  the  excess  profits  tax  law, 
a  contractor  still  has  "excessive"  profits  remaining,  under  my  proposal  the 
renegotiators  would  still  be  free  to  proceed  to  recapture  such  "excessive- 
profits. 

4.  At  the  top  of  page  206,  Mr.  Paul  stated : 

"The  effect  would  also  be  to  vitiate  the  relief  provisions  so  carefully  con- 
ceived by  this  committee  and  the  Senate  Finance  Committee  in  enacting  the 
1942  act,  such  as  section  722  and  the  carry-back  of  unused  excess  profits  tax  credit 
and  net  operating  loss.  In  other  words,  the  benefits  which  the  tax  laws  extend 
through  the  relief  provisions  would  be  curtailed,  if  not  eliminated,  by  the  doilar- 
for-dollar  recapture  on  renegotiation  after  taxes.  A  reduction  in  taxes  under 
the  relief  provisions  would  increase  the  amount  to  be  returned  upon  renego- 
tiation." 

Again,  Mr.  Paul's  conclusion  does  not  follow,  because  relief  section  Ts2  re- 
constructs the  pre-war  year  basis  (1936  to  1939,  inclusive)  upon  reasonable 
and  equitable  grounds,  and,  as  stated  above,  the  pre-war  earning  record  of  the 
contractor  is  one  of  the  principal  standards  used  by  the  board^  in  determining 
the  existence  or  nonexistence  of  "excessive"  profits.  The  facts  that  form  the 
basis  for  a  section  722  claim  are  also  facts  that  are  considered  by  the  renegoti- 
ating officials. 

5.  In  the  first  full  paragraph  on  page  206,  Mr.  Paul  states : 

"In  renegotiation  after  taxes,  however,  the  tax  law  would  operate  before  the 
price  had  even  been  fixed,  and  renegotiation  would  then  operate  as  an  admin- 
istratively imposed  supertax,  without  regard  to  the  pattern  of  excess  profits 
credit,  relief  provisions,  or  revenue  rates.  The  outcome  would  be  to  throw  all 
war  producers  together  and  to  extract  the  same  amount  of  money  proportion- 
ately from  each  of  them,  either  by  renegotiation  or  taxation,  without  regard 
to  the  amount  of  excess  profits,  and  without  regard  to  relative  efficiency  and  rea- 
sonableness of  price.  The  corporation  with  the  higher  excess  profit  tax  base  and 
lower  excess  profits  tax  would  pay  more  on  renegotiation  than  the  company  with 
the  lower  base  and  higher  tax,  regardless  of  procurement  policies  and  regardless 
of  the  policies  of  the  tax  laws.  I  do  not  believe  that  renegotiation  would  have 
been  adopted  if  it  had  been  regarded  as  an  additional,  indiscriminate  tax  measure. 
As  I  have  said  many  times  to  this  committee,  the  imposition  of  taxes  is  a  con- 
gressional, not  an  administrative  function." 

The  renegotiation  statute  performs  two  separate  and  distinct  functions,  (1)  to 
aid  in  fixing  reasonable  prices  for  future  deliveries  of  war  material,  and  (2)  to 
recover  or  recapture  excessive  profits  realized  on  consummated  transactions.  The 
first  primarily  is  a  procurement  function,  and  the  second  has  the  same  function 
as  an  excess-profits  tax  law,  in  that  it  requires  payment  to  the  Government  of 
profits  made  on  past  transactions.  In  the  latter  respect  it  is  a  super-excess- 
profits-tax  law,  regardless  of  statements  of  Government  witnesses  to  the  contrary. 
In  negotiating  prices  for  new  contracts  or  orders,  what  difference  does  it  make 
from  a  procurement  standpoint  whether  the  "excessive"  profits  for  a  past  period 
are  determined  before  or  after  the  application  of  the  excess-profits  tax?  I  cant 
see  that  the  determining  of  such  profits  before  or  after  taxes  will  have  any 
bearing  on  prices  for  the  future.  The  fact  is  that  the  renegotiation  of  excessive 
profits  is  done  on  an  over-all  basis  and  not  on  the  basis  of  individual  contracts, 
whereas  negotiating  of  prices  must  be  on  the  basis  of  individual  contracts. 

6.  At  the  bottom  of  page  206  and  top  of  page  207,  Mr.  Paul  states : 

"This  leads  to  a  basic  question  which  has  been  noticeably  neglected  in  previous 
discussions.  It  is  not  clear,  when  some  speak  of  renegotiation  after  taxes, 
whether  they  mean  renegotiation  after  the  final  determination  of  tax  liability  or 
after  the  tentatively  determined  tax  liability  at  the  time  of  the  conclusion  or 
renegoiatiou.  , 

"Assuming  the  first  meaning,  renegotiation  would  either  have  to  be  postponea 
until  (1)  final  determination  of  the  tax  liability  or  (2)  it  would  involve  ^  J^fJ 
tentative  closing,  subject  to  reopening  on  final  determination  of  the  tax.    If  f^* 
negotiation  were  to  be  postponed  until  after  claims  for  excess-profits-tax  rene 
had  finally  been  decided,  either  by  administrative  action  or  litigation,  or  unti 
the  effect  of  tlie  carry-back  of  the  unused  excess-profits-tax  credit  and  the  n 
operating  loss  were  determined,  it  would  become  a  meaningless  procedure  n> 
pricing.     Forward  pricing,  which  is  one  of  the  most  essential  objectives  of  ren  ' 
gotiation,  would  be  scrapped." 


In  these  renegotiation  proceedings,  as  admitted  by  the  Government  witnesses, 
no  attempt  is  made  to  ascertain  exactly  the  amount  of  "excessive"  profits, 
the  exact  percentage  of  renegotiable  and  nonrenegotiable  business,  the  exact 
allocation  between  such  renegotiable  and  nonrenegotiable  business  of  various 
expenses,  costs,  etc.  In  other  words,  much  of  the  renegotiation  is  done  on  an 
estimated  basis  or  approximate  basis  and  not  on  an  exact  basis.  It  is  no  more 
difficult  to  make  a  fairly  accurate  estimate  of  taxes  than  it  is  to  make  a  fairly 
accurate  estimate  of  the  profits  on  which  such  taxes  are  based.  Such  taxes  can 
1)6  estimated  just  as  easily  as  "excessive"  profits  can  be  estimated.  The  data 
that  is  the  basis  for  one  will  also  be  the  basis  for  the  other.  Since  renegotiation 
of  "excessive"  profits  before  excess-profits  taxes  is  not  on  an  exact  basis,  it 
would  not  be  necessary  that  such  taxes  be  computed  on  an  exact  basis  for  those 
purposes. 

7.  In  the  first  full  paragraph  on  page  207,  Mr.  Paul  states : 

"If,  on  the  other  hand,  renegotiation  were  to  proceed  to  a  tentative  closing, 
subject  to  reopening  on  final  determination  of  the  tax,  the  situation  would  be  no 
happier.  Assume  that  a  company  makes  large  excess  profits  in  1942,  pays  taxes 
thereon,  and  after  renegotiation,  agrees  to  and  makes  a  refund  of  a  portion  of 
the  remaining  profits.  In  1944  it  suffers  a  loss  which  it  carries  back  against  its 
1942  excess  profits,  thereby  becoming  entitled  to  a  tax  refund  for  1942.  The 
Government  should  then  be  entitled  to  reopen  the  1942  renegotiation  agreement. 
The  result  would  not  only  be  that  the  carry-back  provision  would  be  seriously 
frustrated;  but,  from  the  standpoint  of  certainty,  no  one  could  possibly  know 
whether  or  when  a  renegotiation  agreement  would  become  conclusive.  This  situ- 
ation would  contemplate  retaining  the  services  of  price-adjustment  boards  in- 
definitely." 

If  the  renegotiating  officials  prefer  to  have  taxes  ascertained  on  an  exact 
basis  if  excessive  profits  are  to  be  determined  after  taxes  (notwithstanding 
other  items  of  cost,  expense,  allocation,  etc.,  are  on  an  approximate  or  esti- 
mated basis),  then  there  is  no  objection  to  permitting  renegotiation  settlements 
to  be  reopened  at  a  later  date  for  the  limited  purpose  of  adjusting  the  settle- 
ment up  or  down  in  proportion  to  the  ratio  that  the  finally  determined  tax 
bears  to  the  previously  estimated  tax.  For  all  purposes,  payments  to  the 
Government  of  "excessive"  profits  on  consummated  transactions  through  rene- 
gotiation proceedings  mean  exactly  the  same  thing  to  a  contractor  or  taxpayer 
as  the  payment  of  excess  profits  taxes  on  that  same  business,  and  yet  no  one 
questions  the  propriety  of  subsequently  adjusting  and  correcting  the  amount 
of  such  taxes,  if  necessary  to  do  justice  to  either  the  (government  or  the  tax- 
payer. Everyone  would  like  to  see  all  tax  matters  as  well  as  renegotiation 
matters  promptly  closed  and  settled,  but  no  one  suggests  that  injustice  be 
done  by  refusing  to  assess  or  refund  taxes  that  are  mistakenly  underpaid  or 
overpaid.  There  is  no  sound  reason  for  handling  "excessive"  profits  under 
renegotiation  proceedings  in  any  different  manner.  Any  renegotiation  settle- 
ment should  be  reopened  only  to  the  extent  that  the  subsequently  determined 
tax  error  affected  the  amount  of  such  renegotiation  settlement. 

However,  the  undersigned  believes  it  is  not  necessary  that  such  taxes  be 
determined  on  an  exact  basis,  and  that  it  would  suffice  if  they  be  estimated 
by  the  renegotiating  officials  in  the  same  way  and  for  the  same  reasons  that 
the  other  factors  of  renegotiation  settlements  are  similarly  estimated  by  the 
renegotiating  officials.  If  renegotiation  is  to  be  applied  after  taxes  instead 
of  before  taxes,  there  is  no  more  need  for  computing  taxes  on  an  exact  basis 
than  there  is  for  computing  the  other  income  statement  items  or  renegotiable 
business  on  an  exact  basis. 

It  must  be  kept  in  mind  that  there  are  two  separate  and  distinct  funcions 
performed  by  the  renegotiation  statute.  The  first  function  is  one  of  procure- 
ment, that  is,  obtaining  reasonable  prices  for  future  deliveries,  and  is  handled 
On  the  basis  of  individual  contracts.  The  second  function  is  the  collection 
or  recapture  of  excessive  profits  on  past  transactions,  which  is  handled  on  an 
over-all  basis,  and  which  is  more  of  a  revenue  matter  for  all  practical  purposes 
notwithstanding  the  administrative  officials'  wish  to  describe  it  otherwise.  The 
effect  on  procurement  of  collecting  or  recapturing  such  excessive  profits  on  past 
transactions,  will  not  be  changed  to  any  extent  if  such  excessive  profits  are 
«>llected  after  excess  profits  taxes  instead  of  before  such  excess  profits  taxes. 
In  the  foregoing  I  have  endeavored  to  cover  the  substance  of  all  of  Mr. 
P^nl's  objections. 

Respectfully  submitted. 

William  W.  Schneider, 
Secretary  of  Monsanto  Ch-emical  Co..  St.  Louis,  Mo. 
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Mr.  Disney.  Mr.  Paul  made  a  clear  study  of  it. 

Mr.  Schneider.  If  he  made  a  better  statement  than  was  made  by  the 
t)thers,  I  will  be  glad  to  read  it. 

They  all  overlooked  the  fact  that  taxes  are  a  charge  against  the 
business.  They  come  out  of  the  company's  profits  before  they  are 
available  to  the  stockholders  just  as  much  as  the  cost  of  material 
franchise  taxes,  or  social  security  taxes,  or  any  other  item  of  expense! 

Mr.  DisNET.  You  do  not  mean  they  are  a  part  of  cost  such  as  in  cost 
accounting. 

Mr.  Schneider.  Exactly,  and  anyone  who  figures  what  a  company 
has  made  without  subtracting  income  taxes  is  just  using  a  fictitious 
figure. 

Mr.  Disney.  I  will  agree  with  you  if  you  mean  that  they  are  a  factor 
in  profits  but  not  a  factor  in  cost. 

Mr.  Schneider.  But  they  are  a  factor  in  determining  whether  or  not 
a  corporation  is  obtaining  excess  profits  out  of  the  war  lousiness. 

Mr.  Disney.  I  agree  with  you  on  that. 

Mr.  Robertson.  I  ask  unanimous  consent  to  insert  in  the  record  at 
the  conclusion  of  Mr.  Lincoln's  testimony  the  standard  paragraph 
from  the  Government  contracts  as  to  what  the  Government  will  do 
when  it  terminates  a  contract. 

The  Chairman.  Without  objection  that  will  be  done. 

Mr.  Woodruff.  Mr.  Schneider,  pursuing  the  question  of  includ- 
ing in  the  cost  of  production  the  tax  that  a  concern  or  a  corporation 
pays  because  they  are  indulging  in  a  certain  activity,  can  there  be 
any  legitimate  reason  for  not  excluding  the  tax  in  the  cost  inasmuch 
as  if  the  corporation  were  not  engaged  in  the  business,  it  would  not 
be  subjected  to  taxes  on  that  business  ? 

Mr.  Schneider.  I  think  your  statement  is  generally  true.  I  would 
like  to  make  one  little  variation  in  it,  and  that  is  this :  I  do  not  claim 
that  income  taxes  are  part  of  the  cost  of  production.  I  say  that  they 
are  just  as  effective  in  removing  excessive  profits  from  the  corpora- 
tion as  any  other  item  of  expense  the  corporation  must  bear.  They 
are  figured  at  the  end  of  the  income  statement  and  not  half  way  up, 
l)ut  nevertheless  they  are  subtracted  from  the  amount  that  is  available 
to  the  owners  of  the  company. 

Mr.  Woodruff.  The  Congress  has  taken  proper  care  of  the  excess 
profits  tax.  That  is  in  a  class  by  itself.  That  is  something  added  to 
the  normal  activities  of  the  concern;  is  it  not? 

Mr.  Schneider.  That  is  correct. 

Mr.  Woodruff.  But  after  all,  if  we  take  a  corporation  or  a  business 
organization,  even  though  it  is  a  partnership,  in  figuring  the  costs 
of  production  on  peacetime  goods,  we  will  say,  if  they  are  goin^  to 
remain  in  business  and  make  a  profit,  is  it  not  necessary  to  include 
in  their  cost — to  include  in  the  price  they  set  on  their  services  or 
products,  whichever  it  happens  to  be,  every  item  of  expense  attached 
to  doinor  business? 

Mr.  Schneider.  Yes. 

Mr.  Woodruff.  Well,  then,  if  they  are  being  taxed  because  they 
are  doing  that  business,  is  that  not  just  as  legitimate  a  part  of  the 
expense  as  anything  else? 

Mr.  Schneider.  I  think  it  is.    I  think  you  have  to  include  it. 


I  want  to  give  you  an  illustration.  In  our  own  company,  when- 
ever our  division  of  plant  managers  submit  a  proposal  for  some  plant 
addition,  or  some  new  project,  they  are  required  to  describe  the 
matter  in  detail  and  to  give  the  expected  costs  of  production  and 
must  add  to  the  selling  expense  the  administrative  expense,  and  they 
must  also  subtract  from  that  result  the  average  rate  of  tax  that  is 
then  in  effect  to  ascertain  what  the  net  return  will  be  on  that  ex- 
penditure of  money  and  whether  it  is  justified. 

Mr.  Woodruff.  In  other  words,  they  must  do  this  if  they  know 
when  a  year  is  ending,  when  their  bool^  are  balanced,  they  are  going 
to  find  themselves  making  a  profit ;  is  that  not  correct  ? 

Mr.  Schneider.  That  is  correct. 

Mr.  Woodruff.  And  we  are  doing  business  in  this  country  on  a 
profit  system,  are  we  not  ? 

Mr.  Schneider.  That  is  correct. 

The  Chairman.  Mr.  Lynch. 

Mr.  Lynch.  So  we  will  not  be  confused  about  this,  Mr.  Schneider, 
when  you  figure  your  net  profit,  you,  of  course,  take  into  account  the 
income  and  excess-profits  taxes  which  you  have  paid  out  together  with 
the  costs  of  production ;  is  that  not  so  ? 

Mr.  Schneider.  That  is  correct. 

Mr.  Lynch.  But  in  the  cost  of  production  itself,  you  by  no  means 
and  at  no  time  take  into  consideration  income  and  excess-profits 

taxes? 

Mr.  Schneider.  That  is  correct.  It  is  not  an  item  of  cost  of  pro- 
duction.   It  is  an  item  of  cost  of  doing  business. 

^f'-.  Lynch.  A  cost  of  doing  business,  and  if  you  did  not  have  any 
profit,  you  would  not  be  paying  any  excess-profit  or  income  tax,  so, 
therefore,  it  is  not  a  matter  of  cost  of  production  in  any  event.  You 
will  agree  to  that ;  will  you  not  ? 

Mr.  Schneider.  That  is  correct. 

Mr.  Woodruff.  May  I  say  it  is  a  distinction  without  a  difference. 

Mr.  ScHNEroER.  As  I  have  said,  it  is  an  item  of  cost  of  doing  busi- 
ness, not  an  item  of  cost  of  production. 

Mr.  Woodruff.  Does  not  the  cost  of  doing  business  tell  you  ex- 
actly what  your  costs  of  production  are,  because  your  objective,  of 
course,  in  doing  business,  is  to  earn  something? 

Mr.  Schneider.  Mr.  Lynch  is  correct  in  his  distinction  in  account- 
ing practice. 

Mr.  Woodruff.  I  think  that  it  is  a  distinction  without  a  difference, 
if  you  ask  me. 

Mr.  Schneider.  That  is  true. 

Mr.  Lynch.  One  more  question.  When  you  enter  into  a  competi- 
tive bid,  you  do  not  include  your  income  taxes,  or  you  do  not  include 
your  excess-profits  taxes. 

Mr.  Schneider.  We  do  in  figuring  how  much  we  can  bid,  just  as 
^e  do  in  figuring  how  much  we  can  spend  on  a  building  project. 

Mr.  Lynch.  When  you  put  in  a  bid  to  the  Government,  you  have 
already  included  in  your  bid  your  income  and  excess-profits  taxes? 

Mr.  Schneider.  We  know  that  80  or  81  percent  of  the  profit  on  that 
yill  be  taxable,  and  we  determine  what  price  we  can  make  accord- 
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Mr.  Lynch.  Then  when  you  say  you  determine  what  price  you  can 
make  accordingly,  you  mean  that  the  larger  the  taxes  paid,  the  higher 
the  bid  which  you  have  put  in  to  the  Government ;  is  that  it  ? 

Mr.  Schneider.  Yes;  if  we  expect  to  use  our  plant  facilities,  for 
that  purpose,  we  have  to  be  able  to  show  a  fair  return  to  the  stock- 
holders after  taxes. 

Mr.  Lynch.  You  may  show  a  fair  return  to  your  stockholders  after 
taxes,  but  if  you  put  income  and  excess-profits  taxes  into  your  bid, 
then  that  would  be  a  part  of  the  cost  of  production ;  would  it  not  ? 

Mr.  Schneider.  Yes.  We  do  not  put  it  in  as  a  separate  item  in  the 
bid,  but  we  keep  in  mind  the  amount  of  taxes  payable  in  arriving 
at  the  margin  between  the  cost  of  production  and  the  selling  price. 

Mr.  Lynch.  That  is  the  margin  of  profit? 

Mr.  Schneider.  That  is  right. 

Mr.  Lynch.  But  in  the  cost  of  production  itself,  in  the  break-down 
of  any  bid,  you  have  material,  vou  have  your  cost  of  l^bor,  you  have 
your  social-security  taxes  and  franchise  taxes  and  the  like,  and  your 
management  costs  and  those  are  about  the  only  things  that  actually 
go  into  the  cost  of  production ;  are  they  not  ? 

Mr.  Schneider.  That  is  correct.  From  an  accounting  standpoint, 
they  are  not  a  part  of  the  cost  of  production,  but  from  the  over-all 
standpoint,  they  are  a  part  of  the  cost  of  doing  business. 

Mr.  Lynch.  That  is  right,  and  under  no  circumstances  do  you  have 
a  break-down  which  will  show  that  when  you  put  in  a  bid  to  the 
United  States  Government,  that  in  addition  to  the  elementary  break- 
down, you  add  on  your  excess-profits  taxes  and  your  income  taxes 
and  over  and  above  that  your  ordinary  profit. 

In  other  words,  what  you  do  is,  you  take  out  of  the  amount  of  your 
profit  your  income  tax  and  excess-profits  taxes  out  of  your  profits; 
is  that  not  correct  ? 

Mr.  Schneider.  That  is  correct.  That  is  the  only  place  you  can 
take  it  out- 
Mr.  Lynch.  That  is  correct,  the  only  place  that  I  know  of. 

The  Chairman.  We  thank  you  for  your  appearance  and  the  testi- 
mony you  have  given. 

The  next  witness  is  Mr.  Walter  Harnischfeger. 

STATEMENT  OF  WALTER  HARNISCHPEGER,  PRESIDENT  OF  THE 
HARNISCHFEGER  CORPORATION,  MILWAUKEE,  WIS. 

Mr.  Harnischfeger.  My  name  is  W^ter  Harjoischf eger. 

I  am  president  of  the  Harnischfeger  Corporation,  Milwaukee,  Wis. 
We  manufacture  heavy  machinery  and  allied  products,  specifically 
cranes,  hoists,  excavators,  welders,  and  electrodes. 

The  company  of  which  I  am  the  head  has  been  in  business  60  years 
and  we  employ  about  3,000  men.  This  type  of  equipment  is  known 
as  capital  goods  and  is  an  industry  which  is  extremely  cyclical.  In 
1929  our  earnings  were  $1,200,000  and  the  sales  volume  was  $12,000,000. 

At  the  bottom  of  the  depression  our  losses  ran  over  a  million  dollars 
annually  and  our  total  volume  of  business  was  less  than  2  million- 
In  a  period  like  this  you  cannot  give  capital  goods  away.  Our  em- 
ployment in  1929  was  2,500  men  and  dropped  ^o  less  than  500  men 
working  short  hours. 


I  am  giving  you  this  preview  to  illustrate  why  it  is  necessary  for  us 
to  retain  some  reserves  in  the  good  years  to  maintain  an  organization 
for  the  poor  years.  Incidentally,  our  personnel  as  far  as  engineering 
and  foremen  in  production  are  concerned  is  highly  skilled  and  difficult 
to  train.  We  performed  an  outstanding  job  for  the  armed  services. 
T  ast  year  we  shipped  $36,000,000  worth  of  equipment  from  substan- 
tially the  same  floor  space  as  we  did  $12,000,000  worth  in  1929.  The 
incoming  and  outgoing  carloads  into  and  out  of  the  plant  more  than 
quadrupled  so  that  our  tonnage  production  was  outstanding.  We  pro- 
duced this  entire  volume  of  business  on  our  own  capital  with  the  ex- 
ception of  $600,000  worth  of  tools  which  were  leased  from  the  Gov- 
ernment at  their  insistence  that  we  increase  our  crane  production  50 
percent  in  the  middle  of  1942  to  1943— which  we  did.  . 

r-  tast  year  we  paid  a  little  under  $5,000,000  in  taxes.  This  year  w6 
^pay  10  million  in  taxes  and  for  every  $10  paid  in  taxes  we  retained 
$1.45  net,  so  that  the  Government  secured  an  extremely  large  percent- 
age of  our  gross  profits  J  Meanwhile  we  are  manufacturing  our  regu- 
lar lines.  We  producedT in  2  years  a  volume  of  crane  business  that  we 
produced  in  the  previous  13  years.  We  were  in  the  black  prior  to 
the  war  and  our  normal  taxes  which  would  have  run  substantially 
under  a  million  dollars  and  normal  profits  might  have  continued  over 
a  10-year  period. 

We  could  very  easily  have  gone  to  the  Government  and  asked  for 
10  million  dollars  in  plant  and  equipment  in  order  to  accomplish  the 
results  which  we  did.  I  know  of  people  in  the  heavy  goods  industry 
that  did  this  and  did  not  perform  relatively  greater  so  far  as  produc- 
tion is  concerned. 

Electrodes  were  one  of  the  most  critical  items  in  the  war  production 
and  we  increased  our  production  from  1,000,000  pounds  a  month  to 
0,000,000  a  month,  using  our  own  capital  in  order  to  accomplish  this. 
We  turned  down  several  million  dollars  in  crane  business  which  the 
\y.  P.  B.  wanted  us  to  take  without  knowing  the  building  and  the 
cycle  of  operations  that  these  cranes  were  required  for,  and  in  so 
doing,  rendered  the  taxpayers  a  substantial  service. 

Our  industry  has  been  built  up  over  many  years  on  the  basis  of 
competitive  bidding  and  in  most  industries  in  which  we  operate,  we 
bave  been  known  as  low-cost  producers.  We  give  liberally  of  our 
time  and  that  of  the  organization  to  help  less  experienced  Govern- 
ment agencies  in  the  development  of  new  procedures  and  welding  and 
were  among  the  first  who  developed  electrodes  for  welding  armor 
plate. 

We  had  several  sessions  with  the  Renegotiation  Board  and  de- 
veloped some  elaborate  figures.  They  agreed  our  cost  and  overhead 
^gures,  sales  expense  and  advertising  and  salaries  and  supervision 
costs  were  on  a  very  conservative  basis.  They  finally  set  a  figure 
asking  for  an  over-all  total  of  6  million  dollars  additional  on  the 
theory  of  renegotiation.  This  practically  cuts  our  gross  profit  in 
^'alf  and  reduces  a  2  million  dollar  surplus  by  one-half.  I  might  say 
that  our  surplus  in  1929  was  3  million  and  at  the  end  of  1942  was 
2  million  dollars.  Our  average  earnings  over  this  period  were  $80,000. 
After  having  done  an  outstanding  job  and  sold  our  markets  forward 
fronri  10  to  15  years,  this,  in  my  opinion,  does  not  leave  us  ample 
Working  capital  to  meet  the  situations  that  we  are  confronted  with. 
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This  country  was  built  on  the  theory  of  free  enterprise  and  if  the 
capitalistic  system  is  to  survive,  certainly  there  is  no  one  better  know- 
ing  the  cyclical  problem  than  those  who  are  engaged  in  it.  Our  rene- 
gotiation is  adjudicated  by  a  board  consisting  of  men  who  know  noth- 
mg  about  an  industry  problem  of  this  type. 

Our  industry  requires  tremendous  investments  in  equipment  in 
order  to  produce  heavy  machinery.  It  is  estimated  that  from  $8  000 
to  $12,000  per  man  is  required  in  the  way  of  capital  equipment. '  If 
the  Government  is  not  far-sighted  enough  to  keep  an  industry  of  this 
type  from  deteriorating,  it  would  be  necessary  for  them  to  maintain 
equipment  of  this  nature  and  an  organization  of  this  type  at  the  ex- 
pense of  the  Government  in  order  to  be  in  readiness  for  future  emer- 
gencies.    This  would  be  the  equivalent  of  some  form  of  state  socialism. 

You  have  had  a  great  deal  of  discussion  these  days  about  after-the- 
war  planning.  At  the  present  time  we  are  employing  about  1,500 
men  on  the  crane  business  alone.  By  January  1  we  wilFbe  employing 
about  20  percent  of  that  number.  If  we  Want  to  retain  a  reasonable 
number  of  our  men  on  the  pay  rolls  during  the  post-war  period 
we  must  have  working  capital  so  that  we  can  take  some  chances  in 
developing  new  lines. 

During  the  last  depression  we  developed  welders  and  electrodes. 
This  required  an  investment  of  $500,000  before  we  got  in  the  black. 
We  also  turned  one  department  into  the  manufacture  of  prefabri- 
cated houses.  This  required  a  million  dollars  investment  before  it 
got  into  the  black. 

I  am  bringing  out  these  facts  to  indicate  clearly  that  if  you  want  a 
healthy  condition  in  this  type  of  an  industry  which  must  figure  on  long 
cycles,  you  cannot  maintain  employment  if  you  drain  from  industry 
its  seed  money  or  working  capital. 

I  am  of  the  opinion  that  the  Renegotiation  Act  should  be  repealed 
and  I  am  further  of  the  opinion  that  the  problem  of  renegotiation, 
falls  into  two  categories:  One  being  a  procurement  problem  and  the 
I   other  one  of  raising  revenue — or  taxation. 

I  am  further  of  the  opinion  that  if  the  armed  services  who  are 
doing  the  renegotiation  indicate  the  specific  places  where  thejpresent 
revenue  act  does  not  siphon  sufficient  profits  from  industfy7then  the 
I  revenue  act  should  be  amended,  and,  if  necessary,  a  higher  excess- 
\  profits  tax  drained  off  of  the  type  of  business  that  can  stand  it. 

Certainly  the  rules  of  the  game  should  be  uniformly  and  definitely 

established.    In  our  case  we  were  informed  that  the  formula  which 

was  used  was  the  same  as  accepted  by  one  of  our  competitors.    In  the 

meantime,  we  found  out  that  two  of  our  competitors  got  better  offers. 

Furthermore,  it  must  be  taken  into  consideration  that  only  about 

6  percent  of  the  life  of  a  crane  will  be  used  for  the  war  effort.    This 

is  not  given  any  consideration  and  on  our  repair  business  which  has 

been  carried  on  through  many  years  of  selling  equipment  to  private 

buyers,  they  arbitrarily  took  a  SO-percent  figure. 

/    JiiLjoaj  opinion,  the  Renegotiation  Act  is  un-American,  and  if  it 

were  adjudicated  by  the  type  of  Supreme  Court  under  which  this 

coimtry  grew,  J  question  very  much  whether  it  would  be  declared 

— fienstitutionalj  Certainly  Anierican  industry  has  done  such  an  oiit- 

'   standmg  job  in  creating  materials  to  meet  this  emergency  that  the 


j^jgh-pressure  methods  which  are  being  utilized  in  order  to  make  this 
law  effective,  in  my  opinion,  are  extremely  unsound. 

The  Chairman.  Mr.  Wasielewski. 

Mr.  Wasielewski.  Will  you  tell  us  on  what  basis  the  contracts  were 
made  that  you  have  with  the  various  Government  agencies?  Were 
they  on  a  cost-plus,  negotiated  or  competitive  bidding  basis  ? 

Mr.  Harnischfeger.  Well,  some  of  them  were  on  competitive  bid- 
ding and  some  of  them  on  a  negotiated  basis. 

Mr.  Wasielewski.  W^hat  consideration,  if  any,  was  given  by  the 
negotiators  to  the  fact  that  after  this  war  is  over  the  markets  so  far 
as  the  products  you  make  are  concerned,  will  be  saturated ;  that  is, 
there  will  be  an  oversupply  of  them  for  many  years  to  come  ? 

Do  they  give  that  any  consideration  at  all  ? 

Mr.  Harnischfeger.  I  think  the  answer  is  in  the  offer.  I  do  not 
think  any  consideration  was  given. 

Mr.  Wasielewski.  We  were  assured  by  the  representatives  of  the 
War  and  Navy  Departments  that  industries  like  yours  would  be  given 
consideration  in  view  of  the  fact  that  they  are  oversupplying  the 
available  market  with  their  particular  product,  and  that  after  the  war 
they  would  either  have  to  find  a  new  field  of  endeavor  or  wind  up 
their  affairs  for  a  time  until  the  existing  supply  of  their  product  might 
be  consumed. 

Mr.  Harnischfeger.  I  do  not  know  whether  they  had  those  instruc- 
tions. I  merely  go  by  the  offer,  and  after  all,  that  is  what  is  facing 
us.  We  have  got  a  practical  problem.  If  we  accept  the  offer,  we 
have  got  to  give  the  Government  a  check  of  $6,000,000,  in  addition  to 
the  one  that  we  have  given  them,  or  will  give  them. 

Mr.  Wasielewski.  I  thank  you. 

The  Chairman.  Mr.  Disney. 

Mr.  Disney.  Mr.  Harnischfeger,  referring  to  the  matter  of  renego- 
tiation of  the  repairs  to  cranes,  that  interested  me. 

Are  you  being  renegotiated  on  items  of  repairs  on  cranes? 

Mr.  Harnischfeger.  Yes.  In  other  words,  our  repair  business  runs 
approximately  $2,000,000  annually,  and  out  of  that,  $1,000,000  was  to 
be  renegotiated.  I  might  say  that  we  are  not  at  all  anxious  to  sell 
repairs  at  this  time.  We  wrote  all  of  our  users  in  the  interest  of  get- 
ting the  maximum  production  out  of  the  country  that  we  suggest  Siat 
they  do  not  purchase  any  more  repairs  than  necessary  because  I  for 
one  am  very  much  opposed  to  having  this  defense  program  cost  a 
penny  more  than  necessary  because  I  am  a  taxpayer  of  this  country 

u  ^^  ^^*  unmindful  that  this  war  has  to  be  paid  for. 

Mr.  Disney.  What  is  the  average  life  of  a  crane? 

Mr.  Harnischfeger.  The  life  of  a  crane  ?  Well,  the  first  one  w& 
iJUilt  was  about  54  years  ago,  and  it  was  sold  to  the  Union  Pacific  shops 
'^nd  it  is  still  running. 

Mr  Disney.  You  mean  that  you  are  being  renegotiated  on  repairs 

lor old  cranes  like  that?  &         &  f 

biffu  -^^^^schfeger.  Of  course,  we  did  not  take  every  specific  item, 

out  that  is  the  make-up  of  our  product.    Another  thing  is,  we  sell  our 

xcavators  to  a  contractor  and  a  very  substantial  portion  of  the  con- 

ruction  equipment  like  drainage  equipment,  and  equipment  sold  to 
i^^^^J^ties,  and  so  on,  and  while  it  is  probably  not  tied  into  the  war 

on  the  facts  are  they  still  have  to  have  some  repairs  in  order  to 
''maintain  that  type  of  operation. 
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Mr.  Disney.  Then  you  mean  you  are  only  being  renegotiated  oii 
repairs  to  cranes  that  are  in  operation  for  defense  purposes? 

Mr.  Habnischfegek.  In  other  words,  they  developed  a  figure  in  a 
percentage  to  the  total  sales  on  each  one  of  the  lines  that  we  are  in. 

Mr.  DisNET.  Did  not  they  segregate  the  materials  and  repairs  and 
costs  that  went  into  the  crane  repairs  not  engaged  in  the  war  effort^ 

Mr.  Harnischteger.  ^'o;  that  probably  would  be  an  impossibility, 
or  an  impractical  task  because  of  the  many  detailed  figures  that  would 
be  required  in  order  to  calculate  it. 

**%lr.  DiSNET.  Well,  since  you  are  in  this  type  of  business,  what  is 
your  judgment  as  to  what  backlog  you  ought  to  have  for  post-war  con- 
ditions? .  .      T/E      1 

Mr.  Harnischfeger.  That  is  a  question  that  is  dimcult  to  answer 
because  of  the  fact  that  we  again  have  to  look  over  the  situation  from 
not  1  or  2  years,  but  for  10  years,  and,  of  course,  naturally  our  position 
is  we  ought  to  have  as  much  working  capital  as  possible.  The  more 
we  have,  the  bigger  the  chances  we  would  be  willing  to  take.  In  my 
<)pinion,  and  I  appeared  before  the  taxation  committee  last  year,  I 
felt  an  80-percent  tax  was  the  maximum  that  our  industry  could 
stand.  In  other  words,  if  we  are  left  20  percent  of  our  gross,  we  need 
that  much  at  least  in  order  to  have  some  funds  iO-go  to  work  and 
develop  new  lines  of  equipment  and  rearrange  our  plants  and  purchase 
.new  equipment  and  take  all  the  hazards  that  are  required  in  business. 

Now,  I  notice  the  question  has  come  up  a  number  of  times  about 
excessive  profits.  I  might  state  that  our  net  profit  on  our  turn-over 
of  $36^000,000  last  year  was  4i^  percent.  I  consider  that  extremely 
inea^rf  or  an  industry  whei-e  the  turn-over  is  relatively  slow.  In  other 
words,  ordinarily,  you  would  think  in  normal  times  that  10  percent 
net  profit  in  the  manufacturing  business  with  its  hazards  is  a  normal 

--Mr.  Disnet/WcU  now,  a  tax  statute  treats  all  manufacturers  alike. 
It  has  to  in  its  rates  in  order  to  be  a  reasonable  tax  statute. 

Now,  the  tax  statute  would  not  differentiate  between  a  contractor 
who  makes  cranes  and  the  contractor  who  makes  some  other  less 
cyclical  tvpe  of  equipment.  How  can  we  expect  the  renegotiators, 
if  we  keep  tliis  law  in  effect,  to  draw  a  distinction  between  your 
business  and  the  other  lines  of  business  that  are  less  cyclical  ? 

Mr.  Harnischteger.  I  do  not  think  the  tax  structure  is  a  hundrea 
percent  fair  to  business. 

Mr.  Disney.  It  cannot  be  ?  . 

Mr.  Harnischteger.  It  cannot  be ;  no,  sir.  It  so  happens  m  oui 
business  that  we  are  working  on  the  invested-capital  basis,  because 
we  had  poor  earnings  under  the  average-earning  basis,  and  because 
of  having  poor  base  years  we  paid  this  enormous  $10,000,000  tax. 
1  am  mereiy  bringing  out  the  fact  that  I  do  not  believe  you  can  Una 
any  method  of  taxation  that  is  a  hundred  percent  equitable  to  every- 
body, and  by  that  token  I  say  that  at  least  in  your  tax  structure  >ou 
have  got  uniform  rules  of  the  game.  And  I  think  Mr.  Lincoln  s 
very  correct  in  his  statement  that  under  the  Kenegotiation  Act  ui 
question  of  the  life  or  death  of  business  or  industry  is  in  the  lianu^ 
of  a  board  of  five  men,  without  any  means  of  appeal  to  the  courii^, 
and  I  do  not  think  that  is  a  sound  piece  of  legislation  lor  i" 
country. 


j^r.  Disney.  I  return  to  the  question  I  asked  a  little  while  ago. 
^ith  a  statute  in  this  form,  you  would  hardly  expect  the  Renegotiat- 
ing Board  to  distinguish  between  them  any  more  than  the  tax  statute 
distinguishes  between  them.  Would  you  expect  them  to  do  more  than 
that  in  bringing  about  uniformity? 

Mr.  Harnischteger.  The  only  thing  is,  as  far  as  the  tax  structure 
is  concerned,  that  is  a  law  under  which  the  tax  department  uses 
strictly  the  same  measures  for  every  one  of  my  competitors,  and  in 
renegotiation  there  are  so  many  unknown  phases  of  the  problem, 
which  I  indicated  in  my  report.  In  other  words,  I  get  one  kind  of  a 
settlement,  and  a  competitor  gets  another  type  of  settlement,  and  the 
result  is  that  in  my  opinion  they  are  asking  me  to  gamble.  I  am  not 
a  gambler ;  I  am  a  manufacturer.  Not  only  that,  but  so  far  as  I  am 
concerned  I  do  not  want  to  become  the  richest  man  in  the  cemetery. 
I  do  not  eat  this  money,  but  I  do  have  to  have  money  in  order  to 
employ  people.  What  I  mean  is  you  cannot  run  a  business  without 
having  working  capital,  and  in  a  business  of  this  type  there  are  large 
investments  which  must  be  made  from  time  to  time.  In  other  wordTs, 
our  reverse  cycle  works  just  as  rapidly.  When  we  have  not  got  our 
total  volume,  and  cannot  get  our  total  volume,  we  go  into  reverse  on 
losses  as  rapidly  as  we  go  up  on  profits;  and  of  course  it  is  impossible 
to  generate  heavy  equipment  business.  What  I  mean  is  that  I  cannot 
go  out  and  promote  that  type  of  business  as  I  would  some  smaller  article 
that  is  sold  to  the  consumer. 

Mr.  Disney.  Do  you  mean — you  mentioned  two  of  your  competitors 
in  your  paper 

Mr.  Harnischteger.  Yes. 

Mr.  Disney.  That  they  got  a  better  deal  than  you  got  in  the  re- 
negotiation ? 

Mr.  Harnischteger.  That  is  what  they  tell  me. 

Mr.  Disney.  Did  your  competitors  tell  you  that  ? 

Mr.  Harnischteger.  Yes,  sir. 

Mr.  Disney.  I  imagine  that  under  renegotiation  there  is  not  any 
question  of  changes  in  the  rules.     There  are  not  any  changes  in  rules. 

Mr.  Harnischteger.  I  might  say  that  I  attended  a  meeting  some 
time  ago  on  the  Pacific  coast.  I  happened  to  be  there,  and  they  had 
a  meeting  at  which  this  whole  matter  of  procurement  and  renegotia- 
tion was  discussed  from  all  angles ;  and  the  people  who  were  in  charge 
of  the  adjudication  out  there,  the  Army  and  Navy  people,  said,  "Well, 
if  you  people  don't  play  ball,  we  will  use  persuasive  methods,  and 
the  effect  will  be  that  you  won't  receive  contracts." 

Now,  of  course,  so  far  as  I  am  concerned,  I  would  a  damned  sight 
rather  deal  with  private  industry ;  and  there  are  a  great  many  things 
that  I  have  recommended  to  the  Government,  some  of  which  have 
been  adopted  from  time  to  time,  in  order  to  reduce  the  cost  of  this 
^ar.  For  instance,  I  am  very  much  in  favor  of  letting  large  con- 
tracts, instead  of  giving  us  a  contract  for  a  year  in  advance,  figure  the 
time  of  procurement,  the  time  of  manufacturing,  and  then  award  and 
contract  for  one-quarter  of  a  year  at  a  time.  I  think  that  would  mean 
)ess  hazard  for  the  Government  and  less  hazard  for  the  manufacturer 
^^  tlie  adjustment  of  these  contracts. 

There  are  a  great  many  phases  of  this  procurement  that  in  my 
opinion  are  things  that  have  got  to  be  improved;  but  that  is  a  job 
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for  procurement.  If  I  have  a  poor  purchasing  agent  I  cannot  ask  the 
Government  to  make  up  the  loss  that  I  have  had  from  the  purchasing 
department ;  and  in  my  opinion  this  law  violates  the  sanctity  of  the 
contract. 

As  an  illustration,  we  purchase  material  from,  say  Hyatt  Bearing 
Corporation,  and  w^e  enter  into  a  contract,  and  6  months  later  I  find  that 
General  Motors  has  earned  substantially  more  than  I  have.  Well,  I 
cannot  say  to  the  procurement  fellows,  "Gentlemen,  you  have  over- 
charged me."  In  other  words,  I  have  entered  into  a  contract  and  have 
paid  my  bill,  and,  of  course,  the  profit  is  his,  and  so  far  as  the  Govern- 
ment is  concerned,  they  have  a  tax  and  revenue  law,  and  they  are  getting 
from  various  manufacturers,  in  my  opinion,  what  they  are  entitled  to 
under  the  Revenue  Act. 

There  is  another  phase  of  it.  There  is  a  certain  phase  of  our  busi- 
ness that  is  very  similar  to  what  Mr.  MacDougald  cientioned~the 
•^^^^ineering  sales  type;  — €^f  ronrSJJ,  we  inal[e  up  estimateslBased  on 
our  experience,  but  those  estimates  are  not  always  correct.  There  are 
unforeseen  hazards;  there  are  erection  problems  in  the  field;  and,  of 
course,  based  on  years  of  experience,  we  put  in  contingencies,  and 
sometimes  we  do  not  have  enough  contingencies,  and  we  go  into  the  red 
and  lose  money  on  the  contract.  But  in  the  60  years  that  we  have 
been  in  business,  while  in  many  years  we  have  had  a  loss,  we  have  never 
gone  to  a  contractor  and  said,  "We  have  lost  so  much  money;  now 
give  us  something  back."  In  other  words,  I  think  it  is  a  very  one-sided 
law.  There  are  risks  in  doing  business,  and  in  my  opinion  if  the 
private  enterprise  system  is  to  survive,  you  have  got  to  reward  it  with 
some  profit. 

Mr.  Disney.  I  think  that  is  all. 

The  Chairman.  On  this  question  of  post-war  needs  of  business  and 
a  backlog  for  the  corporation  or  the  individuaT^as  Felween  renegotia- 
tion and  taxes,  it  is  likely  that  almost  every  corporation,  every  busi- 
ness, every  individual,  feels  that  they  can  use  to  advantage  in  post-war 
days  every  dollar  that  they  have  made.  It  is  more  a  question  of  pres- 
ent war  needs  to  meet  the  emergency  than  it  is  of  post-war  reserves. 
What  about  present  war  needs?  What  about  the  burden  upon  future 
taxpayers  that  we  will  have  to  impose  to  meet  present  war  needs?  I 
think  we  are  not  laying  enough  stress  on  the  present  war  needs  that 
affect  every  individual  and  every  corporation ;  how  much  tax  they  shall 
pay  and  how  much  they  shall  return  to  the  Government  as  the  result 
of  renegotiated  contracts. 

Mr.  Harnischfeger.  If  you  will  permit  me,  present  war  needs 

mean,  in  my  opinion,  maximum  production  at  the  lowest  possible  cost. 

Now,  that  is  what  we  have  given  to  the  Government.    We  did  not  go 

'   to  the  Government  and  say,  "Well,  give  us  10  million" •   .... 

The  Chairman.  I  am  not  talking  about  your  concern  now ;  it  is  ]ust 
a  general  proposition — ^that  in  talking  about  post-war  reserves  ana 
backlog  we  are  underemphasizing  present  war  needs.  , 

Mr.  Harnischfeger.  Do  not  forget  this,  gentlemen:  In  a  type  oi 
business  such  as  this  we  cannot  change  our  methods  in  24  hours.  VVe 
must  plan  ahead. 

The  Chairman.  I  hope  my  question  did  not  suggest  that. 

Mr.  Harntschteger.  No;  but  I  am  merely  bringing  out  this  point- 
If  we  want  to  plan  ahead  for  the  coming  year,  we  must  have  reason- 


able assurance  that  we  can  meet  our  commitments  in  the  way  of  any 
development  which  will  be  operating  6  months  or  a  year  hence. 

The  Chairman.  Suppose  I  did  not  pay  my  taxes  this  year,  and  I 
^ould  like  to  be  assured  that  next  year  I  would  be  able  to  meet  any 
financial  requirement  that  might  come  up— siclmess  in  my  family  or 
some  unexpected  requirement,  where  I  would  not  pay  my  taxes  at  all. 
But  I  must  pay  my  taxes  this  year  out  of  my  profits  this  year  and  let 
the  next  year  take  care  of  itself. 

Mr.  Harnischfeger.  Of  course  that  is  true. 

The  Chairman.  If  I  get  caught  in  an  emergency,  the  chances  are 
that  I  can  borrow  money  and  take  care  of  it  somehow. 

Mr.  Harnischfeger.  I  can  only  answer  that  in  this  way.  If  you 
have  financed  a  $36,000,000  volume  of  business  you  are  extreniely 
familiar  with  the  hazards,  and  I  will  not  talk  about  that.  I  am  not 
talking  about  the  hazards  that  we  are  taking,  rif  this  war  terminatesr 
which  It  will,  and  if  the  Government  cancels  $75,000,000,000  worth  in 
war  contracts,  this  would  undoubtedly  create  a  great  repercussion  in 
the  entire  metal  working  industry  and  those  of  us,  who  are  engaffed 
in  this  line  of  endeavor,  will  have  to  carry  a  certain  percentage  of  inven- 
tory which  is  not  covered  by  Government  contracts  and  consequently 
will  have  to  take  a  substantial  inventory  loss.  For  th^s  reason,  we  must 
have  an  opportunity  to  set  up  reserves  at  this  time  *j-vV  .  '         

The  Chairman  My  question  did  not  imply  the  meetmg  of  pay 
rolls.    It  did  imply  what  we  should  do  in  this  war  at  tht  present 

a°^^roIls  ^  ^^^^^  *^^^  ^^  ^^^"^^  ^^*  ^^^P  ^P  ^"^ 

mS^'^l^mnooo^T*  ^^5  l)u^naturally  when  a  business  has  to 

^  nn.  v^'.^T  f  -^  ^f  ^'  u^'^^  '*  ^^'  S^*  *^  "^^^*  «^  a  certain  day 
n  one  year  that  is  a  tough  achievement;  and  then,  of  course,  if  after 

^ZhrL'Z'"^'}'  ^^?r^  ^^'\y^^  go  to'  work  and  attach 
n.  n  ft '?  •  '^ ''''  ^^^'  ^^  ^^^*'  ^^^'^  ^  «^y  *h^^  is  a  method  of  hold- 
mg  up  that  m  my  opinion  is  not  sound  for  the  Government  and  it 

u  ^^""^  ^"""^  *^^  ^i^i^^^s  of  this  country.  ' 

M^floSe±"'  ^^'''"'"'''  ^  ^"  '"''  ^"^'  *"  ''''''''''  '^^'  ^^ 

Mr  Ktf^''''™'f  ^;  ^'''  ^  ^"^  ^^^  ^^^*  to  resurrect  that  either. 

tam!V  .^^^^-  -^^  ^*  your  conce^taonjhat  youhave  been  obliged 
t»  make  settlements  under  duress  ?  >-=-^r.-~-  5^^^«^-^  ooiigea 

^  ^tu^^'^wf  C^^-  ^"iT't^^^t  ^ould  you  do?    After  all,  we  have 
set  up.    We  budget  our  business  every  30  days,  and  we  figure  out 

^e  cX,r^'^''-  ^t  ^^^^*^"^  ^^'  ^^^^^  bee/rkised  iTereT  How  do 
^e  calculate  our  profits  m  our  cost?    Well,  I  suppose  every  Se^ 

SctTwr'Y  i.l^'^^S  ^osts  and,  ^s  far  as  our  prLdure^ 
Ca  c^J'I'f^J^^t  those  costs  every  3  months,  and  when  we  calcu- 

w  mu7^t  •  "^V  i'''/^''^^^  ^^  ^^^  *^  *^^  ^ost  the  taxes  which 
^oT^^J^W^^^  *^  ^^l  Government;  and,  naturally,  if  you  go  to 
certai'""^  <^alcukte  according  to  a  law  that  is  on  the  statute  books  a 

£  arroT^  ' P^  '^'  '""'l  "^  ^""^^  '^^^  ^^^i^^ss'  ^nd  then  some 
i^  not'o^.f  ,^^^  Government  comes  along  and  says,  "Well,  boys,  this 

^CvT^  ^''?"^^'  Ti  .^^^\got  to  have  an  additional  6  million,'^ 
^^a^wTfedTnSsUy^^^^  '^''  '  "'''""  ^"'  ^^  "^^^^^  -P^^^l 
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Mr.  K[nutson.  Do  you  think  that  the  excess-profits  tax  would  take 
care  of  your  situation  adequately? 

Mr.  Harnischfeger.  Of  course,  incidentally,  under  the  excess- 
profits  tax  we  have  this  10-percent  reserve  for  post-war.  In  other 
words,  instead  of  paying  90  percent  we  paid  80  percent.  Now,  I  had 
a  rapid  calculation  made.  I  just  got  these  renegotiation  figures,  and 
calculating  these  matters  is  a  big  involved  job;  but  we  had  set  up  on 
a  post-war  reserve  $900,000.  I  think  we  can  spend  that  very  easily 
iircunverting  our  plant.  But  assuming  we  had  worked  on  that  plan, 
under  this  new  arrangement,  under  this  additional  $6,000,000  levy, 
that  amount  drops  down  to  $450,000. 

Now,  the  point  is  that  in  the  industry  I  am  in  we  have  done  our 
job  for  the  Government.  In  other  words,  capital  goods  have  reached 
their  peak.  But  the  problem  of  maintaining  a  nucleus  at  least  of  an 
organization  and  keeping  it  on  a  profitable,  tax-prdducing  basis,  is 
up  to  management,  and  we  have  made  plans  which  we  wanted  to  put 
in  production  by  January.  Now,  of  course,  if  you  have  got  to  buv 
tools  and  equipment  for  those  lines,  you  have  got  to  design  jigs  and 
fixtures,  and  it  is  a  lot  different  to  contract  for  $900,000  than  for 

$450,000, 

T:n  other  words,  so  far  as  I  am  concerned,  the  Government  can  write 
its  own  ticket.  If  they  want  me,  as  a  company,  to  shrink  down, 
eiii£loy„  fewer  men,  and  get  back  to  a  one-horse  concern,  why,  that 
is  what  I  will  do.  If  they  will  leave  me  sufficient.  wi)rking  capital 
so  that  I  can  keep  as  many  men  as  possible,  I  will  try  to  work  with 
my  engineering  forces  on  plans  to  convert  some  of  the  capacity  which 
we  have  into  different  lines. 
^^^^^r.  Knutson.  Of  course,. it  is  concerns  like  yours  all  over  the 
country  that  we  will  have  to  look  to  to  absorb  the  labor  slack  after  the 

armistice  ? 

Mr.  Harnischfeger.  I  would  think  so ;  and  in  my  opinion  that  is  a 

paramount  subject. 

Also— this  may  be  a  little  irrelevant— if  I  were  looking  to  get  i 
billion  dollars'  worth  of  additional  revenue,  I  would  immediately  get 
into  the  cost  of  running  this  Government.  I  would  cut  from  a  budget 
of  104  billion  and  I  would  try  to  salvage  6  or  7  billion  dollars  m  tlie 
cost  of  operating  the  Government.  Now,  of  course,  they  say  that  is 
not  practicable,  but  that  is  what  we  do  in  business. 

Mr.  Knutson.  Well,  it  might  be  practical,  but  it  would  not  De 
popular  in  the  executive  branch.  , 

The  Chairman.  We  thank  you  for  your  appearance  and  for  tne 
information  you  have  given  the  committee. 

The  next  witness  is  Mr.  Percy  Ridings,  vice  president  of  the  Syra- 
cuse Supply  Co. 

STATEMENT  OP  PERCY  RIDINGS,  VICE  PRESIDENT,  SYRACUSE 

SUPPLY  CO. 

The  Chairman.  You  may  proceed,  Mr.  Ridings.  Kindly  give  you^ 
name  and  address  to  the  reporter.  , 

Mr.  RmiNGS.  Percy  Ridings,  Syracuse,  N.  Y.  I  am  down  on  tne 
calendar  here  as  an  officer  of  a  corporation,  but  I  am  here  in  ^^^^^^^^^  t 
of  the  industrial  supply  industry  of  the  country,  which  is  made  up  o 


approximately  1,845  houses  employing  in  the  neighborhood  of  75,000 

^^First  I  want  to  say  that  this  industry  manufactures  nothing.  We 
purchase  from  manufacturers  of  industrial  supplies,  and  we  buy  on 
prices  filed  by  the  manufacturers  with  O.  P.  A.  We  file  our  selling 
prices  with  O.  P.  A.  and  sell  on  that  basis.  So  we  have  no  oppor- 
tunity to  bid  on  material;  that  is  to  say,  we  have  an  opportunity  to 
bid  on  material  but,  the  prices  being  set,  we  have  no  chance  at  all 
of  jumping  into  high  figures. 

We  purchase  from  the  supply  manufacturers  in  quantities  that  will 
permit  them  to  manufacture  and  ship  material  in  a  profitable  way  to 
them.    We  in  turn  fill  orders  as  small  as  one  article  up. 

Would  it  be  in  order  for  me  to  give  some  figures  for  the  industry 
for  the  past  6  years? 

The  Chairman.  Figures  are  what  we  are  looking  for. 

Mr.  Ridings.  In  1936  the  industry  did  $942,000,000  of  business, 
with  an  average  profit  per  house,  after  taxes,  of  $13,600.  When  I 
give  you  these  figures,  understand  that  I  am  talking  about  1,845  houses. 

In  1937  the  industry  did  a  business  of  $986,000,000,  showing  an 
average  profit  for  all  houses  of  $18,300. 

In  1938  the  volume  was  $609,000,000,  with  an  average  profit  of 

$2  400. 

in  1939  the  volume  was  $890,000,000,  with  a  profit  of  $9,700, 

In  1940,  $1,140,000,000,  with  a  profit  of  $14,600. 

In  1941,  $1,864,000,000,  with  a  profit  of  $38,600. 

In  1942,  $2,250,000,000,  with  an  average  profit  per  house  of  $29,100. 

We  have  many  substantial  orders  on  our  books  at  the  present  time. 

Mr.  Disney.  When  you  say  "house"  you  mean  different  companies  ? 

Mr.  Ridings.  That  is  right.  I  am  giving  you  the  figures  for  the 
industry,  and  I  am  taking  into  consideration  an  industry  made  up  of 
1,845  houses. 

Mr.  Jenkins.  Mr.  Ridings,  I  do  not  quite  understand  just  what  you 
do.    As  I  figure  it,  you  are  a  sort  of  wholesale  agency,  are  you  not? 

Mr.  RroiNGS.  That  is  right. 

Mr.  Jenkins.  And  you  represent  a  lot  of  different  concerns? 

Mr.  Ridings.  A  lot  of  manufacturers ;  that  is  right. 

Mr.  Jenkins.  And  what  do  you  sell  principally?  Do  you  sell  a 
great  variety  of  articles,  or  just  a  few  ? 

Mr.  RroiNGS.  We  have  42,000  stock  items  on  our  cards.  To  give  you 
some  idea  of  the  variety,  we  have  bolts,  nuts,  washers,  taps,  dies, 
and  so  forth. 

Mr.  Jenkins.  Do  you  do  a  business  like  Sears,  Roebuck? 

Mr.  RmiNGS.  No ;  that  is  a  mail-order  house,  whereas  our  business 
IS  with  manufacturers — people  building  tanks,  airplanes,  and  so 
forth.    We  do  business  with  them. 

Mr.  Jenkins.  Where  are  your  headquarters?  Where  is  your  home 
office  ? 

Mr.  Ridings.  My  company? 

Mr.  Jenkins.  No  ;  the  association  that  you  represent  ? 
Mr.  Ridings.  In  Philadelphia. 

Mr.  Jenkins.  And  what  is  the  name  of  the  company  you  represent, 
^nd  what  is  the  name  of  the  association  ? 
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Mr.  Ridings.  The  National  Supply  and  the  Southern  Supply  A. 
sociations.  ^  -^     ^ 

Mr.  Jenkins.  And  you  have  offices  in  Philadelphia  ? 

Mr.  Ridings.  That  is  right. 

Mr.  Jenkins.  In  other  words,  you  are  a  big  jobber? 

Mr.  Ridings.  That  is  right. 

Mr.  Jenkins.  And  you  sell  all  these  different  kinds  of  items  to 
whoever  wants  to  buy? 

Mr.  Ridings.  That  is  correct. 

We  are  looking  ahead  to  the  time  when  things  are  not  going  to  be 
as  good  as  they  are,  having  in  mind  the  cancelations  that  we  will 
have  to  take  into  consideration  and  the  obsolete  stocks  that  we  wDl 
have. 

When  I  say  "obsolete  stocks"  I  am  talking  on  this  basis :  Much  of 
the  merchandise  that  we  normally  handle  in  a  territory  today  is  not 
the  type  of  material  needed  for  war  work,  which  lias  compelled  us 
to  purchase  and  put  in  stock  much  material  which  later  we  will  have 
our  troubles  in  disposing  of.  We  are  also  considering  the  surplus 
stocks  in  the  country  that  we  expect  will  be  dumped  on  the  market. 

If  the  last  war  is  any  criterion  at  all,  there  is  going  to  be  much 
merchandise  in  our  line  offered  for  sale  at  far  below  figures  that  we 
can  hope  to  compete  with. 

On  the  question  of  reserves,  after  the  last  war  we  went  into  a  tail- 
spin  and  lost  quite  some  money. 

Our  employees  at  the  present  time  are  approximately  50  percent 
greater  in  number  than  in  normal  times.  We  do  not  want  to  fire 
them  when  this  thing  is  over.  We  would  like  to  have  a  little  money 
to  carry  them  along. 

The  Chairman.  That  is  true.  We  all  recognize  that.  But  will  not 
the  people  who  buy  the  things  you  sell,  the  farmer,  and  so  forth,  want 
to  have  money  to  buy  these  things,  too  ? 

Mr.  Ridings.  Mr.  Chairman,  the  business  we  do  with  farmers  in 
this  industry,  I  think,  if  I  say  1  percent  I  have  got  a  very  high  figure. 

The  Chairman.  The  men  will  not  amount  to  anything  unless  they 
have  money,  too.  It  depends  upon  the  purchasing  power  of  the 
public.  We  do  not  hear  that  here  at  all ;  but  it  takes  money  to  con- 
tinue to  do  business.  It  will  not  amount  to  anything  unless  the 
public  has  the  purchasing  power. 

Mr.  Ridings.  Wliat  I  want  to  bring  out  is  that  the  industry  has 
increased  employment  about  50  percent.  If  we  have  not  the  reserve 
to  carry  them  through,  there  is  one  of  two  things  to  do — either  reduce 
the  force  or  go  out  of  business ;  and  I  do  not  think  you  want  us  to  go 
out  of  business. 

Mr.  Cooper.  Mr.  Ridings,  have  you  completed  your  statement? 

Mr.  Ridings.  Not  entirely. 

Mr.  Cooper.  I  would  like  to  ask  you  some  questions,  but  I  will  wait 
until  you  complete  your  statement. 

Mr.  Ridings.  All  right,  sir. 

I  would  like  to  say  that  this  industry  is  not  what  you  would  call  a 
war  baby.  To  my  personal  knowledge  it  is  over  50  years  aid.  We 
are  selling  the  same  merchandise  today,  and  have  been,  that  we  sold 
before  the  war,  and  that  we  also  expect  to  sell  after  the  war. 


^e  do  not  think  that  the  renegotiation  law  as  originally  passed 
^as  intended  to  cover  houses  such  as  ours,  where  the  price  ceiling  is 
controlled,  both  buying  and  selling.  ,    ,      , 

And,  in  concluding,  may  I  leave  this  word :  Therefore,  we  wholesale 
distributors  of  production  equipment,  tools,  and  supplies,  respectfully 
request  that  the  Renegotiation  Act  be  amended  so  as  to  exempt  from 
its  provisions  standard  commercial  products  normally  and  regularly 
produced  during  peacetime,  as  well  as  under  war  conditions,  which  are 
sold  at  published  prices  in  the  competitive  market,  and  which  are 
subject  to  ceiling  prices  under  the  Office  of  Price  Administration. 

Mr.  Cooper.  That  is  your  only  suggestion,  is  it,  Mr.  Ridings— that 
the  renegotiation  law  be  amended  as  you  have  indicated  here,  to 
exempt  so-called  standard  articles? 

Mr.  Ridings.  That  is  so ;  yes. 

Mr.  Cooper.  Does  that  cover  all  the  products  that  you  produce  or 

handle . 

Mr.  RroiNGs.  I  think  I  can  honestly  say  that  98  percent  of  the 
merchandise  we  handle  is  covered  under  that  act.  There  is  a  little  in 
the  way  of  repair  parts  that  is  not  covered  in  that  way,  but  I  think  I 
can  say  that  95  to  98  percent  of  the  merchandise  we  handle  is  con- 
trolled by  the  prices  of  W.  P.  A. 

Mr.  Cooper.  Is  that  all  that  you  produce,  those  so-called  standard 

articles  ? 
Mr.  Ridings.  That  is  all  that  we  handle,  we  do  not  produce  anything. 

That  is  all  that  we  handle. 

Mr.  Cooper.  That  is  all  that  you  handle? 

Mr.  Ridings.  That  is  right. 

Mr.  Cooper.  The  so-called  standard  articles? 

Mr.  Ridings.  Yes,  sir. 

Mr.  Cooper.  Of  course,  the  amendment  suggested  by  you  would  take 
you  out  from  under  the  Renegotiation  Act  entirely. 

Mr.  Ridings.  That  is  right. 

Mr.  Cooper.  I  see.  I  was  rather  interested  in  the  statement  you 
made  about  wanting  to  continue  employment  for  all  of  your  employees. 

Mr.  Ridings.  That  is  correct. 

Mr.  Cooper.  Of  course,  that  is  a  very  laudable  desire.  All  of  us 
Would  naturally  share  in  that  desire.  How  many  employees  did  you 
have  before  the  war? 

Mr.  Ridings.  Approximately  135. 

Mr.  Cooper.  How  many  do  you  have  now  ? 

Mr.  Ridings.  Two  hundred  and  nine. 

Mr.  Cooper.  Is  it  your  thought,  as  a  businessman,  that  we  may  hope 
to  maintain  a  situation  in  this  country  where  all  of  these  businesses, 
expanded  to  meet  war  conditions,  present-day  conditions,  will  be  con- 
tinued in  peacetime  ? 

Mr.  Ridings.  No;  I  do  not  think  so.  But  I  do  think  that  the  cor- 
porations that  are  handling  war  work  today  will  go  back  to  peace- 
time pursuits. 

Mr.  Cooper.  Well,  what  do  you  mean  then  by  saying  that — as  I 
<!aught  it,  you  have  about  doubled  the  niunber  of  your  employees  ? 

Mr.  Ridings.  Fifty  percent. 

Mr.  Cooper.  You  have  increased  the  number  50  percent;  is  that 
right? 
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Mr.  Ridings.  That  is  right. 

Mr.  Cooper.  And  that  was  on  account  of  the  war? 

Mr.  Ridings.  That  is  true. 

Mr.  Cooper.  On  account  of  this  abnormal  condition  that  now  exists? 

Mr.  Ridings.  That  is  true. 

Mr.  Cooper.  And  you  want  to  be  guaranteed  that  after  the  war  is 
over  you  will  be  able  to  maintain  that  increased  employment. 

Mr.  Ridings.  We  certainly  do  not  expect  to  be  guaranteed  that.  The 
point  that  I  am  trying  to  make  is  this,  that  our  profits  are  practically 
all  taken  away  from  us.  We  have  simply  got  to  shrink  below  the 
point  where  we  would  normally  shrink  if  we  had  a  reserve  to  carry 
us  along,  but  we  do  not  want  to  get  the  thought  over  to  you  that  we 
are  going  to  continue  209  persons,  but  we  hope  to  continue  more  than 
135  people. 

Mr.  Cooper.  But  you  do  not  know  now.  and  no  one  can  know,  how 
many  you  will  be  employing,  or  will  be  aole  to  employ;  do  you? 

Mr.  Ridings.  No. 

Mr.  Cooper.  And  nobody  else  can  tell  that  ? 

Mr.  Ridings.  That  is  correct,  sir. 

Mr.  Cooper.  Nobody  knows  just  what  the  conditions  will  be. 

Mr.  RmiNGS.  That  is  right. 

Mr.  Cooper.  And  you  would  not  want  to  employ,  and  there  would 
not  be  any  sound  reason  for  employing,  more  people  than  you  need 
to  conduct  your  business? 

Mr.  Ridings.  That  is  true,  but  there  is  a  point  to  which  we  can 
go  beyond  what  you  would  consider  sound ;  that  is,  you  can  go  below 
that  if  you  have  to. 

Mr.  Cooper.  It  is  sound  business  to  employ  the  number  of  people 
you  need  to  continue  your  business ;  is  it  not  ? 

Mr.  Ridings.  That  is  true. 

Mr.  Cooper.  All  right. 

Mr.  Ridings.  If  we  have  not  the  fimds  on  hand,  we  have  got  to 
cut  it  closer  than  that. 

Mr.  Cooper.  You  impressed  me  very  favorably,  if  you  will  permit 
me  to  say. 

Mr.  Ridings.  Thank  you. 

Mr.  Cooper.  I  just  wanted  to  get  your  views  on  some  of  these  things 
that  are  troubling  us. 

Mr.  Ridings.  All  I  want  to  do,  sir,  is  to  get  the  situation  over  as 
we  see  it. 

Mr.  Cooper.  I  am  sure  of  that.  I  was  just  seeking  some  light  on 
this  rather  difficult  problem  that  we  have  to  deal  with. 

Is  the  question  of  the  amount  of  reserves  that  you  have  on  hand 
the  whole  thing  in  a  provision  of  this  kind  ? 

Mr.  Ridings.  No  ;  I  would  not  say  that.  That  is  rather  a  definite 
statement  to  make.  . 

Mr.  Cooper.  Of  course,  you  have  got  to  have  the  volume  of  busi- 
ness ? 

Mr.  Ridings.  We  have  got  to  have  a  volume  of  business ;  yes. 

Mr.  Cooper.  You  have  got  to  have  a  volume  of  business  ? 

Mr.  RmiNGS.  That  is  correct. 


Mr.  Cooper.  You  require  a  certain  number  of  employees  to  carry 
on  that  business? 

Mr.  Ridings.  Yes. 

Mr  Cooper.  And  if  you  have  a  large  amount  of  reserves  piled  up 
tliere  still  that  would  not  control  the  thing  entirely;  that  would  not 
be  the  complete  answer  to  it;  because  you  have  got  'to  have  a  volume 
of  business  to  justify  the  number  of  employees  that  you  have  m  your 
business;  do  you  not?  ,^       ,  ^   ^       -^    hit 

Mr.  Ridings.  That  is  correct.  You  have  my  word  for  it,  Mr. 
Cooper,  there  are  no  large  reserves  in  this  business. 

Mr.  Cooper.  You  are  shown  here,  I  believe,  as  being  with  the  Syra- 
cuse Supply  Co.  ?        ^ 

Mr.  Ridings.  That  is  correct,  sir. 

Mr.  Cooper.  What  were  your  profits  in  1936  ? 

Mr.  Ridings.  Now  you  are  leading  me  into  a  little  deeper  water  than 
I  want  to  go.  I  did  not  come  down  here  to  represent  my  company. 
I  have  not  our  statements  with  us.  I  came  down  here  to  represent 
the  industry  as  a  whole. 

Mr.  Cooper.  And  you  are  not  prepared  to  give  any  information 
about  the  profits  of  your  company  for,  say,  1936, 1937, 1938,  and  1939? 

Mr.  Ridings.  I  am  not  able  to. 

Mr.  Cooper.  The  4  base  years;  and  then  the  war  years  of  1940, 1941, 

and  1942? 
Mr.  RroiNGS.  I  am  sorry  to  say  I  cannot.    I  have  not  any  complete 

figures  with  me,  of  any  kind  or  nature. 

Mr.  Cooper.  Are  you  prepared  to  give  us  information  as  to  the  sal- 
aries of  the  principal  executives  of  your  company  ? 

Mr.  Ridings.  Yes,  sir. 

Mr.  Cooper.  For  these  years  ? 

Mr.  Ridings.  Yes,  sir. 

Mr.  Cooper.  Will  you  give  us  that? 

Mr.  Ridings.  You  want  to  know  the  volume  of  business  we  did  ? 

Mr.  Cooper.  I  want  the  salaries  of  your  principal  executives. 

Mr.  Ridings.  $30,000;  $27,500;  $18,000;  and  $15,000. 

Mr.  Cooper.  Let  us  take  the  president  of  your  company;  what  was 
his  salary  in  1936? 

Mr.  Ridings.  I  do  not  know;  I  do  not  remember,  sir.  I  honestly 
cannot  answer  that. 

Mr.  Cooper.  Very  well ;  1937,  do  you  remember? 

Mr.  Ridings.  No. 

Mr.  Cooper.  1938? 

Mr.  Ridings.  No,  sir.  I  cannot  give  you  those  figures,  Mr.  Cooper. 
I  am  not  trying  to  sidestep  the  question.  I  honestly  cannot  give  you 
the  figures.  I  have  not  got  them  here.  I  do  not  know  what  they  were, 
but  they  were  less. 

Mr.  Cooper.  They  were  less  in  those  years  ? 

Mr.  RmiNGs.  Of  course ;  no  question  about  it  at  all. 

Mr.  Cooper.  About  how  much  have  the  salaries  of  your  principal 
executives  increased  in  the  last  year  or  two  ? 

Mr.  Ridings.  About  60  percent. 

Mr.  Cooper.  50  percent? 

Mr.  RmiNGS.  I  would  say  so. 
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Mr.  Cooper.  Although  you  say  you  do  not  have  the  definite  figures 
with  you,  of  the  profits  for  your  company,  could  you  give  us  some 
guess,  some  estimate  on  that? 

Mr.  KiDiNGS.  Mr.  Cooper,  if  I  do,  it  is  just  simply  a  guess,  that 
is  all ;  I  cannot  tell  you  what  it  was. 

Mr.  Cooper.  Your  guess  would  be  better  than  mine. 

Mr.  RroiNGs.  I  can  tell  you  what  the  profits  of  our  company  were 
at  the  close  of  1942. 

Mr.  Cooper.  All  right. 

Mr.  Ridings.  I  think  they  were  $210,000. 

Mr.  Cooper.  Do  you  know  how  that  compared  with  say  1938  or 
1939? 

Mr.  Ridings.  No;  now  you  are  getting  me  into  deep  water  again; 
I  do  not  know. 

Mr.  Cooper.  Do  you  know  about  what  the  percentage  of  increase 
was?  You  say  that  the  officers'  salaries  have  increased  about  50 
percent? 

Mr.  Ridings.  That  is  right. 

Mr.  Cooper.  Do  you  know  whether  your  profits  have  increased 
about  50  percent? 

Mr.  Ridings.  I  would  think  so ;  understand,  I  am  just  guessing. 

Mr.  Cooper.  I  am  accepting  it  as  a  guess,  but  your  guess  is  better 
than  mine,  because  it  is  your  business. 

Mr.  Ridings.  That  is  right. 

Mr.  Cooper.  I  am  just  trying  to  get  a  picture  of  the  situation  as 
best  I  can. 

Mr.  Ridings.  Very  well. 

Mr.  Cooper.  Has  your  company  gone  through  renegotiation  ? 

Mr.  Ridings.  It  is  in  the  throes  at  the  present  time. 

Mr.  Cooper.  It  is  in  the  process  now  ? 

Mr.  RmiNGs.  That  is  right. 

Mr.  Cooper.  It  has  not  been  completed? 

Mr.  Ridings.  No. 

Mr.  Cooper.  I  thank  you. 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
information  you  have  given  the  committee. 

(The  following  additional  statement  was  later  submitted  by  Mr- 
Ridings:) 

Supplemental  Statement  of  Percy  Ridings,  Vice  Peesident,  Sybacusb  Supply  Co. 

Wholesale  distributors  of  production  equipment,  tools  and  supplies  respect- 
fully request  that  the  Renegotiation  Act  be  amended  so  as  to  exempt  from  its 
provisions  standard  commercial  products  normally  and  regularly  produced  dm- 
ing  peacetime  as  well  as  under  war  conditions  which  are  sold  at  published 
prices  in  a  competitive  market  and  which  are  subject  to  ceiling  prices  es- 
tablished by  the  Office  of  Price  Administration. 

This  request  is  presented  on  behalf  of  approximately  1,800  wholesale  distrib- 
utors of  production  equipment,  tools,  and  supplies  located  In  all  parts  of  the 
United  States  who  employ  approximately  75,000  persons. 

It  is  the  function  of  members  of  the  industry  to  service  the  day-to-day  oper^'^* 
ing  requirements  of  all  types  of  industrial  and  manufacturing  plants,  niineS' 
smelters,  oil  well  operators,  refiners,  railroads,  shipbuilding  plants,  cheniicJ" 
manufacturers,  machine  shops,  etc.  and  to  furnish  them  with  the  production 
equipment,  tools  and  supplies  they  need  to  operate  continuously  without  stop- 
pages or  interruption!. 


Tn  that  end,  wholesale  distributors  in  our  Industry  maintain  warehouses  in 

liirh  they  carry  reserve  stocks  of  all  types  of  tools  and  equipment  such  as- 
!p  nl  cutting  and  shaping  tools ;  drills ;  abrasives ;  grinding  wheels ;  power 
transmission  equipment ;  electric  tools;  lubricants;  valves;  fittings;  steam  spe- 
Slties;  pumps;  motors;  bearings;  gears;  bolts,  nut  and  rivets;  cap  and  set 
irpws  •  mechanical  rubber  goods ;  chain ;  precision  tools  and  measuring  mstru- 
mpnts 'mechanics'  hand  tools;  vises;  handling  materials;  machine  tool  attach- 
Lnts-  safety  equipment;  welding  equipment,  oil  well  supplies,  etc. 

Products  of  this  kind  are  not  new  or  incident  to  the  war.  They  have  been 
rPffularly  manufactured  and  sold  under  highly  competitive  conditions  for  years, 
and  at  present  are  subject  to  ceiling  prices  established  by  the  Office  of  Price 
\fiministration  which  preclude  excessive  profits. 

It  is  our  understanding  that  the  Renegotiation  Act  was  passed  by  Congress 
for  the  exclusive  and  expressed  purpose  of  recapturing  excessive  and  unwar- 
ranted profits  from  companies  engaged  in  the  production  of  war  equipment  with 
which  neither  they,  nor  others,  have  had  any  previous  experience,  and  m 
nuantities  greatly  exceeding  anything  previously  contemplated  so  that  estimated 
iosts  were  frequently  inaccurate,  and  under  actual  production  conditions  proved 
to  be  much  higher  than  their  true  costs.  This  resulted  in  profits  to  many  of 
these  contractors  greatly  in  excess  of  what  they  anticipated  and  the  true  pur- 
Dose  of  renegotiation  is  to  determine  the  extent  to  which  such  profits  exceed  a  fair 
^d  normal  margin  with  the  view  to  returning  the  excess  to  the  Government. 

However,  renegotiation  procedures  as  at  present  conducted  have  gone  far  be- 
yond that  purpose.  They  have  been  applied  to  many  members  of  this  industry 
who  are  not  engaged  in  the  production  of  war  equipment,  and  who  handle  no 

new  products.  ^  ^        ^ 

On  the  contrary,  they  are  continuing  to  sell  exactly  the  same  types  of  produc- 
tion equipment,  tools  and  supplies  they  have  normally  handled  for  many,  many 
years  at  prices  and  at  margins  which  existed  prior  to  the  passage  of  the  Re- 
negotiation Act.  We,  therefore,  feel  that  its  application  to  members  of  this  in- 
dustry exceeds  the  intent  and  purpose  of  Congress  when  it  passed  the  law. 

In  further  support  of  our  request,  we  wish  to  emphasize  that  present  conditions 
strongly  indicate  members  of  this  industry  face  an  extremely  grave  post-war 
situation  which  seriously  threatens  our  ability  to  insure  continuous  employment 
to  those  engaged  in  our  industry  unless  we  have  an  opportunity  to  accumulate- 
financial  reserves  adequate  to  carry  us  through  the  unavoidable  readjustment 
period. 
In  support  of  this  statement,  we  wish  to  direct  particular  attention  to  the 

following  facts : 

(a)  Many  of  the  products  we  sell  are  not  rapidly  consumed  in  industrial  proc- 
esses but  have  a  relatively  long  period  of  usefulness. 

(6)  Due  to  tremendous  industrial  expansion  to  meet  war  needs  they  are  being 
produced  in  exceptionally  large  volume.  Industrial  users  everywhere  have  en- 
larged their  stocks  of  tools  and  supplies  and  will  own  enough  to  meet  their  needs 
for  a  considerable  length  of  time  when  industry  reconverts  to  peace  time  pro- 
duction after  the  war.  As  a  result,  demand  for  the  products  of  our  industry  will 
decline  substantially. 

(c)  In  addition,  various  Governmental  agencies,  particularly  the  armed  serv- 
ices, have  accumulated  substantial  reserve  stocks  against  emergencies,  the  liqui- 
dation of  which  during  the  post-war  period  will  cause  a  further  shrinkage  in 
the  market  for  the  products  handled  by  members  of  this  industry. 

When  this  decline  in  the  demand  for  our  products  develops  in  the  post-war 
period,  it  will  not  be  possible  for  members  of  this  industry  to  keep  its  employees 
on  their  pay  rolls  unless  they  have  reserves  upon  which  they  can  draw  to 
finance  themselves. 

Net  profits  have  always  been  meager  because  of  competitive  conditions  and 
because  of  the  fact  that  our  products  are  sold  on  the  basis  of  published  price 
lists  with  narrow  margins  which  make  excessive  profits  impossible. 

A  substantial  portion  of  the  profits  of  the  industry  are  now  being  paid  to  the 
Government  under  existing  tax  laws.  If  a  large  part  of  the  remainder  is  taken 
jrom  us  by  renegotiation  proceedings,  it  is  readily  apparent  that  members  of 
"*e  industry  will  face  a  post-war  situation  with  extremely  limited  or  no 
reserves  and  with  no  alternative  but  to  curtail  their  operating  costs  by  laying 
<**  employees,  thereby  adding  to  the  post-war  unemployment  problem. 

Ours  is  not  a  new  industry.    It  did  not  come  into  being  as  a  result  of  the  war. 
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It  Is  our  normal  function  to  supply  industrial  users  with  the  tools  and  equip. 
ment  they  require  for  uninterrupted  production  operations. 

This  function  is  performed  by  us  because  long  experience  under  competitive 
conditions  has  demonstrated  that  we  most  eflaciently  and  economically  render 
the  character  of  service  required. 

Unlike  nwny  civilian  commodities  which  are  bought  in  advance  of  an  antici- 
pated demand,  industrial  equipment  and  supplies  are  purchased  by  users  only 
when  they  are  actually  required  to  meet  their  day  to  day  operating  needs.  Hence 
it  is  necessary  that  ample  reserve  stocks  be  maintained  in  nearby  distributor 
warehouses  upon  which  they  can  depend. 

Purchases  are  often  in  small  quantities  which  can  be  economically  supplied  only 
by  the  distributor.  Moreover,  the  dollar  value  of  many  of  the  individual  products 
handled  by  our  industry  is  nominal,  which  further  tends  to  increase  the  volume 
of  small  service  orders. 

In  view  of  that  fact,  it  is  neither  practical  nor  economical  for  manufacturers 
of  these  standard  commercial  products  to  service  the  industrial  user  direct.  For 
example,  every  independent  manufacturer  of  hacksaw  blades  cannot  carry  in 
each  town  in  the  United  States  in  which  there  happens  to  be  tyi  industrial  user, 
a  separate  stock  of  his  blades  and  maintain  individual  groups  of  representatives 
to  service  its  needs.  If  this  were  attempted,  the  cost  of  supplying  industrial 
plants  with  the  hundreds  and  hundreds  of  products  they  require  would  be 
increased  beyond  all  reason  and  correspondingly  inflate  ultimate  consuni2r  prices. 

Members  of  our  industry,  however,  prevent  such  a  situation  by  assembling  in 
their  warehouses  the  products  of  manufacturers  of  all  types  of  tools,  equipment, 
and  supplies.  They  thereby  spread  the  cost  of  service  over  hundreds  of  different 
items  and  not  only  insure  efficient  and  economical  distribution,  but  also  create 
and  maintain  the  reserve  inventories  required  by  manufacturers  in  each  com- 
munity to  meet  their  day  to  day  needs. 

Any  action  which  deprives  us  of  the  financial  reserves  required  to  successfully 
pass  through  the  depressed  period  of  post-war  adjustment,  and  thus  jeopardizes 
and  impairs  our  ability  to  service  industrial  users  when  we  resume  the  production 
of  civilian  requirements,  will  retard  and  delay  national  recovery  from  the  effects 
of  the  war. 

If  members  of  our  industry  are  not  able  to  weather  the  storm  and  maintain 
their  inventories,  personnel,  and  facilities,  industrial  buyers  will  be  forced  to 
secure  their  supplies  from  distant  sources,  encounter  delays  in  delivery  with 
resultant  slow-downs  and  disruption  of  production  schedules. 

It  is  our  studied  conviction  that  renegotiation  as  applied  to  manufacturers  of 
standard  commercial  products  causes  unfair  and  unjustifiable  discrimination. 

Many  products  used  in  connection  with  the  war  effort  are  also  sold  largely  to 
civilian  buyers.  In  our  industry  they  include  auger  bits,  axes,  belts  for  power 
transmission,  belt,  pulleys,  blowtorches,  bolts  and  nuts,  metallic  cable,  chain,  cold 
chisels,  drills  of  various  kinds,  files,  lubricating  devices  such  as  grease  and  oil 
cups,  grease  guns,  etc.,  hacksaw  blades  and  frames,  hammers,  hand  tools  of  all 
types,  ladders,  lanterns,  nails,  picks  and  shovels,  pipe  and  pipe  fittings,  safe^ 
switches,  saws,  screw  drivers,  valves,  vises,  wheelbarrows,  wrenches,  and  so  forth. 

As  the  law  is  now  administered,  anyone  selling  such  products  to  companies 
working  on  war  contracts  may  be  subjected  to  renegotiation  proceedings.  On 
the  other  hand,  those  selling  identical  products  to  other  types  of  buyers  such  as 
the  farm  trade  are  wholly  exempt. 

Certainly  producers  and  distributors  of  products  of  this  character  who  cater  to 
civilian  and  farm  trade  are  enjoying  substantial  increases  in  business  due  to  tne 
generally  enlarged  purchasing  iwwer  of  the  country.  However,  they  ^^®  ?°^ 
required  to  refund  to  the  Government  any  part  of  their  profit  except  that  wnicn 
is  recaptured  by  our  tax  laws  and  we  maintain  it  is  an  unjust  discrimination 
to  subject  a  company  to  renegotiation  simply  because  of  the  type  of  customer  or 
the  type  of  trade  he  serves.  . , 

For  these  reasons,  we  urge  that  favorable  consideration  be  given  to  luw 
request  that  standard  commercial  products  such  as  those  sold  by  this  i"J"?"J 
at  published  prices  in  competitive  markets  and  subject  to  ceilings  established  w^ 
the  Office  of  Price  Administration  be  exempt  from  the  provisions  of  the  Benegu- 
tiation  Act. 

The  next  witness  is  Mr.  Laurence  W.  Davis,  general  manager,  isfi- 
tional  Electrical  Contractors  Association.  , 

Mr.  Davis,  please  state  your  name,  and  whom  you  represent,  tor  m 
purpose  of  the  record. 


STATEMENT  OF  LAURENCE  W.  DAVIS,  GENERAL  MANAGER, 
NATIONAL  ELECTRICAL  CONTRACTORS  ASSOCIATION,  WASH- 
INGTON, B.  C. 

Mr.  Davis.  Mr.  Chairman,  my  name  is  Laurence  W.  Davis.  I  am 
the  general  manager  of  the  National  Electrical  Contractors  Associ- 
ation, which  has  its  national  office  in  the  Investment  Building,  Wash- 
in^^on,  D.  C.  This  association  is  composed  of  a  large  number  of 
members  engaged  in  the  electrical  construction  industry,  and  located 
in  every  city  of  any  consequence  throughout  the  entire  United  States. 
The  local  members  in  the  principal  cities  of  the  country  are  organized 
into  chapters.  Many  of  our  members  are  graduates  of  schools  of 
electrical  engineering  in  the  various  universities  and  colleges  and  all 
are  experienced  electrical  construction  men.  Our  members  have  per- 
formed most  of  the  electrical  installation  work  in  connection  with  the 
tremendous  defense  and  war  construction  program  of  the  Government 
in  the  past  3  years. 

I  make  these  statements  for  the  benefit  of  those  members  of  this  sub- 
coimnittee  who  may  not  be  acquainted  with  our  National  Electrical 
Contractors  Association. 

I  can  truthfully  state  that  all  of  us  are  primarily  interested  in  the 
promotion  of  the  war  effort  and  have  permitted  nothing  to  interfere 
with  our  part  in  this  great  effort.  And  all  of  us  are  as  much  in- 
terested in  sound  Government  practices  and  procedures  as  any  Member 
of  Congress. 

We  are  strongly  opposed  to  this  so-called  contract  renegotiation  law 
as  it  is  attempted  by  the  price  adjustment  boards  of  the  Government  to 
be  applied  to  the  construction  industry,  and  particularly  to  that  part 
of  the  construction  industry  to  which  the  elecrical  contractors  belong. 
Electrical  contractors  are  specialist  contractors  and  generally  they  are 
subcontractors;  that  is,  they  rarely  have  contracts  direct  with  the 
United  States  Government  or  direct  with  the  owner  in  private  con- 
struction, but  they  make  subcontracts  with  general  contractors  who 
have  contracts  directlv  with  the  United  States,  or  in  private  construc- 
tion, with  the  owner  for  whom  the  building  or  other  structure  is  being 
constructed.  In  a  few  instances  their  contracts  are  directly  with  the 
United  States. 

We  are  opposed  to  the  attempted  application  of  the  renegotiation 
law  to  the  contracts  in  the  electrical  construction  industry  for  a  number 
of  reasons : 

First:  The  electrical  contractor  uses  in  his  work  material,  labor,  and 
highly  developed  skill  and  experience — the  latter  two  often  beinj;  re- 
ferred to  by  the  phrase,  the  "know-how."  As  the  know-how  differs 
jmong  men  such  as  lawyers,  physicians,  and  other  highly  skilled  pro- 
fessions, so  it  differs  among  electrical  contractors  who  must  not  only 
be  skilled  engineers  in  the  electrical  industry  but  they  must  be  good 
businessmen  if  they  are  to  remain  in  business.  Now  it  is  quite  obvious 
^bat  there  is,  and  can  be,  no  common  measuring  rod  for  the  skill  and 
Jfficiency  of  the  electrical  contractor  any  more  than  there  can  be  for 
^he  lawyer,  physician,  or  Member  of  Congress — some  are  good,  some 
^re  fair,  and  others  indifferent.  Who  is  to  be  compensated  in  the 
greater  amount;  the  inefficient  and  less  skilled  or  the  efficient  and 
greater  skilled  and,  if  either,  where  is  the  dividing  line  to  be  drawn  ? 
^*  the  same  compensation  is  to  be  fixed  for  both,  the  inefficient  and 
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less  skilled  are  overpaid  whil^  the  efficient  and  greater  skilled  are 
greatly  underpaid— the  final  result  being  that  under  such  practices  and 
procedure  the  taxpayers  of  the  Nation  will  have  only  the  inefficient  and 
less  skilled  performing  public  contracts  for  which  the  ta2q)ayer  must 

pay. 

When  this  whole  thing  is  reduced  to  its  last  analysis  it  is  the  know- 
how  which  is  important  in  the  electrical  construction  industry.  In 
practically  all  electrical  construction  jobs  the  material  used  is  standard 
material,  obtainable  from  any  one  of  a  number  of  manufacturers  of 
electrical  supplies  and  appliances,  and  the  prices  at  which  these  manu- 
facturers may  and  do  sell  such  materials  are  published,  catalog 
prices —  known  to  the  governmental  agencies  as  well  as  they  are  to  the 
electrical  contractor.  This  was  true  even  before  the  Office  of  Price 
Administration  began  to  fix  ceiling  prices  for  electrical  goods,  and  it 
has  been  even  more  true  since  the  autumn  of  1940  when  that  Office  com- 
menced to  fix  ceiling  prices. 

Also,  the  wages  which  electrical  contractors  pay  for  labor  are  deter- 
mined under  collective  bargaining  agreements  and,  as  applied  to  gov- 
ernmental work,  are  fixed  by  the  Secretary  of  Labor  under  the  Davis- 
Bacon  Act,  applicable  to  construction  contracts  with  the  United  States. 
These  wage  agreements  and  applicable  wages  are  matters  of  public 
information  to  governmental  agencies. 

Thus,  gentlemen  of  Congress,  there  is  no  advantage  to  one  con- 
tractor over  another  contractor  in  the  cost  of  either  materials  or  labor 
in  the  electrical  construction  industry,  and  the  only  real  competition 
arises  in  the  matter  of  the  skill  and  experience  of  the  individual  elec- 
trical contractors.  Any  attempt  to  force  the  skilled  and  competent 
into  a  common  mold  with  the  unskilled  and  inexperienced  will  neces- 
sarily result  in  the  Government's  being  able  to  secure  only  the  un- 
skilled and  inexperienced.  The  further  result  wiU  be  in  high  costs 
for  Government  construction.  •         .    , i  „, 

Now,  it  is  obvious  that  lawyers,  accountants,  and  members  of  other 
professions  or  trainings  than  that  of  electrical  contracting,  attempting 
to  renegotiate  Government  contracts  with  electrical  contractors  and 
knowing  little  or  nothing  of  the  practical  problems  of  that  industry, 
will  inevitably  tend  to  attempt  to  force  all  electrical  contractors  into  a 
common  mold;  to  establish  for  them  some  common  rate  of  earning, 

^^ec^ondWe  electrical  construction  industry  has  now  sold  oiit  its 
market  for  the  "duration"  due  to  Government  restrictions  on  private 
building.  Government  construction,  which  has  been  the  on  y  con- 
struction of  any  consequence  for  electrical  contractors  during  the  pasi 
10  years  or  more,  is  practically  over.  From  a  P^^^  of  someJ^iV 
000:000,000  per  annum  last  year,  construction  :j^f  ^  ^lad  dwincil^^^^^^^ 
a  little  over  some  $6,000,000,000  per  annum  by  July  1  of  this  y^^rjiw 
the  War  Production  Board  has  ]ust  announced  that  this  is  now  10  i^ 

cut  to  below  depression  levels.  .  « orifices 

Our  industry  is  proud  and  glad  to  accept  its  share  of  sacriut 
in  preparation^for  the  crisis  in  fighting  that  lies  ahead  of  us  now  t^^^^ 
.  we  are  hammering  at  the  gates  of  Hitler's  Berlm  and  t^^  s««;;]^ 
shall  be  pounding  the  Japs  in  Tokyo.    Our  Phenomenal  success  ^^ 
l)ULlding  American  factories  to  produce  every  conceivable  typ« 
iirms,  ammunition,  and  supplies  for  our  gallant  soldiers,  as  wen 


as 


for  our  allies,  has  brought  about  this  favorable  turn  of  arms  on  the 
ficrhting  fronts  of  the  world. 

But  the  electrical  construction  industry  cannot  be  blind  to  the 
fact  that  for  it  there  will  be  little  or  no  work  of  any  consequence  until 
private  building  again  commences.  There  is  no  basis  for  expecting 
that  this  will  commence  until  after  the  war  is  over,  at  some  presently 
unknown  date  in  the  future.  Many  of  our  members  had  no  substan- 
tial amount  of  work  for  several  years  preceding  the  rearmament  pro- 
gram in  the  United  States.  That  program  is  now  substantially  com- 
pleted. Our  market  is  substantially  sold  out  or  "constructed  out," 
if  I  may  use  that  term,  for  an  indefinite  future  period.  Our  members' 
financial  resources  had  been  very  seriously  depleted  at  the  time  the  vast 
amount  of  Government  construction  work  commenced  with  the  re- 
armament program  of  1940.  Are  those  who  were  fortunate  enough 
to  secure  some  Government  construction  work  to  be  forced  to  sur- 
render such  small  amounts  of  fees  or  profits  as  they  may  have  been 
able  to  accumulate  during  this  construction  period  and  be  compelled 
with  little  or  no  financial  resources  to  face  the  present  and  an  indefinite 
future  period  during  which  little  or  no  work  is  to  be  expected?  Is 
it  to  the  interest  of  Sie  United  States  Government  for  these  business- 
men to  be  forced  into  bankruptcy  because  of  inability  to  pay  their 
rents,  their  State  and  local  taxes,  their  telephone  bills,  and  the  other 
bills  of  a  going  business — ^whether  or  not  they  have  business 

Third.  As  I  have  heretofore  indicated,  all  costs  in  the  construction 
industry  are  generally  known  in  advance.  The  electrical  construction 
industry  is  very  unlike  the  industry  of  manufacturing  uniforms,  air- 
plane engines,  tanks,  shells,  litters  for  the  wounded,  and  other  such 
military  goods  where  costs  may  not  be  known  in  advance  and  where 
mass  production  may  reduce  the  costs  far  below  the  known  levels  at 
the  time  of  contracting.  The  Government  agency  concerned  and  the 
manufacturer  could  not  know  what  would  be  a  reasonable  contract 
basis  or  reasonable  cost  under  mass-production  methods.  I  do  not 
undertake  to  speak  for  the  manufacturing  industry,  but  it  is  con- 
ceivable that  it  would  be  just  to  renegotiate  such  manufacturing  con- 
tracts after  the  contract  work  had  been  performed  to  the  stage  where 
accurate  cost  data  were  available. 

But  how  different  is  the  electrical  construction  industry  from  the 
manufacturing  industry. 

Upon  representations  to  the  Congress  by  the  war  agencies  of  the 
Government — ^the  War  and  Navy  Departments  and  the  Maritime 
Commission — ^that  they  had  no  time  to  draw  plans  and  specifications 
and  estimate  costs,  the  Congress  granted  authority  requested  by  each 
of  these  agencies  to  let  contracts  on  a  cost-plus-a-fixed-fee  basis.  In 
granting  such  authority,  the  Congress  limited  in  the  law  the  fee  that 
could  be  paid  to  the  contractor  to  not  exceeding  6  percent  in  most 
instances  and  to  not  exceeding  7  percent  in  a  few  instances.  In  other 
^ords,  the  contractors  were  to  be  paid  the  cost  of  constructing  the 
particular  job— -costs  which  were  approved  by  representatives  of  the 
Government  as  the  material  was  purchased  and  the  wages  paid.  In  no 
instance  of  which  I  know  was  the  contractor  allowed  the  maximum 
percentage  of  6  or  7  percent  on  the  estimated  cost.  In  all  instances 
of  which  I  am  informed  the  fee  percentage  did  not  exceed  4  percent 
^nd  the  fee  percentage  was  decreased  in  proportion  as  the  estimated 
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costs  exceeded  certain  predetermined  amounts.  I  may  say  further 
that  in  practically  all  instances  which  have  come  to  my  attention  the 
actual  cost  exceeded  the  estimated  cost  from  10  to  200  percent  or 
more,  but  the  fixed  fee  in  the  contract,  based  on  the  estimated  costs, 
was  not  increased.  The  result  was  that  in  the  vast  majority  of  Gov- 
ernment contracts  the  contractor  was  paid  from  one-quarter  to  one- 
half  less  than  he  would  have  been  paid  had  the  estimated  costs  at 
the  time  of  contracting  approximated  the  actual  costs  of  performance. 
In  event,  whatever  negotiation  or  renegotiation  may  have  been 
possible  under  such  subcontracts  as  the  electrical  construction  industry 
may  have  obtained  on  a  cost-plus-a-fixed-f  ee-contract  basis  were  actu- 
ally renegotiated  in  advance.  What  possible  grounds  could  there  exist 
for  calling  upon  such  contractors  to  further  renegotiate  the  fee  which 
he  received  after  the  work  was  completed  ?  I  submit  that  there  is  no 
such  basis.  There  is  not  a  word  in  the  renegotiation  la^ — and  rightly 
so — which  indicates  that  it  was  the  intention  of  the  Congress  that  such 
contractors  should  be  harrassed  by  any  attempt  of  these  price-adjust- 
ment boards  to  renegotiate  such  contracts.  Yet  such  attempts  are 
being  made,  coupled  with  threats  to  subpena  books,  papers,  and 

witnesses. 

Fourth.  In  a  large  number  of  instances  the  prime  contractors,  who 
received  the  prime  contracts  from  the  Government  on  a  cost-plus-a- 
fixed-fee  basis,  advertised  for  bids  and  let  the  subcontracts  for  the 
specialty  work,  including  electrical  work,  on  a  competitive  basis  to  the 
low  bidder.  As  I  have  above  stated,  costs  of  materials  and  costs  of 
labor  were  both  known  in  advance  oi  the  submission  of  bids  and  this 
information  was  available  to  the  Government  which  approved  the 
subcontracts  and  to  the  competitive  bidders,  as  well  as  to  the  prime 
contractor.  What  was  not  known  in  advance  were  the  conditions 
which  would  actually  be  encountered  in  performing  the  work.  If  the 
conditions  were  as  anticipated,  the  subcontractor  made  some  profit, 
but  he  could  not  have  made  very  much  because  he  would  not  have 
been  low  bidder  and  would  not  have  obtained  the  job.  If  the  electrical 
contractor  failed  to  anticipate  correctly  the  conditions  which  actually 
arose  during  the  period  in  which  work  was  being  performed,  he  lost 
money  instead  of  making  it. 

Let  me  cite  the  experience  of  one  of  our  members,  who  has  done  a 
large  amount  of  work  under  Government  contracts  since  the  start  of 
the  United  States  defense  program  in  1940,  and  who  has  just  gone 
through  renegotiation  proceedings  with  the  Price  Adjustment  Board 
of  the  Government  agency  interested  in  the  major  portion  of  the  con- 
tracts performed  by  this  member.  A  portion  of  the  contracts  involved 
was  started  early  in  1940  and  the  work  continued  into  1942,  during 
which  time  conditions  created  by  the  institution  of  the  United  States 
defense  program  caused  construction  costs  to  increase  so  greatly  that 
our  member  had  a  tremendous  operating  loss  on  that  work;  but  those 
contracts  were  not  renegotiable  under  the  act  because  final  payment 
thereon  was  received  only  a  short  time  prior  to  April  28, 1942.  Other 
contracts,  some  on  the  very  same  project,  entered  into  after  the  in- 
creases in  construction  costs  due  to  war  exigencies  were  known  and 
which,  therefore,  showed  a  profit,  were  declared  to  be  renegotiate 
because  final  pavments  were  received  after  April  28,  1942,  and  these 
contracts  were  thrown  in  with  all  other  contracts  for  which  payment 
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^as  not  made  until  after  April  28,  1942,  although  they  were  entered 
into  prior  to  the  enactment  of  the  renegotiation  law. 

Practically  all  of  these  profitable  contracts  were  entered  into  prior 
to  any  knowledge  of  the  subsequent  Renegotiation  Act,  and  we  believe 
that  any  requirement  for  renegotiation  of  such  contracts  is  an  impair- 
ment of  a  contract  obligation  amounting  to  the  taking  of  propertjr 
without  due  process  of  law  and  is,  therefore  unconstitutional.  We 
believe  it  to  be  a  serious  breach  of  faith  on  the  part  of  the  United  States 
in  letting  contracts,  or  in  approving  of  the  letting  of  subcontracts  un- 
der those  conditions  and  then  by  a  law,  ex  post  facto  in  nature,  at- 
tempting to  provide  retroactively  that  the  contractor  shall  renegotiate 
such  a  contract  and  give  back  a  part  of  the  compensation  for  which  he 
undertook  the  risk  to  perform  and  did  perform  the  contract  work. 

The  fact  remains,  however,  that  the  Price  Adjustment  Board  threw 
out  of  the  renegotiation  those  contracts  upon  which  our  member 
suffered  substantial  loss,  but  included  all  upon  which  there  were  con- 
tract earnings  and,  in  their  final  determination,  they  have  asked  for 
a  return  to  the  Government  of  an  amount  in  excess  of  the  amount 
that  our  member  made  in  his  total  profits  before  taxes,  on  his  entire 
Government  business  for  1942. 

What  possible  legal  or  moral  basis  does  there  exist  for  any  attenipt 
of  the  United  States  to  renegotiate  such  contracts  let  on  a  competitive 
lump-sum  basis,  and  to  take  away  from  the  electrical  contractor  any 
so-called  excessive  profit  he  may  have  made  on  a  contract  where  he  was 
fortunate,  and  not  to  renegotiate  such  contracts  as  he  may  have  been 
unfortunate  in  performing  at  a  loss  of  a  great  deal  of  money?  If  he 
is  called  upon  to  "disgorge"  under  the  first  contract,  why  should  he 
not  be  made  whole  and  given  a  reasonable  profit  on  the  contract  in 
the  performance  of  which  he  sustained  a  loss?  As  was  agreed  by 
Secretary  of  Commerce  Jesse  Jones,  in  speaking  before  this  committee 
last  Friday,  "What's  sauce  for  the  goose  is  sauce  for  the  gander." 

I  say  nothing  at  this  time  as  to  the  serious  situation  existing  because 
of  attempts  to  renegotiate  before  Federal  and  State  taxes  are  paid,  and 
expecting  the  contractors  to  attempt  to  collect  from  the  States  any 
overpayment  of  taxes  which  results  from  such  renegotiations.  But  let 
me  again  reiterate  that  if  those  of  our  members  who  were  fortunate 
enough  to  secure  Government  construction  work  during  the  past  3 
years  of  our  intensive  war  effort  are  forced  to  surrender  such  small 
amounts  of  fees  or  profits  as  they  may  have  been  able  to  accumulate 
during  this  short  construction  period,  our  whole  industry  will  be  left 
with  little  or  no  resources  to  face  the  tremendous  responsibility  that 
will  rest  upon  it  to  provide  employment  for  its  share  of  the  millions 
of  workers  in  our  armed  forces  and  in  our  war-production  industries 
who  will  demand  an  opportunity  for  gainful  employment  under 
economic  security  in  the  post-war  period. 

In  view  of  the  facts  that  we  have  presented,  we  ask  the  following : 

First.  That  the  construction  industry  be  exempted  from  the  appli- 
cation of  the  contract  renegotiation  law,  since  the  costs  under  such 
contracts  are  predetermined  by  competition  or  negotiation. 

Second.  That  all  contracts' entered  into  prior  to  April  28,  1942,  be 
exempted  from  the  act. 

Third.  That  the  act  be  amended  to  incorporate  losses  as  well  as 
profits  in  any  renegotiation  instituted  under  the  act. 
00621 — ia- 
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The  Chairman.  I  think  you  used  the  expression,  "contractors  being 
harassed";  I  suppose  you  meant  by  the  Renegotiation  Boards.  What 
experience  of  that  kind  have  you  had?  Do  you  mean  that  they  are 
subjected  to  treatment  that  is  unfair,  resulting  in  decisions  that  are 
inequitable  and  unfair  to  the  contractors,  or  did  you  mean  that  they 
just  suffered  some  inconvenience?    What  did  you  mean  by  being 

^'harassed"? 

Mr.  Davis.  In  every  instance  that  our  members  have  been  asked  to 
produce  figures,  we  have  done  so  without  hesitation.  But  in  many 
instances,  it  has  been  done  with  a  feeling  that  it  was  entirely  un- 
justifiable  to  ask  to  produce  figures  under  conditions  asked  for,  and 
with  the  impression  left  that  unless  it  was  done— that  is,  it  would  be 
unwise  for  them  to  resist. 

The  Chaikman.  Are  you  speaking  now  from  experience  you  have 
had,  or  hearsay  from  other  companies?  "* 

Mr.  Davis.  Only,  of  course,  as  manager  of  the  association,  hearsay 
of  my  members  who  talk  to  me. 

Mr.  Knutson.  Mr.  Davis,  is  it  your  thou^t  that  the  operation  of 
the  Renegotiation  Act  serves  to  bring  the  efficient  down  to  the  same 
level  as  the  inefficient  ? 

Mr.  Davis.  In  the  net  result  it  does^  because  the  efficient  man  has 
taken  away  from  him  any  reward  for  his  efficiency.  There  is  no  incen- 
tive for  being  efficient  and,  gentlemen,  I  cited  an  absolutely  accurate 
case  without  any  exaggeration,  of  this  instance,  where  they  had  just 
completed  renegotiation,  where  they  are  asking  for  a  return  of  a  larger 
sum  of  money  than  the  total  net  profit  before  taxes  of  the  entire  Gov- 
ernment construction  work.  It  does  not  seem  possible,  but  they  threw 
out  a  very  large  loss  that  was  incurred  entirely  as  a  result  of  increased 
costs  over  a  period  of  nearly  2  years,  on  a  contract  taken  before  we 
knew  we  were  going  into  the  war,  and  immediately  ran  into  increased- 

cost  conditions. 

Mr.  Knutson.  Does  it  not  seem  to  you  that  the  Government  has 
gained  enough  knowledge  of  production  costs  in  the  various  lines,  so 
that  the  Renegotiation  Act  is  no  longer  necessary  ? 

Mr.  Davis.  I  think  I  expressed  the  feeling  of  our  industry,  that  the 
income  tax  and  the  excess-profits  tax,  takes  care  of  our  industry;  al- 
most all  that  the  Government  has  any  right  to  expect.  But,  on  the 
other  hand,  we  have  an  industry  which  is  different  from  that  of  an 
industry  in  which  quantity  production  can  bring  down  costs,  or  on 
which  costs  can  be  changed  during  the  progress  of  a  job;  what  is 
known  in  advance,  known  factors  with  tne  exception,  of  course,  oi 
one  thing,  and  that  is  the  risk. 

Mr.  Knutson.  That  is  what? 

Mr.  Davis.  The  risk.  The  construction  industry— and  I  speak  now 
of  the  entire  construction  industry,  not  only  of  ours— the  iniportant 
thing  that  the  contractor  has  to  figure,  on  a  lump-suni  price,  is  a 
figure  which  represents  his  conception  of  the  risk,  and  his  experience 
is  the  thing  that  determines  that.  And  when  he  makes  a  loss,  ne 
must  absorb  the  loss.  If  he  makes  a  profit,  then  his  loss  must  eventu- 
ally be  wiped  out,  or  he  will  be  wiped  out.  . 

Mr.  Knutson.  Has  a  ceiling  price  been  fixed  on  all  items  used  m 
the  electrical  contracting  business? 

Mr.  Davis.  Practically  everything  used  by  the  electrical  contractor 
has  a  ceiling  price  fixed  on  it,  and  we  must  be  very  careful  that  we 


see  that  every  invoice  that  we  receive  has  that  price  stamped  on  the 

Mr  Knutson.  Where  would  renegotiation  come  in  if  everything 
you  buy  has  a  ceiling  price?  Would  it  come  in  because  of  the  fluctu- 
ation in  the  cost  of  labor?  ,      .r^        T  XI    X   TT. 

Mr  Davis.  In  the  amount  of  labor  used.  When  I  say  that,  1  nave 
in  mind  this  particular  contract  taken  early  in  1942  with  what  we  call 
normal  labor  conditions.  Eventually,  the  demand  was  so  great  that 
men  were  being  brought  in  from  all  parts  of  the  country.  I  have  in 
mind  one  job  on  which  the  turn-over  sometimes  was  as  high  as  100 

to  200  per  week. 

If  you  have  a  large  electrical  job  with  several  thousand  men  em- 
ployed ;  they  have  to  be  brought  from  all  parts  of  the  country.  You 
have  to  draw  in  the  efficient  and  the  inefficient  and  you  have  to  weed 

them  out. 

If  you  have  a  lump-sum  contract,  and  you  run  into  something  as 
a  result  of  the  war  which  no  one  could  anticipate,  and  you  are  pro- 
ceeding under  the  contract,  the  contractor  must  absorb  a  very  sub- 
stantial loss.  In  this  particular  case  it  ran  into  very  large  figures; 
I  want  to  say  he  completed  his  contract  on  time  and  absorbed  it  and 
never  made  a  complaint  of  any  kind.  I  fully  sympathize  with  the 
previous  speaker. 

Mr.  Knutson.  Are  all  your  jobs  figured  by  the  Corps  of  Engineers 
and  a  comparable  body  in  the  Navy? 

Mr.  Davis.  They  all  go  through  those  parties,  either  the  Army, 
the  Navy,  or  the  Maritime  Commission,  or  the  Defense  Plant  Cor- 
poration, which  handHes  practically  all  of  them.  Some  of  them  are 
defense-plant  contracts.  In  this  particular  instance  it  was  all  Army 
and  Navy. 

Mr.  Knutson.  One  witness  yesterday,  I  think  it  was  Mr.  Shreve, 
said  it  would  be  all  right  to  renegotiate  for  1942,  but  there  is  no 
necessity  for  renegotiating  1943  contracts.  What  is  your  opinion 
about  that? 

Mr.  Davis.  Of  course,  any  contract  entered  into  after  April  28, 1942, 
was  entered  into  with  the  knowledge  that  it  was  to  be  renegotiated. 
That  is  the  question,  whether  there  is  any  advantage  to  the  Govern- 
ment in  continuing  that.  Prior  to  that  we  do  not  believe  there  should 
be  any  renegotiation  because  the  contractors  took  those  under  definite 
conditions  and  accepted  the  risks  and  sustained  losses  or  made  a 
profit. 

Mr.  Knutson.  Would  you  care  to  state,  for  the  information  of 
the  committee,  the  nature  of  the  loss  sustained  by  the  company  you 

mentioned  a  few  minutes  ago  that  was  not  allowed  as  a  deductible 

loss? 

Mr.  Davis.  How  much  it  amounted  to  in  relation  to  the  size  of  the 
contract? 

Mr.  Knutson.  What  kind  of  a  loss  was  it? 

Mr.  Davis.  It  was  an  actual  operating  loss,  Mr.  Knutson ;  there  is  no 
question  about  that. 

Mr.  Knutson.  Caused  by  what? 

Mr.  Davis.  Caused  by  the  increased  cost  of  the  job  growing  out  of 
nearly  2  years'  operations  under  war  conditions. 
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Mr.  Knutson.  Do  not  contractors,  when  they  take  a  big  job  imme- 
diately contract  for  the  material  ? 

Mr.  Davis.  Oh,  yes.  The  losses  were  not  on  materials;  the  losses 
were  on  labor  costs. 

Mr.  Knutson.  And  the  renegotiation  board  held  that  that  was 
not 

Mr.  Davis.  They  threw  out  all  of  those  contracts  because  they  were 
completed  a  few  days  before  April  28,  1942,  which  is  their  right,  of 
course.  But  what  we  claim  is  that  they  were  just  as  much  a  part  of 
the  contractor's  liability  as  the  others  which  he  entered  into  at  that 
time,  at  almost  the  same  period,  but  he  did  not  get  his  money  until 
after  April  28,  1942.  He  was  unfortunate.  If  he  had  known  about 
renegotiations  and  had  been  successful  in  holding  back  the  payment 
10  days  or  2  weeks  he  would  have  been  able  to  have  brought  those  into 
a  renegotiation. 

But  1  do  not  think  it  is  fair  to  induce  this  man  to  set  up  any  situation 
where  he  is  penalized,  so  far  as  his  profit  is  concerned,  without  taking 
into  consideration  such  a  loss. 

Mr.  Knutson.  If  the  President  had  followed  the  example  of  Eng- 
land and  issued  a  proclamation  freezing  prices  the  day  after  Pearl 
Harbor,  would  that  have  obviated  the  necessity  for  renegotiation. 

Mr.  Davis.  No  ;  the  losses  did  not  occur  due  to  an  increase  in  wage 
rates.    That  loss  was  not  the  result  of  increased  wage  rates. 

Mr.  Knutson.  I  am  not  speaking  of  this  particular  loss.  I  am 
speaking  now  of  the  general  picture. 

Mr.  Davis.  In  certain  instances  they  possibly  would  have  been  held 
to  a  more  stable  labor  market.  But  I  do  not  feel  that  those  rates  have 
gone  up  too  rapidly  in  the  particular  industries  in  which  they  have 
been  reasonably  held  in  line  by  the  War  Labor  Board  and  the  Wage 
Adjustment  Boards.  I  think  we  have  had  very  equitable  control  over 
waire  rates.    I  do  not  think  that  has  been  a  serious  matter. 

Mr.  Gearhart.  Mr.  Davis,  in  recommending  renegotiation  of  losses 
you  had  in  mind  the  losses  of  the  contractor? 

Mr.  Davis.  The  losses  of  the  contractor. 

Mr.  Gearhart.  Resulting  from  a  mistake  either  in  the  negotiation 
of  the  contract  or  changed  conditions  which  have  been  revealed. 

Mr.  Davis.  Yes. 

Mr.  Gearhart.  You  realize  that  would  require  a  recasting  of  the 
section,  but  which  could  be  accomplished  by  an  amendment. 

Mr.  Davis.  That  is  what  we  recommend,  that  an  amendment  be 
adopted. 

Mr.  Gearhart.  I  notice  here  that  the  act  provides  that  whenever 
in  the  opinion  of  the  Secretary  of  the  Department  a  profit  realized  or 
likely  to  be  realized  from  any  contract  with  such  Department  may 
be  excessive,  the  Secretary  is  authorized  and  directed  to  require  the 
contractor  or  the  subcontractor  to  renegotiate  the  contract  price. 

What  you  would  like  to  see  is  an  amendment  providing  that  when- 
ever the  Secretary  of  a  Department  believes  that  a  contractor's  profit 
is  excassive,  or  when  a  contractor  has  suffered  a  loss,  the  Secretary 
may,  or  the  contractor  may,  as  the  case  may  be,  notify  the  other  party 
of  his  election  to  renegotiate.  In  other  words,  you  want  to  provide 
mutuality. 

Mr.  Dams.  Right ;  mutuality  of  interest. 


Mr.  Gearhart.  As  Secretary  Jones  expressed  it  what  is  good  for 
the  goose  should  be  good  for  the  gander. 

Mr.  Dajvis.  That  is  right,  Mr.  Gearhart. 

There  is  one  thing  that  we  do  feel,  that  is  that  there  were  not  set  up 
standards  or  yardsticks  whereby  businessmen  will  know  the  basis 
under  which  renegotiation  is  proceeding,  and  when  the  final  determi- 
nation is  made  by  a  price  adjustment  board,  how  they  arrived  at  that 
determination  is  apparently  a  deep,  dark  secret. 

In  other  words,  there  has  been  delegated  and  passed  on  by  Con- 
gress authority  for  establishing  standards  or  yardsticks  of  measure- 
ment which  I  do  not  believe  Congress  had  the  right  to  delegate  to 

someone  else. 

Mr.  Gearhart.  Under  this  section  of  the  act,  whenever  a  Secretary 
is  of  the  opinion  that  the  contractor  is  making  too  much  money,  the 
Secretary  may  initiate  a  renegotiation  proceeding.  If  it  develops  in 
the  course  of  the  proceeding  that  the  profits  are  not  excessive,  then 
under  the  law  as  now  in  effect,  the  renegotiation  must  be  dropped. 
The  only  thing  the  Secretary  can  do,  in  the  face  of  such  a  develop- 
ment, is  to  recommend  to  another  agency  of  the  Government,  under 
another  law,  relief  for  the  contractor.  If  the  contractor  wants  to 
make  a  change  in  the  original  contract,  those  in  authority  will  prob- 
ably say,  "No;  this  is  the  bond;  we  will  have  our  pound  of  flesh.' 

i/Lr.  Davis.  We  are  not  questioning  the  fact  that  in  the  construc- 
tion industry  we  have  to  take  a  risk,  and  in  taking  risks  we  have  to 
accept  the  bitter  with  the  sweet,  and  so  we  do  not  like  to  have  the 
bitter  thrown  out  and  be  penalized  because  they  think  we  have  taken 
too  much  sweet. 

Mr.  Gearhart.  Did  you  ever  stop  to  think  that  under  a  statute 
of  this  kind  a  contractor  must  always  deal  with  a  prejudiced  officer 
because  that  officer  must  first  reach  the  conclusion  that  the  profits  of 
a  contractor  are,  in  fact,  excessive. 

Mr.  Davis.  He  has  no  yardstick  to  determine  that. 

Mr.  Gearhart.  Before  they  bring  the  contractor  in  they  find  him 
guilty. 

Mr.  Davis.  Right. 

Mr.  Gearhart.  In  effect,  the  already  convicted  culprit  comes  in 

for  sentence. 

Mr.  Davis.  He  also  knows  that  unless  he  shows  the  Board  a  good 
return  on  his  effort  he  will  not  be  considered  an  efficient  administrator 
for  the  Government. 

Mr.  Gearhart.  Since  the  Board  can  only  renegotiate  downward, 
the  contractor  knows  that  he  comes  in  to  get  clipped.  That  is  why 
they  call  the  Government  agencies  benzine  boards  in  so  many  in- 
stances. When  they  are  brought  in  they  know  they  are  in  for  a 
cleaning. 

Mr.  Davis.  This  law  could  be  amended  so  it  will  be  more  equitable 
for  business. 

Mr.  Gearhart.  That  is  exactly  what  you  are  asking  for,  as  I 
Understand  your  testimony. 

.  Mr.  Davis.  That  is  right.  But  we  also  feel  that  the  construction 
industry  is  in  a  different  position  entirely  from  the  manufacturing 
industry  in  which  mass  production  has  resulted  in  entirely  new  costs 
^hich  could  not  be  predetermined.    There  is  no  such  thing  as  mass 
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production  in  the  construction  industry.  On  the  competitive  basis,  in 
bidding  lump-sum  bids  you  have  renegotiations  when  you  take  a  com- 
petitive bid. 

Mr.  Gearhart.  Do  you  not  thing  it  is  philosophically  wrong  to 
confer  power  on  one  party  to  a  contract  to  change  it  and  refuse  to 
the  other  party  to  the  same  contract  the  right  to  be  heard  ? 

Mr.  Davis.  On  those  contracts  which  did  not  have  that  provision 
written  in  at  the  time  the  contract  was  written,  I  think  it  was  un- 
constitutional. 

Mr.  Gearhart.  Do  you  not  think  that  if  we  have  to  continue  re- 
negotiation, renegotiation  should  be  put  in  the  hands  of  an  impartial 
body  of  fair-minded  persons  rather  than  the  agents  of  the  Secretary 
who  starts  out  by  saying  before  the  hearing  that  the  profits  are 
excessive  ?  ^ 

Mr.  Davis.  We  think  there  should  be  an  impartial  body  on  which 
there  should  be  experts  familiar  with  the  industries  that  are  renego- 
tiated.   That  is  quite  important. 

Mr.  Gearhart.  Yes ;  then  under  the  present  system  you  could  not 
expect  members  of  a  board  to  start  out  impartially  in  respect  to  the 
necessity  for  renegotiation  when  their  chief,  the  one  who  appointed 
them,  their  creator,  has  already  decided  that  the  profits  were  excessive. 
They  have  to  do  as  the  boss  wants  them  to  do,  or  they  will  not  be 
working  for  him  very  long.  They  are  bound  to  start  on  the  assump- 
tion that  profits  are  excessive  and  that  it  is  up  to  them  to  get  the 
price  down. 

Mr.  Davis.  I  do  want  to  leave  one  correction  in  the  record.  To  my 
personal  knowledge,  gentlemen,  I  have  no  knowledge  of  any  Price 
Adjustment  Board  whose  deliberations  were  not  conducted  in  utmost 
fairness  throughout  the  procedure.  I  think  those  men  conducting 
the  proceedings  do  everything  in  their  power  to  carry  out  instructions 
they  have  been  given  and  to  be  absolutely  fair.  But  they  were  relent- 
less in  their  determination — perhaps  I  should  not  have  said  "harassed,'^ 
but  they  were  relentless  in  their  determination  to  proceed  and  find 
the  penalty. 

Mr.  Gearhart.  That  was  my  impression  when  we  heard  Mr.  Karker 
from  the  War  Department  and  also  Mr.  Rockey  of  the  Navy  Depart- 
ment, that  they  were  men  who  had  every  intention  of  being  fair. 

Mr.  Davis.  That  is  right. 

Mr.  Gearhart.  But  they  were  appointed  to  renegotiate  and  to 

renegotiate  downward. 

Mr.  Daais.  That  is  right. 

Mr.  Gearhart.  Naturally,  when  they  are  told  to  renegotiate  down- 
ward they  psychologically  approach  the  problem  with  a  downward 
predeliction. 

Mr.  Davis.  They  carry  out  their  orders. 

Mr.  Gearhart.  If  they  were  not  the  creatures  of  one  who  had 
already  said  the  profits  were  excessive,  in  advance  of  the  hearmgs. 
but  were  appointed  by  another  bureau  under  direction  to  proceed  care- 
fully and  impartially  it  would  be  easier  for  them  to  renegotiate 
upward  once  in  awhile  as  well  as  downward  as  is  now  done  all  the 
while.  .  1 

Mr.   Davis.  I  think  your  idea   of  impartiality   is   an   essential 

philosophy. 


rphe  Chairman.  We  thank  you  for  your  appearance  and  for  the 
fp^imony  you  have  given  the  committee.        ,      ,        ,  .      ^ 

The  next  and  the  last  witness  on  the  calendar  this  afternoon  is 
\fr  Herman  Waldman,  an  attorney  from  Chicago. 

Will  you  please  give  the  reporter  your  full  name,  your  address  and 
state  whom  you  represent? 

STATEMENT  OF  HERMAN  WALDMAN,  CHICAGO,  HI.,  REPRESENT- 
ING  THE  ABRASIVE  WHEEL  INDUSTRY  AND  THE  ELECTRICAL 
CONDUIT  FITTING  INDUSTRY 

Mr  Waldman.  Mr.  Chairman,  my  name  is  Herman  Waldman  and 
mv  address  is  33  North  La  Salle  Street,  Chicago,  111. 

I  want  to  thank  you  for  this  opportunity  to  appear  before  you. 

The  Chairman.  Whom  do  you  represent?  , 

Mr  Waldman.  The  companies  I  represent  are  in  the  abrasive  wheel 
industry  and  the  electrical  conduit  fitting  industfy,  and  they  are  not 
opposed  to  the  Government  endeavoring  to  purchase  all  the  products 
it  needs  to  prosecute  the  war  at  a  minimum  cost. 

However,  we  manufacture  standard  and  known  products  and  have 
been  doing  so  for  many,  many  years,  and  the  prices  have  been  deter- 
mined and  levelled  to  a  cost  by  competition  which  produces  a  normal, 

reasonable  profit  only.  ^         •,      _x       x      *  *v. 

Our  products  are  cataloged  and  the  various  departments  of  the 
Government  have  access  thereto,  and  they  know,  or  should  know,  that 
the  prices  at  which  these  articles  are  sold  have  been  estabhshed  for 
years,  and  the  cost  of  production  can  be  determined  with  reasonable 
certainty.  Therefore,  we  feel  that  such  articles  should  be  ehmmated 
from  renegotiation.  We  believe  that  since  the  O.  P.  A.  has  set  a 
ceilmg  on  our  products  and  our  products  are  now  being  sold  below 
the  ceiling  set  by  the  O.  P.  A.,  that  such  articles  should  be  ehmmated 
from  renegotiation.  . 

Any  product  or  article  manufactured  and  sold  for  a  long  period 
of  time  prior  to  this  war  and  prior  to  the  last  war,  where  the  cost 
can  be  determined  with  reasonable  certainty  should  not  be  the  subject 

of  renegotiation.  .        ,       .       .    i. 

This  committee— and  I  take  it  that  this  committee  hearing  is  for 
the  purpose  of  hearing  suggestions  to  amend  the  act  or  the  repeal 
of  the  act,  or  substitutes  for  the  Renegotiation  Act— this  committee 
should  recommend  detailed  interpretations  and  constructions  with 
reasonable  certainty,  because  the  men  who  now  compose  the  renego- 
tiation boards  put  their  own  interpretation  and  construction  upon 
some  of  the  provisions  regarding  articles  that  should  not  be  renego- 
tiated, or  which  do  not  come  within  its  purview. 

For  instance,  a  certain  company  manufactures  abrasive  wheels 
^hich  are  made  of  certain  clays  are  told  that  if  they  use  two  ex- 
empt products  and  put  them  into  one  article  that  takes  this  article 
out  of  that  exempted  class,  although  that  article  may  not  be  processed, 
refined,  or  treated  beyond  the  first  form  or  state  suitable  for  indus- 
trial use. 

We  have  had  that  experience.  We  believe  when  we  take  two  ex- 
enipt  products  like  clay  and  bauxite  and  make  an  abrasive  wheel, 
^Mch  is  a  grinding  wheel  known  formerly  as  a  grindstone,'  that  that 
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should  not  take  this  article  out  of  the  exempted  class,  as  same  is  not 
processed,  refined,  or  treated  beyond  its  first  form  or  state  suitable 
for  industrial  use. 

We  believe  the  men  attempting  to  renegotiate  our  contracts  are 
well  meaning,  although  they  lack  experience  in  various  particular 
industries  and  are  not  familiar  with  the  difficulties  and  cost  struc- 
ture, and  so  forth,  in  every  business. 

Mr.  Knutson.  If  you  made  that  wheel  out  of  clay  you  could  not 
be  renegotiated  ?  •        ^    , 

Mr.  Waldman.  Out  of  clay  alone,  no.  So  long  as  it  is  processed  or 
refined,  only  one  stage  beyond  its  natural  state  for  industrial  use,  we 
cannot  be  renegotiated. 

Mr.  Knutson.  Or  if  you  made  it  from  the  bauxite  you  could 
not  be  renegotiated.  * 

Mr.  Waldman.  That  is  what  they  say. 

Mr.  Knutson.  But  because  you  use  two  of  them 

Mr.  Waldman.  They  say  we  are  subject  to  renegotiation. 

We  do  not  think  there  is  any  difference  in  the  abrasive  wheel  in- 
dustry from  any  other  article  processed  beyond  the  first  stage  ready 
for  industrial  use. 

Mr.  Knutson.  Do  those  products  have  a  lower  market  value? 

Mr.  Waldman.  For  5  Oyears  their  products  were  leveled  by  prices 
set  by  competition.    The  last  price  list  I  know  of  was  published  in 

1938. 

This  committee  should  recommend  and  suggest  procedure,  construc- 
tion, and  interpretation  that  can  be  understood  by  industry  and  the 
man  on  the  street,  because  in  every  branch  of  renegotiation  they  have 
different  formulas.  They  should  all  have  one  formula,  and  I  think 
this  committee  would  serve  industry,  the  people  and  the  country 
alike  if  they  would  set  down  simple  procedure  that  the  departments 
would  have  to  adopt,  in  making  recommendations  or  amendments  or 
changes  to  this  act,  so  that  when  we  meet  with  the  renegotiation  boards 
we  know  what  we  have  to  do  and  what  we  have  to  produce.  Nothing 
should  be  left  to  the  discretion  of  the  men  who  are  renegotiating  for 
the  Government.  We  should  be  able  to  meet  them  knowing  just 
what  they  are  after  and  what  we  are  expected  to  do.  We  go  nito 
one  board  and  we  have  to  produce  certain  items,  and  they  place  an 
interpretation  upon  the  act,  and  then  we  go  to  another  board  and  Mid 
that  their  construction  and  interpretation  are  altogether  different.  We 
would  like  to  have  a  standard  formula. 

Our  products  are  not  unknown  to  the  Government  purchasing 
agents  or  the  procurement  departments,  and  they  are  articles  that 
have  been  in  commercial  use  before  the  war  and  have  a  general  peace- 
time use.  1      -m/r     T  •       1 

Therefore,  we  concur  in  the  amendments  proposed  by  Mr.  Lincoln. 
We  think  that  the  Renegotiation  Act  sliould  be  repealed  and 
excess  profits  should  be  recaptured  by  appropriate  tax  laws.  If  it  is 
not  repealed  we  think  that  the  act  should  be  amended  to  exempt  these 
products  that  are  in  standard  commercial  use  and  have  been  tor 
many  years.  We  are  once  removed  from  the  electrical  contractor. 
We  are  the  first  one.  There  is  no  profit  except  our  profit;  there  is 
no  pyramided  profit,  and  that  is  something  else  for  the  Government 
to  think  of.    We  are  the  first  manufacturer. 


Mr  Cooper.  Does  that  complete  your  statement?  .      .    ,     . 

Mr'  Waldman.  Not  quite.  In  the  electrical  conduit  fitting  industry 
we  manufacture  thousands  of  items  some  for  the  war  effort  and  some 
inv  industrial  use  and  maintenance  and  repair,  and  one  order  may 
rover  500  items,  with  340  for  war  use  and  160  for  civihan  use.  It 
will  take  months  to  go  through  several  hundred  thousand  items  to 
determine  their  end  use,  as  most  of  the  products  are  sold  through 
Jobbers.  Our  production  in  the  war  effort  is  being  curtailed  by  renego- 
iation,  and  we  believe  that  all  renegotiating  boards,  such  as  those  of 
the  Army,  and  the  Navy,  the  Signal  Corps,  Ordnance,  and  so  forth, 
should  use  the  same  formula  and  the  same  procedure. 

Mr.  Cooper.  We  thank  you  for  your  appearance  and  for  the  state- 
ment you  have  given  the  committee. 

(Thereupon,  the  committee  adjourned  to  meet  tomorrow  Wednes- 
day, September  15, 1^43,  at  10  a.  m.) 
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WEDNESDAY,  SEPTEMBEB  15,   1943 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.  C, 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chair- 
man) presiding.  .  rr.i_    /:    i. 

The  Chairman.  The  committee  will  please  be  m  order.  Ihe  tirst 
witness  on  the  calendar  this  morning  is  Mr.  Harvey  W.  Moore,  exec- 
utive vice  president.  Brown  Manufacturing  Co.,  Concord,  N.  C. 

Mr.  Moore,  will  you  please  give  the  stenographer  your  name  and 
address,  and  the  capacity  in  which  you  appear  ?  .       ^      r^ 

Mr.  Moore.  Harvey  W.  Moore;  Brown  Manufacturmg  Co.,  Con- 
cord, N.  C.  1       /^  J 

The  Chairman.  The  chairman  would  like  to  state  that  Concord, 
N.  C,  is  in  the  district  represented  by  himself.  I  have  known  the 
Brown  Manufacturing  Co.  and  Mr.  Moore  for  a  number  of  years 
and  there  are  no  more  reputable  people  in  North  Carolina,  or  else- 
where so  far  as  I  know,  than  Mr.  Moore  and  the  firm  of  which  he 
is  executive  vice  president. 

We  are  very  much  pleased,  Mr.  Moore,  to  have  you  come  before 
our  committee  and  give  us  the  benefit  of  your  information  in  respect 
to  this  most  important  matter.  About  how  much  time  would  you 
like,  Mr.  Moore  ? 

Mr.  Moore.  About  20  minutes,  Mr.  Doughton ;  not  over  that. 

The  Chairman.  Do  you  want  to  make  your  main  statement  free 
of  interruption  and  answer  questions  later;  would  that  suit  you 
better? 

Mr.  Moore.  I  believe  I  would  prefer  that. 

The  Chairman.  Without  objection,  you  may  proceed  with  that 
understanding. 

STATEMENT  OF  HARVEY  W.  MOORE,  EXECUTIVE  VICE  PRESIDENT, 
BROWN  MANUFACTURING  CO.,  CONCORD,  N.  C. 

Mr.  Moore.  Mr.  Chairman,  at  the  outset  I  would  like  to  apologize 
for  not  having  mimeographed  copies  of  this  statement  in  your  hands 
and  the  hands  of  the  members  of  your  committee,  but  it  was  abso- 
lutely impossible  to  get  that  work  done  last  night.  Everybody  is  so 
rushed  that  we  just  could  not  get  it  done,  but  we  are  having  type- 
written copies  brought  down. 

I  thank  you  for  the  privilege  of  being  allowed  to  present  the  views 
of  our  industry  on  the  problem  of  renegotiation  as  we  think  it  re- 
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lates  to  the  welfare  of  the  whole  country,  since  it  is  in  that  light  that 
you  must  view  it,  and  as  it  relates  to  our  industry  and  to  industry 
generally.  I  believe  that  what  is  for  the  good  of  the  pubhc  is  for  the 
good  of  industry,  and  what  is  for  the  sound  interest  of  industry  is  for 
the  public  good.    It  is  in  that  spirit  that  I  lay  our  views  before  you. 

Not  many,  if  any,  managers  of  business  or  industry  desire  mordi^ 
nate  profits  to  result  from  the  war.  The  larger  part  of  profits  now 
flow  directly  or  indirectly  from  expenditures  to  save  the  Nation's 
life,  whether  from  Government  contracts  or  from  other  sources. 
Nearly  everyone  has  given  evidence  of  a  willingness,  a  desire,  to  pay 
out  of  these  profits  whatever  the  Congress  in  its  wisdom  says  is  their 
fair  share  of  the  burden.  Everyone  is  concerned  m  this  respect,  as 
you  are  concerned,  mainly  with  the  health  of  the  organism  that  pro- 
duces, not  only  for  the  sake  of  the  present  but  also  because  of  the  ter- 
rific problems  that  lie  ahead  in  post-war  recovery.  I  speak  for  the 
cotton  textile  industry.  What  I  shall  say  is  applicable,  I  believe,  m 
most  respects  to  industry  generally.  , 

As  I  understand  it,  the  objectives  of  renegotiation  and  the  mam 
reasons  for  its  passage  were  to  get  fair  prices  on  the  Government's 
purchases  of  war  material  and  equipment.  I  mean  that  the  Govern- 
ment, through  the  Under  Secretaries  of  the  War  and  Navy  Depart- 
ments and  through  Mr.  Karker  and  others,  has  represented  always 
that  renegotiation  is  primarily  a  part  of  the  procurement  process 
designed  to  get  prices  that  are  fair. 

As  we  understand  it,  the  renegotiation  law  grew  out  of  two  wartime 
Tipopssities  * 

1.  The  necessity  of  obtaining  rapidly  many  new  articles  as  to  which 
no  previous  cost  experiences  was  available.  The  new  articles  and  the 
amounts  in  which  they  had  to  be  produced  frequently  involved  a  com- 
plete conversion  of  the  plant  which  was  to  produce  them.  The 
machinery  had  to  be  rearranged.  Labor,  which  had  no  experience 
with  the  new  article,  had  to  be  trained 'in  new  skills.  In  instances 
new  materials  about  which  neither  the  management  nor  labor  had 
any  knowledge  had  to  be  used.  New  plants  had  to  be  constructed, 
sometimes  with  private  funds,  often  with  public  funds.  The  armed 
services  were  not  always  certain  of  the  design,  and  in  the  course  of 
production  many  changes  were  made  which  altered  the  cost  of  the 

article. 

2.  The  necessity  of  obtaining  large  quantities  of  other  articles  pre- 
viously manufactured  in  such  relatively  small  quantities  as  to  make 
previous  cost  experience  of  little  value  under  mass  production.  The 
most  spectacular  examples  of  this  are  the  shipbuilding  and  aircraft 
industry.  To  meet  the  great  demands  it  was  necessary  for  these  and 
other  industries  to  change  their  methods  of  manufacture  from  custom 
building  to  a  mass  production  basis.    In  making  that  change  their 

.  previous  experience  was  of  no  value  in  estimating  cost. 

For  industries  that  fall  into  either  one  or  both  of  these  categories 
renegotiation  served  a  vital  pricing  function. 

Neither  of  these  conditions  prevail  in  old  and  established  industries 
accustomed  for  many  years  to  produce  standardized  goods  on  a  mass- 
production  basis,  true  the  profits  of  such  industries  may  have  in- 
creased or  decreased,  they  do  this  even  in  so-called  normal  times.  But 
their  profit  fluctuations  were  within  comparatively  narrow  ranges. 


they  were  just  such  fluctuations,  may  I  point  out,  as  the  excess-profits 

**Tn^^me  oTthe  industries  previously  referred  to  it  may  be  true  that 
^hpir  increase  in  profits  was  so  great  that  the  excess-profits  tax  may 
have  left  them  an  unreasonable  profit.  But  so  far  as  I  know,  this  is 
«nt  true  in  any  of  the  old  established  industries  already  organized  on 
Tmass-production  basis  that  continued  to  make  standard  goods,  buch 
an  industry  is  the  one  I  represent  and  which  I  shall  describe. 

The  military  fabrics  that  we  produce  are  basically  the  same  as  the 
commercial  fabrics  which  the  industry  has  been  manufacturing  for 
many  years.  In  fact,  in  many  categories  they  are  completely  inter- 
Lngeable.  Where  changes  in  construction  are  necessary  they  are 
onlv  of  a  minor  character  and  are  of  the  type  that  our  mills  made 
reffularly  in  the  conduct  of  their  operations  in  peacetime,  and  the  costs 
of  which  they  can  predict  with  reasonable  accuracy.  Purchases  of 
such  fabrics  were  made  in  volume  in  peacetime;  m  fact  many  of  theni 
were  developed  cooperatively  by  the  armed  services  and  the  mills ;  and 
during  peacetime  the  prices  were  arrived  at  by  competitive  bidding. 
I  believe  it  is  no  exaggeration  to  say  that  the  procurement  officers  of 
the  services  were  probably  better  acquainted  with  textiles  than  with 
any  other  article  in  the  procurement  program.  .    ^     • 

Unlike  other  industries,  as,  for  example,  the  rubber  manufacturing 
industry,  there  have  been  no  changes  in  the  type  of  raw  materials 
processed  by  our  industry.  American  cotton  is  still  the  chief  raw 
material  and  for  many  fabrics  the  largest  single  item  of  cost,  ihe 
price  of  raw  cotton  is  a  matter  of  common  knowledge,  and  can  be 
and  is  known  with  precision. 

The  methods  of  processing  raw  cotton  are  the  same  today  as  they 
were  in  1939,  and  as  they  were  many  years  before  1939.  The  cotton 
textile  industry— the  industry  that  ushered  in  the  industrial  revolu- 
tion—is the  oldest  mass  production  industry  in  America.  Its  tech- 
nology is  the  most  mature  of  all  industries.  .     .1,.    • 

There  have  been  no  important  changes  in  technology  in  this  in- 
dustry comparable  to  those  of  many  other  industries,  especially  new 
war  industries.  Neither  has  there  been  any  significant  addition  to 
the  capacity  of  our  industry,  as  in  such  industries  as  steel,  aircraft, 
shipbuilding,  aluminiun,  and  magnesium.  In  1942  only  210,000  new 
spindles  were  installed  in  this  industry— less  than  one-half  the  num- 
ber installed  in  1940  and  1941.  No  new  plants  have  been  built  and 
no  Government  investment  has  been  made  in  cotton  mills  for  war 
purposes.  The  number  of  spindles  in  place  at  the  beginning  of  1943 
is  more  than  a  million  less  than  were  in  place  in  1940.    I  would  like 

to  emphasize  that.  .  .      , 

Therefore,  we  believe  that  the  war-time  necessities  that  made  renego- 
tiation necessary  for  many  industries  were  not  present  in  the  cotton 

textile  industry. 

The  effect,  therefore,  of  the  procurement  program  was  merely  to 
<iivert  a  substantial  portion  of  the  industry's  products  from  civilian 
markets  into  the  Government  market. 

In  addition  to  all  this,  in  common  with  other  old  established  indus- 
tries producing  standard  goods,  the  cotton  textile  industry  operated 
under  price  ceilings  of  the  Office  of  Price  Administration,  imposed 
nionths  before  Pearl  Harbor.  I  would  not  attempt  a  guess  as  to  the 
iiumber  of  man-hours  that  were  spent  by  mill  men  in  Washington  and 
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by  O.  P.  A.  and  Tariff  Board  accountants  in  the  field,  in  an  attempt 
to  reach  a  fair  basis  of  O.  P.  A.  ceilings.  From  May  of  1941  until 
the  late  fall  of  that  year  some  group  from  the  industry  was  ahnost 
constantly  in  Washington.  Costs  were  checked.  Historical  profits 
were  checked.  After  all  this  investigation  the  oflScials  of  O.  P.  A. 
made  their  decision  on  prices. 

The  circumstances  surrounding  the  determination  of  these  ceilings 
and  their  adequacy  for  pricing  textiles  for  war  procurement  deserve 
some  consideration.  In  the  cotton  year  ending  July  1939,  the  industry 
operated  at  82.5  percent  of  capacity,  based  on  an  80-hour  week;  in 
the  cotton  year  ending  in  July  1940,  operations  increased  to  94.2  per- 
cent. By  May  1941,  when  the  first  ceiling  was  imposed,  the  industry 
operated  at  121.7  percent  of  capacity.  In  the  course,  of  the  next  12 
months,  in  which  practically  alL  our  products  were  brought  under 
ceiling  prices,  production  reached  its  peak  and  has  been  declining 
ever  smce.  ITierefore,  we  can  say  that  any  economies  resulting  from 
volume  operations  were  reached  early  in  the  war  program,  niuch 
earlier  than  in  most  industries,  and  are  fully  reflected  in  the  ceiling 
imposed  by  the  officials  of  O.  P.  A. 

Further  evidence  of  the  closeness  with  which  price  ceilings  were 
fixed  is  the  fact  that  for  at  least  two  of  our  most  important  products 
going  into  military  use,  ceilings  had  to  be  increased  to  assure  adequate 
production,  and  notwithstanding  the  fact  that  the  combined  demand 
for  civilian  and  military  requirements  have  been,  and  are,  at  the 
highest  point  in  our  history,  production  is  steadily  declining,  and  I 
repeat  that  the  number  of  spindles  in  place  has  declined  by  1,097,000 
since  1940. 

One  reason  given  by  Mr.  Karker  for  including  cotton  manufactur- 
ing in  renegotiation  was,  as  I  believe  he  stated  to  you,  that  production 
increased  six  or  seven  fold.  Therefore  costs  went  down  tremen- 
dously; therefore  excessive  profits  were  made;  therefore  the  need 
for  renegotiation. 

As  a  matter  of  fact,  the  volume  of  cotton  manufactures  did  increase 
from  1939,  the  first  year  of  the  war,  to  1942,  the  third  year  of  the  war, 
where  peak  production  was  attained.  The  increase  in  total  yardage 
produced  in  this  period  was  between  35  and  40  percent — ^not  600  or 
700  percent.  According  to  statistics  of  industry,  production  published 
by  the  Association  of  Cotton  Textile  Merchants,  the  total  production 
in  1939  was  9,100,000,000  square  yards,  in  1940  was  9,600,000,000  square 
yard,  in  1941  was  11,400,000,000  square  yards,  and  in  1942  was  12,400, 
000,000  square  yards.  From  9,100,000,000  to  12,400,000,000  is  an  in- 
crease of  3,300,000,000— an  increase  of  36  percent.  Since  the  middle 
of  1942,  however,  production  has  decreased. 

It  is  the  position  of  the  cotton  textile  industry  that  statutory  rene- 
gotiation should  be  repealed,  or  if  it  is  continued  in  any  respect,  then 
the  manufacture  of  standardized  commercial  articles  should  be  ex- 
empted by  law. 

Well,  then,  you  may  ask,  what  should  be  done  with  respect  to  the 
recapture  of  excess  profits.  My  answer  is  that  the  recapture  of  ex- 
cess profits  in  our  industry  is  adequately  taken  care  of  by  the  tax 
statute  which  you  enacted  in  the  fall  of  1942  and  which,  I  understand, 
you  have  in  mind  to  give  further  consideration  to  when  this  question 
of  renegotiation  has  Been  disposed  of  by  you. 


Let  me  now  give  you  the  reasons  why  I  believe  this :  I  believe  that 
^e  in  industry  as  well  as  you  in  Congress  realize  that  there  are  two 
methods  by  which  the  Government  recovers  what  is  called  profits: 

(1)  The  taxing  machine  which  measures  profits  as  net  income,  meas- 
sures  excess  according  to  a  statutory  formula,  with  so-called  general 
relief  provisions,  10  percent  of  excess-profits  tax  as  a  post-war  re- 
serve, and  so  forth.  All  of  this  is  for  the  purpose  of  realistically 
fitting  the  tax  machinery  to  the  taxpayer's  case.  The  law  is  initiated 
by  you  gentlemen  and  enacted  by  both  Houses  of  Congress  in  the  most 
deliberate  process  that  is  accorded  any  form  of  legislation. 

The  renegotiation  statute  providing  for  recapture  of  excessive  profits 
was  enacted  in  April  1942.  The  1942  Kevenue  Act  was  not  enacted 
until  late  October  1942.  The  1942  Revenue  Act,  as  I  recall,  raised 
the  normal  and  war  surtax  rate  from  31  percent  to  40  percent.  It 
raised  the  excess-profits  tax  rate  from  a  maximum  of  60  to  90  per- 
cent with  a  10  percent  post-war  credit.  Our  position  is  that  the  1942 
Revenue  Act  provided  sufficient  recapture  of  profits  from  industries 
like  the  cotton  textile  industry. 

(2)  The  other  process  is  the  renegotiation  statute.  It  leaves  to  the 
discretionary  standards  of  men  the  determination  and  recapture  of 
excessive  profits.  There  is  no  statuory  right  to  resist  their  verdict, 
no  way  to  resist  this  process  should  it  ever  err.  It  takes  away  profit 
before  the  tax  measure  can  be  applied,  leaving  tax  to  operate  only  on 
what  is  left.  To  the  extent  that  it  measures  and  recovers  profit,  that 
is,  to  the  extent  it  performs  the  taxing  function,  it  nullifies  the  taxing 
status. 

I  know  it  is  claimed  for  it  that  it  does  not  perform  a  revenue-raising 
function.  It  is  obvious,  however,  that  it  does  perform  another  func- 
tion of  taxation,  which  is  measuring  not  price  but  profit  and  recover- 
ing the  amount  measured,  without  the  sanction  of  any  statutory  stand- 
ard, as  the  tax  law  provides,  and  without  the  surrounding  safeguards 
which  the  tax  law  affords. 

The  question  has  been  asked,  and  you  will  probably  ask  me,  if  in 
specific  cases  there  is  any  criticism  of  the  renegotiation  boards,  or  any 
instance  in  which  a  coiftractor  is  unfairly  treated.  There  are  several 
answers. 

The  first,  and  fundamentally  best,  answer  is  that  I  would  prefer 
that  I  pay  my  fair  share  of  profit  to  the  Government  through  the  tax 
statute  because  of  the  fairness  of  its  processes  and  the  safeguards  it 
affords.    Why? 

1.  Because  I  would  rather  trust  the  safety  of  the  interest  I  repre- 
sent to  the  jealousy  guarded  and  carefully  handled  taxing  machinery 
than  to  the  discretion  of  a  few  men,  however  able,  who  now  or  in  the 
^ture  shall  determine  how  much  I  shall  pay. 

2.  Because  after  3  years  of  experience  in  producing  for  war  the 
procurement  agencies  are  in  a  position  to  arrive  at  fair  prices  and 
costs.  This  is  and  has  been  definite  and  certain  in  the  cotton  textile 
industry. 

3.  Because  in  an  industry  such  as  ours,  where  the  products  sold  to 
the  procurement  agencies  are  the  same  as  those  sold  in  the  commercial 
Markets,  the  renegotiation  law  imposes  a  financial  penalty  upon  those 
'^ills  actively  engaged  in  the  war  effort,  gives  a  financial  reward  to 
those  mills  which  do  not  participate  in  it,  although  their  large  volume 
stems  directly  from  the  heavy  Government  expenditures. 
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In  closing,  I  would  like  to  state  that  we  believe  that  industries  like 
cotton  textiles  who  were  in  large  production  before  the  statute  was 
enacted,  whose  products  are  standardized  and  produced  both  for  war 
and  civilian  consumption,  and  are  sold  under  O.  P.  A.  ceilings,  should 
never  have  been  placed  under  this  statute  and  if  the  law  is  not  repealed 
we  recommend  that  industries  of  this  type  be  exempted  as  of  January 

1,  1943. 

I  thank  you,  Mr.  Chairman. 

The  Chairman.  Mr.  Moore,  did  your  company  have  large  contracts 
with  the  Government  which  were  subject  to  the  Renegotiation  Act? 

Mr.  Moore.  We  had  contracts,  sir,  in  the  amoimt  of  approximately 

$550,000.  .        , 

The  Chairman.  Separate  contracts  aggregating  tjiat  much? 

Mr.  Moore.  Aggregating  that  much ;  yes,  sir. 

The  Chairman.  When   were   those   contracts   entered   into,  Mr. 

Moore?  ,       ,  . 

Mr.  Moore.  During  the  year  1942  and  applicable,  under  this  act, 

from  April  28  of  that  year. 

The  Chairman.  Have  the  renegotiations  been  completed  or  are 
they  still  in  process? 

Mr.  Moore.  The  renegotiation  has  been  started  and  I  have  been 
told  the  amount  that  I  would  have  to  pay,  and  I  have  accepted  it. 
The  formal  papers  have  not  passed,  sir. 

The  Chairman.  I  did  not  get  that. 

Mr.  Moore.  I  have  been  renegotiated  and  have  been  advised  of  the 
amoimt  that  I  will  have  to  pay.  The  formal  payment  has  not  been 
made  and  the  papers  have  not  been  signed,  but  I  have  accepted  it. 

The  Chairman.  You  have  accepted  it? 

Mr.  Moore.  Yes. 

The  Chairman.  Of  the  $550,000  of  contracts,  would  you  be  at 
liberty  and  willing  to  give  the  committee  the  benefit  of  the  informa- 
tion as  to  the  amount  of  recovery  by  the  Government? 

Mr.  Moore.  Yes,  sir.  The  recovery  was  in  the  amount  of  $10,000 
gross,  sir. 

The  Chairman.  $10,000  gross? 

Mr.  Moore.  Yes,  sir. 

The  Chairman.  Well,  were  there  any  factors,  important  factors, 
in  connection  with  the  contracts  relating  to  the  cost  of  production, 
and  so  forth,  that  the  Renegotiation  Board  had  which  were  not 
available  when  the  contracts  were  entered  into?  ^^ 

Mr.  Moore.  I  would  say  not,  sir.    My  answer  would  be  "No. 
Those  goods  were  sold  at  the  ceiling  price  and  were  sold  in  competi- 
tion, and  were  sold  at  the  same  price  that  other  mills  sold  similar 

The  Chairman.  In  other  words,  when  the  contracts  were  made  tne 
Government  was  in  possession  of  all  of  the  important  facts  and 
information  relating  to  the  contracts  that  they  were  when  you  went 
through  the  process  of  renegotiation? 

Mr.  MooRE.  That  is  my  opinion,  sir ;  yes,  sir.  . 

The  Chairman.  So  that  there  was  a  difference  of  opinion  m  tne 
amount  of  $10,000  of  those  who  negotiated  the  contract  previous  to 
the  renegotiation  of  the  contract? 

Mr.  MooRE.  That  is  correct,  sir. 


The  Chairman.  How  much  of  the  time  of  your  company  was  taken 
UP  and  how  much  expense  have  you  had  to  encounter  in  these  rene- 
gotiation proceedings,  if  any  ? 

^  Mr  Moore.  To  be  brief,  sir,  I  had  to  go  outside  and  bring  an  out- 
side public  accountant  in  to  fill  out  the  papers  and  get  them  up  in 
formal  order,  and  so  forth,  and  it  cost  $750. 

Tlie  Chairman.  Was  the  time  of  your  employees  taken  up  when 
they  could  have  been  better  occupied  in  the  production  of  goods  ? 

Mr  Moore.  Unquestionably,  sir— unquestionably. 

The  Chairman.  To  what  extent  were  your  operations  interfered 

with  in  that  respect  ?  i^r    t\       x. 

Mr  Moore.  It  would  be  very  difficult  to  state  the  extent,  Mr.  Dough- 
ton*  but  the  whole  office  force  is  just  taken  away  from  their  normal 
duties  and  put  on  filling  out  these  forms,  and  it  takes  quite  a  lot  of 
time  and  we  are  all,  at  this  time,  short  of  help  and  things  are  bearing 
down  on  us,  and  it  is  really  a  great  deal  of  trouble,  definitely  so,  sir, 
and,  in  addition  to  that,  a  great  deal  of  worry.  You  are  worried ;  you 
do  not  know  where  you  stand ;  you  do  not  know  how  you  are  going 
to  come  out.    It  is  a  very  nettlesome  problem  that  is  in  front  of  you 

all  the  time.  -,  ,      .,     -o  j.-  ^^ 

The  Chairman.  When  you  were  informed  by  the  Renegotiation 
Board  that  you  owed  them  $10,000,  did  they  give  you  an  itemized  state- 
ment or  information  as  to  just  how  they  arrived  at  that  amount? 

Mr.  MooRE.  No,  sir;  they  did  not.  They  told  me  that  they  wanted 
me  to  understand  that  amount  was  small ;  that  it  was  going  to  cost  my 
mill  about  $2,000.  I  would  pay  the  $10,000,  the  Government  would 
spend  $8,000  of  it,  and  I  would  pay  the  $2,000  on  account  of  the  tax 
measure,  and  they  told  me  that  they  did  not  want  me  to  think  that 
they  were  just  taking  token  payment  from  me ;  that  according  to  their 
formula  that  was  the  slot  my  mill  fell  into,  and  that  they  felt  that  they 
ought  to  have  the  $10,000  regardless  of  the  fact  that  they  knew  that 
in  the  final  analysis  it  only  really  cost  my  mill  between  $1,600  and 
$2,000,  and  of  course,  as  I  pointed  out  to  you,  I  had  to  pay  the  auditors 
outside  $750  to  fix  me  up  to  go  down  there  and  carry  through  the  rene- 
gotiations. 
The  Chairman.  Then  you  had  no  way  of  knowing  why  they  said 

you  owed  them  $10,000  ? 

Mr.  MooRE.  No,  sir ;  except  as  I  have  explained.  I  had  no  way  to 
know.  I  presume  that  the  honorable  gentlemen  have  their  methods. 
They  dismissed  us  after  discussing  the  matter  for  one  hour  and  a  half 
and  went  outside  and  had  their  own  conference  and  came  back  and 
told  me  they  had  arrived  at  this  figure,  and  then  told  me  that  if  I 
would  deduct  that  from  sales,  reduce  certain  figures  down,  it  would 
show  that  I  had  come  out  at  7.6  percent.  I  put  those  figures  down, 
before  taxes. 

The  Chairman.  From  your  knowledge  of  the  whole  transaction, 
you  knew  more  about  it  than  anybody  else. 

Mr.  MooRE.  Yes,  sir. 

The  Chairman.  Did  you  feel  that  you  actually  owed  them  the 
$10,000? 

Mr.  Moore.  I  really  did  not,  Mr.  Doughton,  but  I  felt  that  I  had 
gotten  a  thing  that  was  worrying  me  and  bothering  me  behind  me. 
1  Was  thankful  to  get  it  behind  me. 

90621 — 43 29 
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The  Chaikman.  They  did  not  attempt  to  show  you  in  detail  where 
you  owed  them  $10,000  ? 

Mr.  MooRE.  No,  sir ;  they  did  not. 

The  Chairman.  Any  questions? 

Mr.  Camp.  Mr.  Moore,  you  state  that  your  contract  was  $550,000. 

May  I  ask  you  what  percentage  of  your  total  output  during  this 
period  was  Government  contracts? 

Mr.  Moore.  I  will  answer  that  by  saying  that  I  had  about  $4,000,000 
total  sales  and  about  $550,000  of  it  was  Government  work.  I  would 
like  to  state,  if  you  will  let  me,  that  I  manufacture  flannels,  cotton 
flannels,  at  my  mill,  and  the  Government  quite  naturally  does  not 
furnish  sleeping  garments  for  all  of  our  soldiers.  They  use  sleeping 
garments  only  for  the  wounded.  The  consequence^ was  that  my  mill 
could  not  take  an  enormous  amount  of  Government  contracts.  We 
took,  certainly  as  we  thought,  our  share,  sir. 

Mr.  Camp.  Now,  would  you  mind  telling  us  in  a  comparative  way 
how  the  profits  of  your  Government  contracts  compare  with  the  profits 
on  your  civilian  manufactured  goods,  or  goods  manufactured  for  the 
regular  civilian  trade? 

Mr.  MooRE.  My  recollection  is,  sir,  of  my  figures  that  they  showed 
9.73  percent  profit  on  civilian  goods  and  9.53  percent  on  Government 
goods.    That  is  my  recollection,  sir. 

Mr.  Camp.  Now,  then,  in  the  process  of  renegotiation,  was  it  neces- 
sary for  your  accountants  to  go  through  your  books  and  segregate  all 
data  and  all  information  on  the  Government  contracts  as  differentiated 
from  the  goods  manufactured  for  the  civilian  trade? 

Mr.  MooRE.  That  is  correct,  sir. 

Mr.  Camp.  And  in  that  course  of  renegotiation,  it  was  necessary 
for  you  to  employ  a  public  accountant  at  an  expenditure  of  $750? 

Mr.  Moore.  Yes. 

Mr.  Camp.  But  in  addition  to  his  time  taken  up  in  making  these 
figures,  your  entire  office  force  assisted? 

Mr.  MooRE.  Yes,  sir. 

Mr.  Camp.  And  after  it  was  finished  you  found  that  you  owed  the 
Government,  after  deducting  taxes,  between  $1,600  and  $2,000? 

Mr.  MooRE.  That  is  correct,  sir. 

Mr.  Camp.  Half  of  which  you  had  to  expend  for  an  accountant  to 
get  up  the  figures  for  them  ? 

Mr.  Moore.  Yes,  sir. 

Mr.  Camp.  Now,  Mr.  Moore,  is  your  experience  typical  of  the  textile 
industry  as  a  whole,  the  cotton  textile  industry  ? 

Mr.  Camp.  I  cannot  answer  that,  sir.  Certainly  I  can  answer  it 
with  reference  to  the  employment  of  auditors  and  the  trouble  and 
worry  that  is  going  on  in  the  offices  of  the  manufacturers  of  the  mill. 
I  can  answer  definitely  with  reference  to  that. 

Now,  as  to  the  experience  of  the  final  settlement  and  so  forth,  1 
cannot  answer.  I  know  of  some  other  examples  of  settlements.  Tliey 
were  not  as  small  as  mine  were. 

I  know,  for  instance,  of  one  settlement  a  man  did  more  than  $1,0(W,- 
000  of  business.  Tlie  profit  on  that  was  approximately  $154  000.  He 
was  charged  $82,000.  He  figured  finally  after  taxes  he  would  be  left 
from  the  $1,000,000  of  government  business  he  had  done  approxi- 
mately $22,000.  He  figured  definitely  that  his  machinery,  the  un- 
known damage  to  his  machinery,  would   approximate  $20,000  to 


.25000.    He  figures  that  he  is  going  to  lose  everything  1^^^  made  out 
if  fo  Government  work.    That  experience  is  different  from  the 

''C  cIm?^^^^  Moore,  the  product  that  the  textile  industry 

.SnSturfng  for  the  Government  is  practically  no  different  from 

L^oduct  they  are  manufacturing  for  the  civihan  trade,  is  it? 

Mr  MooRE.  That  is  correct,  sir.  ,      .  x.u    •   ^»oft.,r« 

Mr.  Camp.  It  is  a  standardized  product  throughout  the  industry? 

Mr  £i^*ll  manufacturing  or  in  these  war  contracts  you  have  not 
had  to  add  any  additional  machinery  or  make  any  great  change  m 
your  management  or  method  of  manufacturing? 

Mr.  MooRE.  No,  sir.  .  -^.^  ^-f  u « 

Mr.  Camp.  The  raw  product  you  used,  there  is  no  scarcity  o±  it? 

Mr.  MooRE.  No,  sir. 

Mr.  Camp.  The  price  of  it  is  ascertainable  at  any  time  I 

Mr.  Moore.  Yes.  ,  ,  t  i_  j       i, 

Mr  Camp.  And  it  is  being  sold  on  the  established  exchange. 

Your  wage  scale  and  schedule  is  regulated  by  the  Wages  and  Hours 

^Mr^MooRE.  That  is  practically  correct,  sir.    There  has  been  an  in- 
crease in  the  cost  of  manufacturing,  a  definite  increase  m  the  cost  ot 

"^  Mr  Camp.  And  the  Government  procurement  agents  Imow  without 
question  within  a  very  fine  percentage  the  cost  of  manufacturing  the 
products  out  of  these  goods  thev  are  buying  from  you? 
Mr.  MooRE.  I  believe  that  to  be  true,  sir. 

Mr.  Camp.  That  is  all.  , 

Mr.  Carlson.  As  I  understand  it,  they  renegotiated  a  contract  for 
you  of  $550,000,  and  the  part  that  you  had  to  pay  the  Government 

was  only  about  $1,600  ?  .        ,     i-»  i. 

Mr.  MooRE.  Well,  sir,  the  part  that  I  was  paying  the  Government 
in  order  to  keep  the  record  straight,  would  be  $10,000,  but  the  hnal 
cost  to  the  corporation  would  be  between  $1,600  and  $2,000  after  the 
tax  bill  was  taken  into  account. 

Mr.  Carlson.  In  other  words,  the  difference  between  $1,600  and 

0,000  was  collected  by  the  regular  Revenue  Act? 

Mr  J^ooRE   Correct 

Mr.  Carlson.  Is  that  typical  of  the  cotton  textile  industry  as  a 
whole  in  their  renegotiation  of  contracts? 

Mr.  MooRE.  It  is,  sir. 

Mr.  Carlson.  How  many  men  came  up  there  to  renegotiate  your 

contracts?  .     . 

Mr.  MooRE.  Why,  I  presented  my  request  to  them,  sir,  m  Green- 
ville,  S.  C.  I  presented  myself  before  the  renegotiation  board  there. 
I  had  a  visit  from  the  representative  of  the  renegotiation  board  leaving 
the  original  blank  papers  with  me  and  explaining  how  they  should 
t>e  made  out.    That  is  the  only  visit  I  had  with  them. 

Subsequently,  having  filled  my  papers,  they  summoned  me  to  ap- 
pear before  them  in  Greenville,  S.  C.,  which  I  did. 

Mr.  Carlson.  Were  these  Army  or  Navy  contracts? 

Mr.  MooRE.  They  were  Army  contracts,  sir. 

Mr.  Carlson.  Did  the  Army  at  any  time  have  an  auditor  in  your 
plant  during  the  process  of  manufacture? 


446 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


447 


Mr.  Moore.  They  did  not. 

Mr.  Carlson.  I  understand  they  do  that  in  a  number  of  industries 
with  larger  contracts,  and  I  was  wondering  if  that  was  true  m  your 

case.  .  X  j.«        i.   , 

Mr.  Moore.  They  did  not  in  my  case.    A  representative  of  the 

Army  sat  on  the  renegotiation  board,  sir. 

Mr.  Carlson.  You  mentioned  that  there  was  1,000,000  less  spin- 
dies  in  194a  than  there  were  in  1939  or  1940.  What  is  the  reason  for 
that  in  view  of  the  great  manufacturing? 

Mr  Moore  There  was  not  sufficient  profit  in  the  cotton  mill  busi- 
ness,  that  is,  despite  the  ceiling,  for  that  1,000,000  spindles  to  operate. 
That  is  what  I  was  trying  to  point  out,  despite  the  fact  we  may  be 
accused  of  making  a  lot  of  money,  apparently  here  are  a  million 
spindles  that  dropped  out.  That  is  the  reason  for  putting  that  in  my 
stitement 

Mr.  Carlson.  The  cotton  textile  industry,  despite  this  1,000,000 
spindles,  are  taking  care  of  the  demand,  are  they  not  ? 

Mr.  Moore.  Well,  sir,  I  would  say,  Mr.  Carlson,  that  is  problemati- 
cal. They  are  certainly  taking  care  of  the  Government  demand,  in 
my  opinion.  Goods  for  essential  civilian  demands  are  short.  We  are 
doing  all  we  can,  but  I  cannot  answer  that  question  definitely  that  we 
are  taking  care  of  the  entire  demands.  There  is  some  complaint 
from  the  standpoint  of  what  are  so-called  essential  needs. 

Mr.  Carlson.  What  about  the  importation  of  cotton  textiles? 
Does  that  interfere  in  any  way,  or  affect  in  any  way,  this  1,000,000 

less  spindles? 
Mr.  Moore.  No,  sir,  I  would  think  not. 

The  Chairman.  Mr.  Disney.  ,     i       t 

Mr.  Disney.  I  want  to  pay  you  this  compliment,  whether  I  agree 
with  your  statements  in  your  prepared  statements  or  not.  This  is 
one  of  the  most  moderate  and  still  one  of  the  most  logical  state- 
ments that  have  been  presented  to  this  committee  since  we  have  had 

this  hearing.  ,     ,  .  ,     ..•  i 

Let  me  ask  you  this :  You  suggest  that  standard  commercial  articles 

be  exempted  from  the  renegotiation  statute. 

IVTr  ATooRE    x^es  sir. 

Mr.  Disney.  As  I  understand  the  argument  now  in  favor  of  re- 
negotiation contracts  involving  standard  commercial  articles,  it  could 
best  be  illustrated  by  a  lead  pencil. 

If  that  is  sold  as  a  standard  commercial  article  at  a  price,  we  will 
say  of  5  cents  each  on  the  ordinary  trade  with  a  reasonable  pront, 
when  the  mnufacture  of  pencils  runs  into  the  millions  or  biUions 
perhaps,  there  is  an  argument  that  standard  commercial  articles  ought 
to  be  in  the  class  of  renegotiated  contracts. 

Mr.  Moore.  That  is  quite  true.  . 

Mr.  Disney.  If  you  can  make  a  reasonable  profit  at  5  cents  m  the 
ordinary  trade  on  lead  pencils  and  you  run  into  billions  of  them  in 
the  war  trade,  as  I  understand,  that  is  the  argument  you  present 

to  me.  .1 

Mr.  Moore.  Mr.  Disney,  I  would  like  to  say  this :  that  lead  p^p?"^ 
are  lead  pencils.  Selling  a  civilian  trade,  and  we  have  sold  the  civilian 
trade  large  orders,  possibly  not  as  large  as  the  Government  buys,  but 
may  I  point  out  when  you  sell  the  Government  the  specifications  are 


^^pn  vou  by  the  Government,  and  you  have  got  to  live  up  to  those 
Scations,  and  in  addition  you  have  got  to  live  up  to  those  de- 
furies  because  there  is  a  penalty  if  you  do  not  make  those  deliveries, 
nH  while  it  may  seem  that  the  Government  business  is  all  apple  pie 
T]  that  kind  of  thing,  at  the  same  time  they  are  right  strict  in  their 
demands,  inspections,  and  so  forth,  and  they  are  more  necessary  than 
,n  civilian  goods.  The  Government,  and  the  Government  correctly, 
toands  the  best  article  that  is  made  although  I  still  say  they  take  the 
Ime  as  the  civilian,  but  they  specify  and  they  check  and  they  see, 
fs  they  properly  should,  that  they  get  what  they  buy. 

Now,  I  drop  back  and  possibly  say  that  a  lead  pencil  is  still  a  lead 
pencil,  but  a  piece  of  cloth  must  meet  certain  specifications  that  are 
set  up  by  the  Procurement  Division. 

Mr  Disney.  Under  m^ss  production  of  either  you  make  more  profat. 

Mr  MooRE.  I  think  to  a  certain  extent  that  will  have  to  be  admitted. 
I  tried  to  point  out  that  we  had  been  in  mass  production  prior  and  we 
had  sold  biff  orders  before  this,  but  there  is  some  merit  m  what  you 
are  saving,  but  I  do  not  think  that  obviated  the  entire  proposition. 

Mr  Disney.  As  I  understand,  the  general  tenor  of  your  statement 
is  that  you  feel  that  the  already  existing  tax  system  would  take  care 
of  anv  situations  that  would  arise  in  the  cotton  textile  industry. 

Mr.  Moore.  Certainly  from  January  1,  1943,  sir,  without  quali- 

Mr.  Disney.  Well,  the  last  year's  excess-profits-tax  statute  was 
retroactive  to  the  1st  of  January  1942. 

M^r  I^oore    jl  es 

Mr.  Disney.  It*  has  sort  of  been  overlooked  in  that  90  percent 
excess-profits  tax,  that  it  began  to  apply  retroactively  to  the  1st  of 

January  1942.  .  ,,    -r^.  x     i.  x 

Mr.  MooRE.  That  is  right.    Profits  today,  Mr.  Disney,  are  not  what 

they  were  in  1942.  .  .  i       #  i. 

Mr.  Disney.  Well,  we  have  had  some  experience  with  reference  to 

this  renegotiation,  and  you  have  too. 

jjlr  Af  ooRE    Jl  es 

Mr.  Disney.  I  am  wondering  if  additional  work  of  segregating  the 
Government  stuff  from  your  civilian  stuff  did  not  entail  more  time 
expense  than  the  cost  you  had  of  doing  the  job  for  renegotiation. 

Mr.  Moore.  Well,  the  money  spent  was  $750.  The  time  expense 
would  be  hard  to  calculate.  You  know,  Mr.  Disney,  if  you  bring  an 
outside  man  into  your  office  he  will  be  asking  for  information.  Ap- 
parently he  comes  in  there  and  gets  it  all  up  himself,  but  as  a  matter 
of  fact  your  whole  office  force  is  playing  tag  for  him.  He  has  to  get 
this  out  and  that  out,  and  that  is  the  way  it  goes,  sir. 

Mr.  Disney.  That  is  in  addition  to  the  work  you  would  have  to  do 
in  making  up  your  tax  returns. 

Mr.  MooRE.  Yes,  sir. 

Mr.  Disney.  That  is  all. 

The  Chairman.  Mr.  Mills. 

Mr.  Mills.  A  few  moments  ago  you  gave  Mr.  Camp  some  figures 
on  the  difference  between  the  profit  on  goods  manufactured  for  war 
purposes  and  goods  manufactured  for  civilians. 

Mr.  Moore.  Yes. 

Mr.  Mills.  As  I  recall,  you  told  him  that  your  concern  realized  a 
profit  of  9.70  on  civilian  goods  and  only  9.53  on  war  goods. 
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T^T*  ^^ooR£   Y^6S  sir. 

Mr!  Mills.  I  assume  you  mean  the  9.53  is  the  profit  accruing  to 
your  concern  prior  to  renegotiation? 

Mr.  MooRE.  Before  renegotiation,  sir. 

Mr.  Mills.  It  is  9.53  on  goods  manufactured  for  war  purposes  be- 
fore renegotiation? 

^Ir  M^coRE    Yes  sir. 

Mr!  Mills.  And  before  renegotiation  set  in  at  all,  you  had  realized 
less  profit  on  the  goods  manufactured  for  war  purposes  than  on  civil- 

ian  goods  ? 

Mr.  Moore.  That  is  correct,  sir. 

Mr.  Mills.  That  is  all. 

The  Chairman.  Mr.  Kobertson.  "^ 

Mr.  Robertson.  In  case  this  committee  decided  to  exempt  standard 
products  from  renegotiation,  how  would  we  define  a  "standard  prod- 
uct"? 

Mr.  Moore.  You  are  asking  me  that,  sir? 

Mr.  Robertson.  Yes.  . 

Mr.  Moore.  Mr.  Robertson,  that  would  be  quite  hard  for  me  to 
answer.  Shoes,  certain  clothing,  lead  pencils,  items  of  that  ty|)e  that 
have  been  manufactured  for  a  long,  long  time  and  that  the  Govern- 
ment  has  been  buying  for  a  long  time,  the  Government  is  perfectly 
familiar  with.  Those  would  appear  to  me  to  be  standardized  articles 
that  should  be  exempt,  sir.  I  think  that  I  could  name  a  great  many 
more,  but  I  was  not  entirely  prepared  for  your  question. 

Mr.  Robertson.  I  think  we  would  face  quite  a  difficulty  if  we  tried 
to  define  the  standard  article  ourselves  in  the  act.  .  ,     ,      , 

Mr.  Moore.  May  I  state  this,  that  one  definition  might  be  that  a 
standard  article  would  be  an  article  with  admitted  standardized  costs 
and  with  a  period  of  sales  prices  over  40  or  50  years  that  can  be  traced 
back,  and  a  common  knowledge  in  trade  papers.  I  think  that  ap- 
proaches an  answer  to  your  question. 

Mr.  Robertson.  Well,  it  may,  but  in  line  with  the  thought  ]ust  ad- 
vanced by  Mr.  Disney,  it  is  reported  to  us  that  the  big  textile  com- 
panies like  Cannon,  for  instance,  are  making  greater  profits  after 
renegotiation  than  they  ever  made  in  their  history. 

Mr.  MooRE.  Mr.  Robertson,  in  all  businesses  some  corporations  are 
more  efficient  than  others.  Some  corporations  are  more  fortunate  m 
their  working  capital  than  others.  Some  corporations  are  able  to  buy 
new  machinery  and  install  it  where  others  are  not. 

You  referred  to  Mr.  Cannon.  He  is  a  very  close  and  good  friend  oi 
mine.  He  is  a  very  efficient  manufacturer.  His  mills  are  up  to  date 
and  modern  in  every  respect.  I  must  not  express  my  own  opinion. 
I  see  no  reason  why  Mr.  Cannon  should  be  penalized  under  a  law  tor 
what  I  consider  to  be  his  efficient  management  of  the  corporations. 

Mr.  Robertson.  It  is  not  a  question  with  us  of  penalizing  anybody. 
Our  problem  is  whether  a  man  is  making  excessive  profits  out  of  war 
spending. 

Mr.  Moore.  Yes,  sir.  , . 

Mr.  Robertson.  Now,  figures  have  been  presented  here  that  this 
year  corporations  will  have  approximately  $8,500,000,000  after  taxe^ 
which  is  larger  than  they  had  in  1929,  which  was  the  previous  largest 
year. 

Mr.  Moore.  Yes,  sir. 


Mr.  Robertson.  And  I  also  inserted  in  the  record  figures  that  on  the 
basis  of  present  dividends  policies  corporations  after  taxes  and  after 
dividends  will  have  a  reserve  fund  in  excess  of  $6,000,000,000. 

The  National  Association  of  Manufacturers  gave  us  the  average 
on  all  manufacturing  companies  that  we  were  reaching  about  69  per- 
cent of  their  profits  by  taxation,  and  the  Treasury  officials  and  the  re- 
negotiating officials  say  that  if  we  drop  the  renegotiation  law,  the  most 
that  we  could  hope  to  recapture  would  be  about  70  percent. 

Now,  we  face  the  necessity  of  raising  additional  taxes  to  finance 
an  unparalleled  war  expenditure.  Corporations  are  making  unparal- 
leled income  by  reason  of  the  war  expenditures,  and  there  are  a  great 
many  people  who  think  that  you  are  not  fining  anybody,  or  penalizing 
anybody  if  you  hold  their  war  profits  down  to  a  reasonable  sum  and 
not  let  them  make  all  the  traffic  can  bear  when  there  is  no  competi- 
tion in  the  true  sense  of  the  word,  and  the  profit  is  being  made  out  of 
the  war  sacrifice  of  132,000,000  in  the  greatest  war  effort  in  history. 

Mr.  Moore.  Yes,  sir.  I  agree  perfectly  with  you  in  reference  to 
your  sentiments  that  the  people,  the  public  does  not  want  millionaires 
made  out  of  this  war,  but  you  have  got  a  tax  law,  Mr.  Robertson,  going 
back  to  Mr.  Cannon,  if  Mr.  Cannon  manufactures  more  efficiently 
than  I  do  and  he  makes  more  money  as  a  consequence  therefrom,  he 
is  goin^  to  pay  a  bigger  tax.  You  are  going  to  take  a  bigger  tax  away 
from  him  than  you  are  me. 

Mr.  Robertson.  I  think  that  may  be  true.  Manufacturers  are  com- 
ing in  and  asking  us  on  the  one  hand  to  change  the  law  that  will 
result  in  greater  net  profits  for  them,  and  we  have  a  demand  from 
another  source  to  tax  corporations  more  than  they  are  being  taxed 
now  on  the  ground  that  they  are  making  too  much,  so  it  is  not  just  a 
one-way  street  for  us.  We  have  got  those  two  conflicting  viewpoints, 
and  we  are  trying  to  reconcile  them  and  do  the  fair  thing  by  the 
corporations  to  give  them  a  reasonable  profit  and  try  to  make  them 
sound  for  the  post-war  reconversion  period  and  not  be  accused  of 
letting  them  make  huge  profits  out  of  the  tragedy  of  war. 

Mr.  Moore.  Mr.  Robertson,  that  statement  you  have  made  with 
reference  to  making  these  manufacturing  corporations  sound  in  the 
post-war  effort  is  an  unknown  quantity.  We  are  running  these  mills 
three  shifts.  We  are  giving  the  machinery  fits.  We  have  got  in- 
efficient help,  and  we  do  not  know  how  much  we  are  damaging  that 
machinery  any  more  than  any  competent  engineer  can  tell  you.  The 
amount  of  money  that  you  should  allow  us,  or  that  we  should  set  up 
for  post-war  resumption,  I  just  cannot  estimate.    I  do  not  know. 

Mr.  Robertson.  Well,  I  think  that  you  have  got  the  smallest  post- 
war reconversion  problem  of  any  because  the  same  machinery  that 
makes  towels  and  sheets  for  the  Army  and  Navy  makes  them  for 
peacetime  production.  You  do  not  have  to  change  any  machinery. 
You  may  wear  it  out,  but  you  do  not  have  to  change  machinery. 

Mr.  Moore.  We  never  have  to  change  any  machinery,  and  we  sub- 
niit  for  that  reason  we  never  received  any  excessive  profits,  that  we 
are  going  right  along  in  what  we  have  always  been  making,  and  your 
procurement  officers  knew  what  it  cost  to  make  them  in  1941  and 
^940,  and  the  gentlemen  of  the  O.  P.  A.  fixed  the  price  in  1941. 

Mr.  Robertson.  Can  you  not  take  depreciation  of  20  percent  a  year 
^^  your  machinery  ? 
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Mr.  Moore.  Now  about  that  depreciation  business,  I  ought  to  kno\v 
about  it.  You  can  take  a  certain  amount  of  depreciation  and  then 
you  can  make  an  apjDcal.  I  just  do  not  know  what  the  figures  are. 
Mr.  Russell,  can  you  give  me  those  ? 

Mr.  Russell.  Four  percent  is  all  that  goes. 

Mr.  Robertson.  I  think  you  are  bound  to  be  wrong  because  they 
allow  5  percent  on  a  building.  It  would  certainly  be  more  than  4 
percent  on  a  machine  that  perhaps  you  could  wear  out  in  10  years. 
They  certainly  would  not  give  you  40  percent  of  the  depreciation  when 
you  wear  it  out  in  10  years.     You  might  wear  it  out  in  5. 

Mr.  MooRE.  I  cannot  answer  that.  I  cannot  testify  on  that,  I  am 
sorry.  I  do  not  have  the  exact  figures  on  depreciation.  I  should 
have  them.  I  am  sorry  that  I  do  not.  You  ou^ht  to  be  familiar 
with  them.  I  have  so  many  figures  that  I  have  to  carry.  It  is  ap- 
proximately, I  think — about  5  percent,  and  that  would  be  a  wear-out  m 
20  years.  That  is  what  is  going  through  my  mind,  Mr.  Robertson.  I 
would  like,  if  I  may,  Mr.  Robertson,  say  this  about  depreciation  and 
also  about  the  post-war  proposition. 

The  Government,  for  instance,  in  herringbone  twills,  I  think  it  is— 
it  is  a  very  heavy  piece  of  goods — requires  a  good  deal  of  it,  and  they 
are  making  uniforms  out  of  it.  Now,  they  were  not  getting  enough 
and  certain  mills  were  being  required  to  make  that  close  goods  on  a 
light  loom  and  they  were  just  giving  that  loom  a  fit  and  there  is  no 
telling  what  is  happening  to  that  loom  because  they  have  to  make  a 
heavy  piece  of  goods  on  it,  a  piece  of  goods  for  which  the  loom  is  not 
constructed.    A  great  deal  of  that  is  going  on,  sir. 

Mr.  Maloney.  Mr.  Moore,  I  understood  that  you  had  to  give  back 
to  the  Government  $10,000. 

Mr.  MooRE.  Yes. 

Mr.  Maloney.  That  was  arrived  at  through  a  checking  process,  is 
that  correct 

Mr.  MooRE.  I  understand,  sir — ^gentlemen,  it  is  a  checking  process, 
they  checked  the  papers  I  sent  in,  sir,  and  they  applied  their  formula, 
whatever  that  formula  is,  and  in  conference  they  asked  me  a  great 
many  questions  with  reference  to  papers  I  submitted.  They  came 
back  and  told  me  they  had  found  our  mill  owed  $10,000. 

Mr.  Maloney.  That  figure  is  arrived  at  on  figures  you  gave,  after 
they  review  them. 

Mr.  Moore.  That  figure  was  the  figure  arrived  at. 

Mr.  Maloney.  You  gave  a  statement  of  how  much  money  you 
made? 

Mr.  MooRE.  That  is  correct. 

Mr.  Maloney.  With  reference  to  the  contract  with  the  Government? 

Mr.  Moore.  Yes. 

Mr.  Maloney.  And  from  the  figures  you  furnished,  they  asked  you 
for  this  money. 

Mr.  Moore.  Yes. 

Mr.  Maloney.  They  do  not  check  into  the  way  these  figures  are 
arrived  at  by  you  ? 

Mr.  Moore.  Well,  sir,  I  would  answer  in  this  way :  That  the  Gov- 
ernment got  these  forms  up,  sir.  They  got  the  specific  forms  up  and 
they  sent  them  to  us  and  they  said,  "Fill  these  out,  1936  through  19^> 
fill  these  columns  out,"  and  they  sent  a  young  men  who  came  mto  the 


office  and  he  said,  ''Here  is  the  way  to  fill  these  out,  and  this  is  the  way 
the  Government  wants  it,"  and  then  we  proceeded  to  change  our  state- 
ments, and  so  forth,  and  so  on,  and  books  in  a  way  to  fill  in  the  figures 
in  the  manner  in  which  the  Renegotiation  Board  wanted  them,  and 
we  sent  them  the  figures  with  a  covering  letter,  and  certain  other 
ouestions  were  asked,  and  so  forth,  which  were  answered,  giving  them 
certain  information;  but  so  far  as  checking  those  figures  up,  they  did 
not  check  back. 

Now,  they  asked  me  questions.  We  had  a  couple  of  hours.  They 
asked  me  different  questions  about  the  figures,  and  so  forth,  and  so 
on,  and  they  did  not  go  back  to  my  office. 

ilr.  Maloney.  They  did  not  certify  as  to  the  entries? 

Mr.  Moore.  They  accepted  my  figures. 

Mr.  Maloney.  The  point  that  is  running  through  my  mind  is 
whether  they  gave  you  credit  for  all  the  expense  that  was  going  into 
that  particular  contract.  ,  -r   i  •  i   • 

Mr.  Moore.  Yes.  That  matter,  sir,  is  discussed,  and  I  think  is  pos- 
sibly of  a  general  formula  that  they  have.  I  say  that  because  I  recall 
mentioning  to  them  that  in  making  these  Government  goods  we  have 
to  put  on  special  inspectors,  and  so  forth,  and  so  on,  and  it  is  not  re- 
flected in  our  costs,  and  in  the  case  of  specified  deliveries,  we  do  not 
stand  the  expense  of  putting  on  extra  people  in  there  to  get  the  Gov- 
ernment goods  out. 

Mr.  Maloney.  You  would  include  depreciation  and  management 

expense;  would  you  not? 

Mr.  Moore.  We  have  all  that,  what  we  call  a  standard  cost.  We 
did  not  raise  them  to  try  to  take  care  of  that  particular  item,  or 
could  we  raise  them  to  take  care  of  the  item  that  I  mentioned  to  Mr. 
Robertson  of  this  unknown  damage  to  the  machinery.  There  is  no 
way  to  get  at  it.  Nobody  Imows  what  that  is  going  to  be.  Labor  is 
inefficient,  and  we  do  n(;t  know  what  damage  is  being  done. 

Mr.  Maloney.  I  am  sympathetic  with  your  viewpoint.  I  think  it 
is  pretty  hard  for  the  person  in  an  established  business,  having  an 
established  product,  to  have  to  work  under  the  conditions  that  you 
work  today  and  then  have  someone  come  in  and  take  up  a  lot  of  your 
time,  put  you  to  a  lot  of  annoyance  and  trouble,  and  then  tell  you  that 
you  have  to  give  back  the  money.  You  do  not  know  where  you  stand. 
If  it  were  a  great  amount,  there  might  be  something  to  it.  There 
are  people  who  will  make  money  in  spite  of  themselves  who  know 
nothing  about  business,  and  I  think  there  is  some  logic  in  taking  back 
from  them. 

Mr.  Moore.  I  agree  with  that. 

Mr.  Maloney.  But  in  established  businesses  that  have  been  going  on 
year  in  and  year  out,  having  established  plants,  it  looks  to  me  like  it 
is  a  little  hard. 

Mr.  MooRE.  Thank  you,  sir. 

Mr.  Maloney.  That  is  all. 

The  Chairman.  Mr.  Lynch. 

Mr.  Lynch.  Mr.  Moore,  would  your  plant  have  been  working  to  the 
same  capacity  if  you  did  not  have  this  Army  contract  ? 

Mr.  Moore.  The  answer  is  "Yes,"  for  this  reason,  Mr.  Lynch.  If  I 
had  not  sold  those  goods  to  the  Government,  I  could  have  put  them  in 
the  civilian  trade  without  any  trouble  at  all. 


.'t' 


jiRE 


452 


REINEGOTIATION   OF  WAR   CONTRACTS 


RENEGOTIATION   OF  WAR   CONTRACTS 


453 


i 


I, 


$: 


t 


Mr.  Lynch.  That  is  what  I  mean. 

Mr.  Moore.  Yes. 

Mr.  Lynch.  You  would  have  been  able  to  keep  your  looms  working 
to  the  same  capacity  if  you  had  not  had  this  (jovernment  contract? 

Mr.  MooRE.  Yes.  We  would  have  had  the  civilian  demand.  We 
had  it. 

Mr.  Lynch.  Do  you  not  think  that  your  probably  justifiable  com- 
plaint could  be  remedied  by  a  little  more  discretion  in  the  applica- 
tion of  the  law  rather  than  in  the  repeal  or  the  amendment  of  the 
law? 

Mr.  MooRE.  In  the  application  of  the  law,  Mr.  Lynch,  we  have  a 
great  deal  to  do.  We  have  a  great  deal  of  added  difficulties.  We 
have  a  great  deal  of  added  reports,  and  so  forth,  ^nd  so  on  to  make 
out.  Naturally,  some  are  due  to  the  conditions  under  which  we  are 
living,  but  any  change  in  application  is  going  to  require  us  to  get  to 
the  end  of  the  year  and  not  know  how  much  we  have  made,  how 
much  we  can  plan  to  go  ahead  on,  and  then  to  §o  through  with  get- 
ting up  all  these  papers  which  I  presume,  sir,  this  application  would 
mean,  and  then  appear  before  the  Board. 

Mr.  Lynch.  I  think  that  you  misunderstood  my  point. 

Mr.  Lynch.  I  mean  this,  for  instance.  Here  is  a  long-established 
concern  that  is  making  a  product,  the  various  items  of  cost  of  which 
have  been  known  to  you  for  years,  presumably  known  to  the  procure- 
ment officers  because  it  is  practically  a  standard  article. 

Mr.  MooRE.  Yes,  sir. 

Mr.  Lynch.  Under  those  circumstances,  it  seems  to  me  that  perhaps 
the  designation  by  the  Secrtary  of  War  that  your  concern  was  making 
excessive  profits  came  in  some  blanket  order. 

Mr.  Moore.  Yes,  sir. 

Mr.  Lynch.  Whereas,  if  the  order  of  the  Secretary  of  War  did  not 
specify  that  all  concerns  be  reexamined  for  excess  profits,  so  that 
those  concerns  that  were  doing  almost  their  regular  business  would 
have  been  exempted,  you  would  have  had  no  trouble,  insofar  as  your 
own  company  is  concerned. 

Mr.  Moore.  So  far  as  I,  myself,  am  concerned,  but  it  would  appear 
to  me  that  the  Department  of  which  you  speak  would  have  to  have  all 
those  figures  in  order  to  come  to  that  conclusion. 

Mr.  Lynch.  I  assume  that  when  you  went  to  the  procurement  officer, 
the  procurement  officer  knew  of  your  regular  business  in  the  past,  knew 
of  your  ability  to  perform,  knew  the  kind  of  merchandise  you  could 
manufacture,  and  also  knew  what  that  product  cost  for  you  to  market. 

Mr.  MooRE.  He  knows  all  of  that,  sir.  But  I  still  thmk  that  some- 
body has  finally  got  to  look  into  these  figures  in  order  to  say  that  we 
are  exempted,  or  whatever  you  are  trying  to  say  there;  that  it  does 
not  apply  to  us. 

Mr.  Lynch.  You  can  appreciate  our  position,  I  suppose,  that  we 
pass  a  law  which  must  cover  the  general  situation.  Its  application 
is  a  matter  of  administration,  in  large  part. 

Take  the  case  cited  by  Mr.  Disney,  of  those  pencils.  That  is  a 
different  situation  from  yours,  because  you  are  manufacturing  the 
same  thing,  and  not  in  any  excess  quantity  over  what  you  ordinarily 
would  manufacture ;  that  is  correct,  is  it  not  ? 

Mr.  MooRE.  That  is  correct. 


Mr  Lynch.  But  in  the  case  of  these  pencils,  where  formerly  they 
manufactured  1,000,000  pencils  a  year,  now  they  manufacture 
1 000  000,000  pencils  a  year,  it  is  that  mass  production  that  causes  the 
excess  profits  that  we  are  trying  to  stop  and  bring  down  the  price 
of  pencils  so  that  the  manufacturer  would  get  a  fair  and  reasonable 
return  on  his  invested  capital;  and,  at  the  same  time,  that  is  a  matter 
of  procurement  at  which  this  bill  is  essentially  directed. 

Mr  MooRE.  Well,  that  fellow  that  jumps  from  1,000,000  pencils  to 
1 000  000,000  pencils  has  got  to  put  in  a  great  deal  of  additional  equip- 
ment' and  very  likely  he  is  not  going  to  be  able  to  sell  the  1,000,000,000 
nenci'ls  when  the  war  is  over.  ^ 

Mr.  Lynch.  I  assume  that  he  is  manufacturing  these  billion  pencils 
at  a  profit  just  as  he  is  manufacturing  a  million  pencils  before.  You 
do  not  believe  that  where  the  Government  is  the  only  purchaser  that 
the  price  of  those  billion  pencils  should  be  made  the  same  to  the  Gov- 
ernment as  the  price  of  a  million  pencils  was  to  the  individual  trade, 
especially  where  in  the  distribution  of  the  1,000,000  pencils  they  had 
probably  had  high  selling  costs? 

Mr.  MooRE.  I  follow  you,  sir.  And  I  point  out  with  reference  to  the 
industry  that  I  think  I  am  capable  of  talking  about,  that  I  made  9.53 
on  the  Government  work,  mass-production  work,  if  you  please— the 
pencils  you  are  talking  about— as  against  9.70  on  civilian  goods. 

Mr.  Lynch.  I  am  not  taking  your  case,  Mr.  Moore,  for  this  reason.  I 
do  not  think  your  case  is  exactly  comparable.  I  can  see  where  there  is 
a  justifiable  complaint  that  you  had.  But  I  am  talking  about  a  case 
where  the  production  has  been  increased  so  vastly  that  the  profit  based 
on  percentage  of  sales  would  run  into  tremendous  figures.  And  it  is 
not  so  much  looking  at  the  percentage  of  sales  profit  that  I  am  looking 
at,  but  rather  what  the  result  is  in  dollars  to  the  taxpayers  of  the 
country. 

Mr.  MooRE.  All  right,  sir.  That  90  percent  law  still  applies  there. 
Now  we  go  back  to  the  pencils.  I  cannot  imagine — I  do  not  know, 
but  I  cannot  imagine  that  the  Government  would  buy  5,000,000  pencils 
at  the  retail  price  or  at  the  price  at  which  the  manufacturer  formerly 
sold  them. 

Mr.  Lynch.  That  has  been  the  suggestion,  that  insofar  as  stand- 
ardized articles  that  had  a  listed  price,  there  should  be  no  renegotia- 
tion. Let  us  assume  that  these  pencils  were  a  standardized  article, 
with  a  price  listed,  manufactured  by  a  company  that  had  been  in  busi- 
ness for  40  or  50  years.  You  have  the  same  situation  arising  where, 
by  reason  cf  the  volume  of  purchases  of  that  type  of  pencil  by  the 
Government,  this  company  makes  enormous  profits.  It  is  true  that 
the  percent: ige  of  sales  profits  might  not  increase  a  great  deal,  but  in 
dollars  it  insreases  tremendously,  with  the  result  that  in  wartime  they 
are  obtaining  huge  profits  which  they  never  dreamed  of  in  peacetime, 
and  they  are  actually  war  profits,  because  the  Government  is  the  only 
purchaser  and  those  things  are  necessary  in  time  of  war. 

Mr.  MooRE.  Yes,  sir. 

Mr.  Lynch.  You  can  readily  understand  that  the  Government  un- 
der those  circumstances  wants  to  get  the  price  of  pencils  down  so 
that  that  manufacturer  would  not  have  inordinate  profits  as  a  result 
^f  its  one  customer,  the  Government ;  you  can  understand  that  ? 

Mr.  Moore.  I  can  understand  that. 
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Mr.  Lynch.  That  is  the  reason  why  we  have  this  bill.  Of  course 
that  case  is  different  from  yours.  But  can  you  not  see  our  point  of 
view,  that  probably  insofar  as  you  are  concerned,  it  is  a  matter  of  ad- 
ministration and  not  really  a  matter  of  law  ?  We  have  to  have  a  law 
to  cover  all.  Insofar  as  the  administration  is  concerned,  it  seems  to 
me,  in  a  case  like  yours,  where  there  is  no  mass  production,  where 
your  production  is  the  same  as  you  would  have  in  peacetime,  it  is 
rather  almost  indiscreet  on  the  part  of  the  War  Department  to  check 
back  with  respect  to  your  particular  case. 

Mr.  Moore.  That  is  true,  Mr.  Lynch.  But  you  gentlemen  are  sit- 
ting on  probabl}^  the  most  important  committee  of  either  the  House 
or  the  Senate,  and  it  looks  to  me  that  that  can  be  taken  care  of  through 
taxation,  which  you  are  going  to  proceed  to  do. 

Mr.  Lynch.  The  only  difference  there  is,  Mr.  Moore,  that  the  Gov- 
ernment has  to  collect  all  that  money  first,  and  it  puts  that  tax  burden 
on  the  people.  Then  it  goes  back  and  pays  it  to  you,  with  all  of  the 
cost  involved  of  paying  it  to  you.  Then  it  takes  it  back  from  you  up 
to  the  figure  of,  generally  around  TO  percent — I  believe  that  is  the 
figure  of  war  profits  that  come  back.  Now,  would  it  not  be  much 
better  if  in  the  very  first  instance,  or  before  the  money  is  paid  out 
to  you,  and  before  it  is  levied  on  the  taxpayer,  the  price  of  these 
various  things  were  finally  determined? 

Mr.  Moore.  Yes,  but  I  think  that  the  Government  procurement  of- 
ficers know  what  the  costs  of  those  items  are.  They  certainly  do  in 
the  case  of  textiles,  and  I  imagine  they  did  in  the  case  of  these  lead 
pencils.  And  they  would  not  pay  an  excessive  price  within  their 
knowledge.  I  imagine  that  they  know  just  exactly  the  kind  of  lead 
pencils  they  want  to  have  for  the  Government  service,  and  they  know 
approximately  what  it  costs  to  make  them. 

That  is  what  we  are  trying  to  put  over  that,  in  the  case  of  these 
standardized  items,  a  firm  price  fixed  by  that  procurement  officer  is 
sufficient  at  the  time,  and  after  that  the  tax  law  itself  in  its  operation 
will  take  care  of  the  situation. 

That  is  about  as  nearly  as  I  can  come  to  answering  you,  Mr.  Lynch. 
You  are  getting  me  a  little  bit  involved.  But  that  is  about  as  near  as 
I  can  come  to  answering  you. 

Mr.  Lynch.  That  is  all. 

The  Chairman.  We  thank  you  for  your  appearance  and  your  very 
interesting  and  helpful  statement. 

Mr.  MooRE.  I  thank  you,  Mr.  Chairman  and  gentlemen. 

The  next  witness  is  Mr.  Scott  Russell,  president  of  the  Bibb  Manu- 
facturing Co.,  Macon,  Ga. 

Mr.  Russell,  please  give  your  name  and  address,  and  the  capacity 
in  which  you  appear,  for  the  record. 

STATEMENT  OF  SCOTT  RUSSELL,  PRESIDENT,  BIBB  MANUFACTUR- 
ING CO.,  MACON,  GA.,  REPRESENTING  THE  RENEGOTIATION 
COMMITTEE,  COTTON  TEXTILE  INDUSTRY 

Mr.  Russell.  My  name  is  Scott  Russell.  I  am  President  of  the 
Bibb  Manufacturing  Co. 

The  Chahjman.  Mr.  Russell,  how  much  time  do  you  think  you  will 
need? 


Mr.  Russell.  Mr.  Chairman,  I  have  not  a  prepared  statement. 
I  have  a  few  notes  here.  I  am  rather  in  the  position  of  the  tail 
of  the  dog,  and  I  want  to  fill  in  a  few  gaps  that  Mr.  Moore  left  and 
emphasize  a  few  points  that  he  made,  and  discuss  some  of  Mr. 
Karker's  statements  before  this  committee. 

Without  interruption  I  would  finish  in  15  minutes.  But  the  form 
of  my  statement  is  such  that  some  of  the  members  of  the  committee 
may  wish  to  question  me  as  we  go. 

The  Chairman.  You  may  proceed,  Mr.  Russell. 

Mr.  Russell.  I  first  want  to  agree  with  one  of  Mr.  Karker's  state- 
ments that  he  made  before  this  committee  last  week.  I  think  it  is 
the  only  one  with  which  I  will  agree^  probably. 

He  said : 

In  my  judgment  it  is  a  dangerous  and  un-American  statute.  But  we  are  in 
a  dangerous  and  destructive  war  which  justifies  unusual  precautions  and 
conditions. 

With  that  I  fully  agree,  and  I  want  to  take  a  text,  so  to  speak, 
that  when  the  Congress  passes  a  dangerous  and  un-American  statute, 
that  it  ought  to  be  narrowed  to  the  absolute  necessities  of  that  statute ; 
that  it  ought  not  to  be  extended  to  situations  in  which  it  might  be 
appHcable  or  it  might  be  desirable.  But  when  this  Congress  gives 
a  roving  commission  to  a  bureau,  to  go  into  the  pockets  of  American 
business,  and  without  any  yardstick,  take  money  from  them,  that  that 
power  ought  to  be  limited  to  the  necessities  of  war.  Now,  so  limited, 
I  have  no  quarrel  with  it. 

Mr,  Moore  went  into  some  detail  as  to  the  reasons  for  the  passage  of 
it,  the  reason  that  our  industry  agreed  it  was  wise.  Mr.  Karker  sum- 
marized them  very  much  more  briefly,  and  if  I  may  read  briefly  from 
Mr.  Karker's  testimony,  he  said  at  page  5  of  the  first  hearing : 

Industry  was  called  upon  to  produce  new  and  strange  items  which  neither  they 
nor  any  one  else  had  ever  made  before,  the  costs  of  which  they  could  not  know 
except  by  estimates  with  the  use  of  untrained  and  inexperienced  people,  with 
the  use  of  a  foreman's  force  whose  competence  they  had  only  to  guess  at,  and 
the  length  of  time  and  the  amount  of  material  necessary  could  only  be  estimated. 

Limited  to  that  type  of  situation,  I  fully  applaud  the  Renegotiation 
Act  in  its  inception.  I  think  it  was  a  necessary  and  a  wise  act  limited 
to  that  field.  But  Mr.  Moore  and  I  are  representing,  both  of  us,  an 
industry  that  deals  in  standard  goods,  that  was  a  mass-production  in- 
dustry before  this  war  started.     It  is  still  a  mass-production  industry. 

We  had  no  new  techniques  to  develop.  We  had  no  new  machinery  to 
install.  We  were  called  upon  to  make  heavier  goods  on  looms  that 
were  not  adapted  to  those  goods  and  we  had  to  make  some  changes 
in  those  looms.  But  by  and  large  we  are  making  exactly  the  same 
thing  that  we  made  before  this  war. 

The  question  of  standard  goods  has  been  raised  with  the  renegotia- 
^rs  and  their  answer  always  is  that  "you  ought  to  be  under  the 
statute  because  your  production  vastly  increased  and  you  thereby  made 
greater  profits." 

Now,  Mr.  Karker  has  made  that  statement  before.  He  put  into  the 
Record,  during  testimony  before  the  Appropriations  Committee  that 
he  gave,  at  page  28  of  the  record,  this  statement,  speaking  of  the  textile 
industry  now,  in  answer  to  questions  from  Mr.  Starnes,  of  the  Appro- 
priations Committee.    He  said: 
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Their  costs  have  declined  with  the  increase  in  the  volume  of  their  business. 
Their  costs  have  declined  from  those  of  the  period  that  were  used  as  a  base 
for  the  ceiling  prices. 

That  statement  simply  is  not  true.  Practically  all  textiles  were 
put  under  ceilings  between  May  of  1941  and  December  of  1941.  In 
April  of  1941  the  cotton-textile  industry  consumed  920,000  bales  of 
cotton.  In  April  of  1942,  which  was  the  peak  production,  they  con- 
sumed 998,000  bales  of  cotton. 

In  July  of  1943,  which  was  the  last  figure— no,  I  saw  last  night  the 
August  figures,  which  were  842,000  bales;  the  July  figure  was  839,000. 

The  increase  from  April  1941  to  April  1942  was  78,000  bales,  or 
approximately  8  percent.  But  the  cost  of  producing  those  goods  in- 
creased at  least  2^2  cents  a  pound  by  reason  of  wage  increases  that 
reflected  no  change  in  the  ceiling  prices,  and  by  reason  of  a  decreasing 
efficiency  in  our  labor. 

Today  we  are  using  approximately  3,000  more  people  in  our  mills 
to  operate  three  shifts  than  we  used  in  normal  times,  because  the 
efficiency  of  that  labor  has  decreased  so  tremendously.  And  that  is 
proportionately  true  throughout  the  textile  industry. 

And  when  Mr.  Karker  makes  the  statement,  applying  it  to  the 
textile  industry,  that  their  costs  have  decreased  since  the  ceiling  prices 
were  put  in,  he  simply  does  not  know  what  he  is  talking  about. 

The  next  paragraph  following  the  one  that  I  just  read  has  him 
making  this  statement : 

Their  volume  has  expanded  five  times.  As  a  result  of  that  increased  volume, 
there  was  naturally  a  reduction  in  the  fixed  charges  of  their  costs. 

The  facts  are  that  the  volume  increased  from  the  month  preceding 
the  first  ceiling  from  920,000  bales  to  a  peak  of  998,000  bales,  which 
is  8  percent,  and  not  500  percent.  And  if  Mr.  Karker  is  no  more 
accurate  in  his  other  statements  than  he  is  in  that,  why  then  he  is 

far  off  the  limb. 

Mr.  Robertson  raised  the  question  that  cotton  mills  were  making 
more  money  than  they  had  ever  made.  In  some  instances,  that  may 
be  true.  But,  to  answer  your  question  about  depreciation,  in  1931 
the  Treasury  fixed  a  25-year  life  on  cotton-mill  machinery  and  allowed 
a  4-percent  depreciation  whether  it  operated  40  hours  or  80  hours  or 

120  hours.  . 

The  company  that  I  work  for  made  up  its  income  tax  statement 
with  its  depreciation  exactly  at  the  same  figure  as  it  would  have 
been  had  we  operated  40  hours,  when  we  actually  operated  144  hours. 
And  the  income  reflects  that  difference  in  depreciation. 

Mr.  Robertson.  Would  you  mind  an  interruption  right  there! 

Mr.  Russell.  No  ;  not  at  all. 

Mr.  Robertson.  That  is  a  Treasury  regulation  and  not  a  law. 

Mr.  Russell.  That  is  a  Treaury  regulation. 

Mr.  Robertson.  It  can  be  changed  overnight,  can  it  not? 

Mr.  Russell.  Exactly.  .,, 

Mr.  Robertson.  I  am  glad  you  brought  that  out,  because  we  wiu 
certainly  take  it  up  with  the  Treasury  Department  to  see  that  no  in- 
justice is  done  a  man  who  had  been  operating  his  machinery,  say  » 
hours  a  day,  and  now  he  is  operating  24  hours  a  day.  . 

Mr.  Russell.  Now,  the  Treasury  issued  a  very  elaborate  regulation 
with  reference  to  additional  depreciation.    They  took  away  the  ngoh 


as  I  remember  it,  simply  to  blanket  your  machinery,  in  1941,  and  said 
that  if  you  wanted  additional  depreciation,  it  had  to  be  broken 
down  machine  by  machine,  and  I  think  a  great  many  members  of  the 
industry  have  filed  claims  with  the  Treasury  following  their  income 
tax  returns.  But  the  published  statements  of  the  textile  industry  are 
based  on  the  Treasury  income  tax  returns. 

Mr.  Disney  raised  the  question  of  the  pencils,  and  I  want  to  take  a 
little  issue  with  Mr.  Moore,  and  considerable  issue  with  Mr.  Karker 
on  the  question  of  whether  additional  production  today  lowers  costs  in 
r  mass  production  industry. 

Now,  it  is  perfectly  certain  that  an  industry  that  was  on  a  tailor- 
made  basis  prior  to  this  war  and  went  on  a  mass  production  basis, 
is  making  goods  cheaper  than  they  made  them  prior  to  this  time.  But 
except  for  a  reduction  in  overhead,  a  reduction  in  sales  expense  to  the 
Government,  there  is  no  saving  to  an  industry  that  was  already  skilled 
in  mass  production  by  going  to  a  greater  production.  And  with  in- 
efficiency of  labor  that  is  becoming  increasingly  evident,  their  wage 
costs  and  their  direct  costs  have  gone  up  to  a  point  that  more  than 
offsets  the  saving  in  overhead  and  selling  expense. 

I  am  satisfied  that  that  is  generally  true,  and  it  is  contrary  to  the 
accepted  economic  principle  that  greater  production  reduces  your 
cost,  because  that  economic  principle  was  not  founded  on  the  theory 
that  there  was  an  inadequate  labor  market ;  and  that  you  can  work  in 
unskilled  labor,  any  labor  that  you  can  get. 

Certainly  that  is  true  in  our  industry,  and  I  think  it  is  true  in  most 
industries. 

But  I  come  back  to  the  proposition  that  whatever  that  difference 
may  be — there  have  been  fluctuations  in  income ;  there  are  fluctuations 
in  income  in  normal  times — ^but  the  90  percent  top  bracket  of  the 
mcome  tax  was  designed  to  take  care  of  just  such  changes  in  produc- 
tion as  that.  And  when  you  get  into  the  90-percent  bracket,  if  you 
make  an  excessive  profit,  you  do  not  keep  enough  of  it  to  justify 
imposing  a  statute  of  this  kind  with  its  roving  commission  on  stand- 
ard established  businesses.  The  ultimate  difference  of  those  grada- 
tions in  income  with  the  present  tax  bracket  do  not  justify  this  statute. 

Mr.  Cooper.  May  I  ask  one  question  there  ? 

Mr.  Russell.  Yes,  sir. 

Mr.  Cooper.  Have  you  ever  been  in  the  90-percent  bracket? 

Mr.  Russell.  We  are  in  the  90-percent  bracket. 

Mr.  Cooper.  Now? 

Mr.  Russell.  Yes,  sir.  But  I  would  not  come  here  with  the  argu- 
ment that  the  textile  industry  is  not  making  any  money.  I  would 
very  properly  be  told  that  that  was  something  to  be  presented  to  the 
renegotiators.  I  do  come  here  with  the  argument,  however,  that  the 
^dustry  should  not  have  spent  months — and  I  literally  lived  here  in 
W^ashington  during  the  summer  of  1941 — in  an  effort  to  work  out  these 
9-  P.  A.  ceilings.  I  was  not  happy  with  them  at  all.  But  they  went 
into  every  detail  of  our  business  in  order  to  work  them  out.  We  are 
selling  goods  today  to  the  civilian  trade  and  to  the  Government  at 
jnose  ceilings,  and  there  is  not  one  single  item  that  my  company  makes 
that  has  had  a  ceiling  increased  on  it  since  March  of  1942.  But  our 
Josts  have  gone  up  tremendously.  And  I  say  that  we  should  not  have 
^^  sit  down  with  the  O.  P.  A.  and  go  through  all  that,  and  then  sit 
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down  with  the  procurement  officers  of  the  Government,  and  in  some 
instances  have  them  write  their  own  ceilings  lower  than  O.  P.  A.,  and 
then  after  it  is  all  over,  have  to  go  through  the  torture  of  renegotia- 
tion.  My  company  has  not  been  renegotiated,  although  our  1942  year 
closed  on  the  31st  of  August  1942,  and  we  have  paid  all  of  our  income 
tax.  I  think  that  was  one  of  the  questions  Mr.  Lynch  raised.  The 
Treasury  has  got  it.  We  have  got  tax  certificates  to  pay  a  part  of 
next  year's  and  we  have  not  been  renegotiated.  I  think,  though,  some 
of  my  associates  are  sitting  down  this  morning  in  Greenville  with 
the  renegotiators. 

But  we  have  spent  a  tremendous  amount  of  time  trying  to  separate 
government  business  from  civilian  business.  Now,  we  did  not  have  a 
single  direct  contract  with  the  Government  in  our  ^fiscal  year  1942— 
not  a  single  one.  The  goods  that  we  make  are  largely  raw  material 
for  other  manufacturers.  We  kept  no  separation  of  them.  The  stat- 
ute was  not  passed  until  our  fiscal  year  was  nearly  over.  And  they 
asked  us  to  go  through  more  than  75,000  invoices,  in  an  effort  to  sepa- 
rate the  goods  that  ultimately  found  their  way  to  the  Government 
from  the  goods  that  ultimately  did  not  find  their  way  to  the  Govern- 
ment. 

There  was  approximately  12  percent  of  our  goods  that  we  could 
not  identify  at  all.  They  went  to  someone  who  might  have  made 
them  into  Government  goods  or  who  might  not  have  done  so.  But 
those  figures  took  months  of  preparation,  following  months  of  work 
with  the  O.  P.  A.  On  standard  goods,  one  or  the  reasons  for 
this  statute  was  to  give  the  procurement  agencies  cost  information 
and  give  them  a  pricing  basis.  But  on  standard  goods,  they  have 
not  renegotiated  price.  They  have  not  paid  any  attention  to  price. 
They  have  simply  asked  you  to  break  down  your  Government  goods 
as  against  your  civilian  goods  and  show  how  much  profit  you  made. 
and  they  have  come  in  and  simply  said,  "You  made  this  much  too 
much  profit."  Now,  that  has  given  the  procurement  agency  abso- 
lutely no  yardstick  to  write  down  those  contracts. 

Mr.  KaVker  makes  much  of  having  saved,  I  think,  $1,400,000,000  on 
contracts  that  were  written  down.  Well,  where  a  man  is  making  a  bat- 
tleship, of  course  you  can  figure  it ;  but  I  question  the  saving  in  those 
figures,  in  the  first  place,  because  there  has  been  a  huge  number  of 
cotton  contracts  canceled.  They  may  have  been  written  down  to  that 
extent,  but  they  may  never  have  been  delivered.  And  one  of  the  prime 
purposes  of  this  thing  was  to  control  the  forward  prices,  and  it  is  not 
done  in  the  over-all  negotiation;  and  the  one  proposition  that  they 
have  never  been  able  to  answer  is  the  proposition  that  the  mill  selling 
the  same  goods  to  the  civilian  at  the  same  price  keeps  all  of  its  profit 
except  that  which  the  tax  act  takes,  and  the  mill  that  converted  over 
to  Government  goods  and  gave  up  its  civilian  customers  and  left  them 
to  the  tender  mercies  of  its  competitors  sells  goods  for  exactly  the  same 
price  and  has  to  be  renegotiated. 

Now,  Mr.  Karker  made  the  statement  on  page  70  of  this  record,  m 
answer  to  a  question  by  Mr.  Knutson  as  to  whether  or  not  industry 
tjikcs  an  unnecessary  chance  in  engaging  in  Government  work: 

They  take,  as  a  matter  of  fact,  much  less  chance  than  they  take  with  any  com- 
mercial business  they  do,  because  the  Government  provides  much  greater  safe- 
guard and  protection  for  the  war  contractor  than  does  any  commercial  customer 
with  whom  they  deal. 


Well  again  I  say  that  Mr.  Karker  does  not  know  what  he  is  talkmg 
ohout  'There  is  not  a  single  Government  contract  that  does  not  have 
^cancelation  clause  in  it.  They  can  cancel  them  that  quick  [indi- 
ratin^l,  and  they  have  done  it  day  after  day.  The  company  that  I 
work  for  at  one  time  owned  and  had  in  its  warehouses  100,000  bales 
of  cotton  that  were  committed  to  Government  work,  and  we  were  sub- 
contracted on  every  pound  of  it.  We  have  been  strugghng  for  a  year 
and  a  half  to  get  a  provision  written  in  the  Government's  cancelation 
clause  that  will  protect  the  subcontractor  on  those  cancelations,  and  to 
this  good  day  we  have  got  no  protection  whatever  if  the  cancelation  is 
made  on  the  prime  contractor  and  he,  in  turn,  is  not  able  to  answer  to 

the  subcontractor.  .  •    u  *4 

I  say  that  where  you  sell  goods  to  a  solvent  civilian  you  are  m  better 

shape  than  you  are  when  you  sell  them  to  the  Government;  because  he 

has  no  right  of  cancelation. 
I  would  like  to  give  this  committee  one  rather  glaring  example  of 

what  I  am  talking  about.  .       -.       ^  o^ 

In  April  of  1942  the  War  Production  Board  ordered  20  percent 
of  certain  types  of  looms  to  make  bag  cloth  to  supply  the  deficiency 
which  was  caused  by  the  failure  of  the  importation  of  jute.  Tlie  mills 
made  exactly  the  same  cloth.  "Some  of  them  sold  it  to  the  engineers ; 
some  of  them  sold  it  to  the  Defense  Supplies  Corporation  to  put  in 
a  stock  pile.  Some  of  them  sold  it  directly  to  the  bag  manufacturer 
who  made  agincultural  bags.  Now,  those  who  sold  it  to  the  engineers 
knew  that  they  would  be  renegotiated;  those  that  sold  it  to  the  bag 
manufacturers  knew  that  thev  would  not  be  renegotiated;  those  who 
sold  it  to  the  Defense  Supplies  Corporation  at  that  time  thought  that 
they  would  not  be  renegotiated;  but  the  Congress  included  the  Defense 
Supplies  Corporation  under  the  statute  and  made  it  retroactive  for 

18  months. 

Now,  there  is  a  group  of  manufacturers  that  made  exactly  the  same 
goods,  sold  them  at  exactly  the  same  price  to  three  different  pur- 
chasers, and  they  came  out  with  an  entirely  different  result. 

The  Government  ordered  a  great  many  looms  to  herringbone  twills 
which  are  so  widely  used  for  uniforms  for  the  Army.  They  produced 
a  lot  of  seconds.  The  seconds  could  be  sold  to  the  civilian  trade  at  a 
5  percent  discount,  but  when  you  sold  to  the  civilian  trade  you  kept 
the  money ;  when  you  sold  the  herringbones  to  the  Government,  you 
were  subject  to  renegotiation. 

Mr.  Karker  laid  much  emphasis  on  the  proposition  that  this  statute 
rewards  efficiency.  I  differ  with  that  statement  very  sharply,  as 
applied  certainly  to  a  standard  goods  industry.  Generally  we  con- 
sider that  the  profit  a  company  makes  is  the  measure  of  its  efficiency, 
and  that  is  more  true  where  they  are  all  selling  at  the  same  price.  If 
the  company  that  I  represent  makes  more  money  proportionately  than 
the  company  that  Mr.  Moore  represents,  or  vice  versa,  there  is  some- 
thing within  that  company  that  is  responsible  for  it,  if  we  sell  the 
same  goods  at  the  same  price ;  and  it  seems  to  me  that  when  the  price 
is  controlled  the  profit  is  the  measure  of  that  efficiency. 

But,  getting  into  the  realm  of  hearsay,  I  have  been  told  by  some 
of  my  competitors  that  have  been  renegotiated  that  the  renegotiators 
have  said  to  them  that  7  percent  before  taxes  is  the  absolute  maximum 
that  they  will  allow  to  anyone  on  carded  yarns.  Now,  some  mills 
^ever  made  7  percent  on  it;  some  mills  never  made  less  than  7  percent. 
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But  when  they  put  a  top  stopper  on  your  possibilities,  I  say  it  is  a 

reward  for  inefficiency.  -i     •   j     ^  i 

Now,  a  great  part  of  the  profit  that  the  textile  industry  made  in 
1942  came  out  of  cotton.  Cotton  went  up  from  an  average  price  of 
around  15%  cents  in  August  of  1941,  which  was  the  beginning  of 
that  crop  year,  to  a  peak  of  around  20.47  cents,  and  most  of  the  mills 
bought  their  cotton  in  the  fall,  when  it  was  moving,  and  reflected  a 
big  cotton  profit.  Now,  the  renegotiators  say,  "That  is  just  fine; 
we  are  going  to  take  it."  This  industry  has  taken  the  position  that  all 
these  profits  ought  to  be  figured  on  the  replacement  cost  of  the  cotton, 
because  they  would  give  us  no  credit  for  that  cotton  if  the  market  went 
off.   They  say,  "We  are  going  to  take  it  at  your  cost." 

They  renegotiated  a  mill  that  had  a  big  cotton  profit  in  1942,  taking 
the  cotton  at  his  cost,  and  with  the  huge  amount  of  cotton  that  the 
mills  are  running  today  we  are  inevitably  going  to  have  a  loss  in  that 
cotton  in  the  year  following  this  war,  when  we  will  not  be  renegotiated 
and  when  we  will  be  on  a  one-way  street,  and  the  mill  that  bought 
cotton  and  owned  it  at  a  low  price  certainly  ought  to  get  some  credit 
for  having  done  it.  But  the  renegotiators,  according  to  the  infor- 
mation I  have  from  my  competitors,  give  them  no  credit  whatever. 
One  of  them  is  quoted  as  saying,  "That  is  fine ;  the  Government  is  de- 
lighted that  they  have  such  a  good  cotton  buyer." 

Our  company  will  run  275,000  bales  of  cotton  next  year,  and  we 
have  to  own  most  of  it,  and  we  are  liable  to  lose  most  of  it  at  the  end 
of  this  war,  when  we  have  no  renegotiation  to  give  us  credit.  The 
tax  act  wisely  took  care  of  that  in  its  tax  provisions,  but  not  the 

Renegotiation  Act.  .  t  i.-  i  •  • 

The  greatest  complaint  that  I  have  on  this  law  is  that  I  think  it  is 
utterly  impossible  to  administer  it  with  the  slightest  degree  of  fair- 
ness. Mr.  Karker  frankly  admits,  on  page  82  of  this  record,  that  they 
have  no  formula.  He  says  that  a  formula  is  impossible;  and  I  agree 
with  him.   He  says: 

It  is  as  impossible  in  connection  with  renegotiafion  as  it  would  be  in  the 
determination  of  the  value  of  a  business  if  you  were  buying  one. 

But  Mr.  Karker  lavs  down  what  he  calls  a  set  of  principles.  Be- 
ginning on  page  38  of  this  record,  he  sets  out  some  of  the  many  prin- 
ciples which  are  considered— this  is  an  appendix  that  he  inserted  in 
the  record— and  he  takes  a  page  and  a  half  of  fine  type  to  set  out  the 
so-called  principles.  Well,  10  Philadelphia  lawyers  could  not  take 
those  principles  and  decide  how  much  weight  ought  to  be  given  to 
each  one  of  them  in  determining  these  answers,  to  save  their  lives; 
and  I  will  go  further  and  say  that  I  could  not  take  them  and  properly 
weigh  them  as  applied  to  the  business  that  I  am  supposed  to  know  all 

about. 

Now,  they  have  got  48  offices  renegotiating.  Mr.  Karker  says  m 
reference  to  these  principles — ^let  me  read  you  this  statement;  it  is 
an  amazing  one: 

We  have  defined  principles  and  adopted  policies  and  trained  the  organization 
in  the  following  of  those  policies.  So  there  is  a  method,  there  is  a  procedure,  ana 
there  is  a  listing  of  items  to  be  taken  into  consideration,  each  to  be  weighed  in 
relation  to  the  experience,  character,  background,  and  ability  of  the  men  who  are 
to  make  the  determination. 


Kow,  he  has  got  1,688  people,  according  to  his  own  statement,  re- 
net^otiating  15,000  contracts.  I  counted  some  32  or  33  of  those  prin- 
ciples, and  sometimes  I  did  not  know  whether  they  would  be  in  our 
favor  or  against  us,  but  they  have  got  to  take  those  principles  and 
^ei^h  them  in  each  individual  case,  and  I  say  that  it  depends  largely 
on  the  judgment  of  the  men  who  are  attempting  to  weigh  them. 

In  answer  to  a  question  by  Mr.  Kobertson  in  this  record,  on  page 
72— Mr.  Kobertson  was  questioning  him  as  to  why  they  allowed  22 
percent  to  one  concern  and  10  percent  to  another  in  the  same  busi- 
ness—Mr. Karker  says: 

The  difference  in  individual  approach— the  competence,  the  experience,  the 
conclusions  of  the  people  who  conducted  the  renegotiation— may  have  had  some 
influence. 

Well,  I  submit  that  they  did.  Now,  he  goes  on  to  say  that  though 
they  were  only  able  to  close  228  cases  a  week  during  the  month  of 
August,  in  order  to  complete  the  1942  renegotiations  by  the  end  of 
1943,  they  will  have  to  reach  agreements  in  565  cases  per  week  from 
now  until  the  end  of  the  year,  which  means  that  they  have  simply  got 
to  speed  up  the  already  uncertain  and  inadequate  processes  that  they 

have.  ,      p        1  1. 

He  takes  much  pride,  apparently,  in  the  fact  that  up  to  now  they 

have  not  had  a  unilateral  agreement.    He  says  at  page  64 : 

It  is  significant,  I  think,  that  up  to  now,  some  16  months  after  the  passage 
of  the  statute,  there  has  been  no  unilateral  determination  in  the  War  Depart- 
ment. 

Well,  I  have  not  been  renegotiated,  but  I  have  talked  to  a  great 
many  people  in  our  industry  that  have,  and  it  is  true  that  they  all 
signed ;  but  in  many  cases  it  is  a  little  bit  like  the  man  that  was  sen- 
tenced to  be  hanged  and  agreed  to  a  life  sentence.  I  believe  that  if 
this  committee  could  appoint  a  small  subcommittee  that  would  sit  in 
executive  session  and  talk  to  the  pjeople  who  have  be^n  renegotiated, 
they  would  find  it  very  enlightening.  As  I  say,  I  have  talked  to  a 
great  many  cotton-mill  men  who  have  been  renegotiated,  and  so  far 
I  have  not  found  a  single  one  who  has  been  furnished  any  figures  as  to 
how  the  amount  demanded  from  him  was  arrived  at.  They  do  not 
give  them  a  statement;  they  refuse  to  give  them  a  statement;  and 
just  yesterday  one  cotton-mill  man  took  a  stenographer  into  the  meet- 
ing and  they  refused  to  proceed  until  he  left  the  room. 

Now,  I  say  that  they  do  not  know  how  they  arrive  at  it.  They  pull 
a  figure  out  of  a  hat  and  they  say,  "We  have  considered  all  these  prin- 
♦iiples,"  and  my  information  is  that  if  you  present  an  argument  about 
"otton  to  them,  or  an  argument  about  efficiency,  they  say,  "We  have 
considered  that  and  taken  that  into  consideration  by  giving  you  a 
little  higher  percentage." 

Mr.  EoBERTSON.  Will  the  gentleman  yield  for  a  question? 

Mr.  Russell.  Certainly. 

Mr.  Robertson.  If  the  law  is  changed  to  give  the  right  of  appeal, 
would  it  help  the  situation  ? 

Mr.  Russell.  It  would  help  it.    I  do  not  think  it  would  cure  it. 

Mr.  Robertson.  They  would  have  to  make  a  record  for  the  court? 

Mr.  Russell.  They  would  have  to  make  a  record,  and  that  would 
^ertainly  obviate  that  particular  objection.  I  think  counsel  for  the 
^oard  contends  that  they  would  go  into  court  with  a  presumption  of 
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correctness  in  their  favor,  and  it  is  rather  difficult  to  overcome  those 
presumptions  in  many  instances. 

Mr.  Robertson.  Would  you  prefer  to  have  the  act  repealed  or  to 
have  the  cotton  mills  left  out? 

Mr.  Russell.  What  I  am  going  to  suggest  is  this:  that  the  situa- 
tion can  be  met  by  authorizing  the  procurement  agencies,  wherever 
they  state  that  costs  are  not  ascertainable,  to  write  a  renegotiation 
provision  in  the  contract,  and  unless  they  think  that  costs  are  not 
ascertainable  to  start  with,  leave  renegotiation  out. 

Now,  in  the  case  of  the  man  who  never  made  a  machine  gun  Jbef ore, 
and  thought  it  would  cost  a  thousand  dollars  and  found  that  it  would 
cost  a  hundred  that  is  not  taken  care  of  by  the  tax  act,  I  agree.  But 
the  man  who  made  100,000,000  pounds  of  goods  and"  then  makes  120,- 
000,000  does  not  make  enough  additional  profit,  after  the  tax  act  works 
on  him,  to  justify  this  sort  of  inquisition. 

I'he  Chairman.  Let  me  ask  you  a  question  right  there.  Is  it  your 
position  that  the  cost  of  these  standard  articles,  such  as  you  refer 
to,  is  just  as  ascertainable  at  the  time  the  contract  is  made  as  it 
is  during  the  process  of  renegotiation  ? 

Mr.  Russell.  Exactly.  They  can  know  just  as  well  as  the  time 
they  buy  the  goods  as  they  can  later,  within  1  or  2  percent.  I  do 
not  mean  that  the  factors  do  not  shift  to  some  extent,  but  they  can 
come  so  close  to  it  that  nobody  will  be  done  any  injustice. 

Mr.  Robertson.  Suppose  you  know  the  cost  of  producing  a  given 
number  of  units,  and  suppose  they  order  ten  times  or  a  hundred  times 
that  number  of  units,  and  they  claim  that  production  on  that  scale 
will  measurably  decrease  your  cost,  and  you  say,  "No;  here  are  the 
O.  P.  A.  figures  and  these  are  my  figures.  If  you  want  my  goods,  this 
is  what  you  will  have  to  pay."    Then  what  will  happen  ? 

Mr.  Russell.  Mr.  Robertson,  one  of  the  War  Powers  Acts — I  do 
not  remember  which — ^gives  the  procurement  agencies  such  a  power 
to  force  the  taking  of  contracts  at  their  price  that  that  situation 
cannot  arise.  Now,  I  think  that  few  industries  that  are  already  mass 
producing  could  increase  their  production,  ten  times,  or  100  percent, 
for  that  matter,  without  vast  plant  expansion ;  and  that  might  be  a 
situation,  if  that  expansion  were  so  great,  in  which  the  procurement 
agency  would  want  to  insert  the  provision  for  renegotiation  because 
costs  were  not  ascertainable.  But  that  is  an  exaggerated  example  in 
most  mass-production  industries. 

Mr.  Robertson.  Mr.  Lincoln  testified  quite  at  length  that  they  have 
raised  efficiency  in  his  plant  to  the  point  where  each  man  is  doing  the 
work  of  three,  and  that  he  can  make  a  better  product  at  less  cost  than 
anybody  else  in  the  country. 

Mr.  Russell.  Well,  in  the  isolated  instance,  Mr.  Lincoln  is  an  out- 
standing example  of  that  situation.  You  will  find  a  few  companies 
that  have  a  labor  force  that  they  have  had  for  years,  and  that  they 
have  kept,  that  possibly  have  increased  their  efficiency  since  this  war 
started.  But  with  the  labor  force  that  most  American  business  is  hav- 
ing to  work  with  today  that  is  not  true. 

Mr.  Robertson.  How  many  cotton  mills  in  the  South  have  gotten 
the  Army  and  Navy  E? 

Mr.  Russell.  I  could  not  answer  that  question.  I  would  judge 
some  hundred ;  but  I  am  guessing. 

Mr.  Robertson.  How  many  in  Georgia  have  gotten  it? 


Mr.  Russell.  I  would  guess  10  or  15;  maybe  12;  somewhere  in  that 
neighborhood. 

Mr.  Robertson.  How  many  plants  are  there  in  Georgia. 

Mr.  Russell.  I  do  not  know  the  exact  number  of  plants  in  Georgia. 
I  think  there  are  about  143.  That  is  approximately  correct.  Tliere 
are  1,200  cotton  mills  in  the  United  States.  They  are  all  small  units, 
small  business,  as  compared  with  what  we  generally  think  of  as  big 
business.  The  largest  producer  in  the  industry  only  produces  2  per- 
cent of  the  goods. 

Mr.  Robertson.  Out  of  that  number,  how  many  have  gotten  the 

Army  and  Navy  E? 

Mr.  Russell.  I  would  guess  50.  I  am  simply  guessing,  but  that 
would  be  my  best  guess;  possibly  more. 

Mr.  Disney.  You  do  not  mean  to  say  that  there  is  a  presumption  in 
favor  of  an  administrative  finding  unless  the  statute  says  so? 

Mr.  Russell.  I  do  not  think  so,  Mr.  Disney ;  but  Mr.  Mcintosh,  I 
believe,  under  questioning  from  you  in  this  same  record,  took  that 
position. 

Mr.  Disney.  I  am  terribly  dissatisfied  with  any  such  answer  as  he 

made. 
Mr.  Russell.  I  was  once  upon  a  time  a  lawyer,  but  I  have  forgotten 

most  of  it ;  but  my  judgment  is  "No." 
Mr.  Disney.  They  have  not  got  any  more  power  than  the  statute 

gives  them  ?     ,  ■,•,-, 

Mr.  Russell.  That  is  right ;  but  he  takes  the  position  that  they  have. 

Mr.  Disney.  Mr.  Mills  suggests  that  they  take  all  the  power  that 
the  statute  does  not  exclude. 

Mr.  Russell.  That  is  right.  There  is  not  any  bureau  in  the  Govern- 
ment yet  that  has  not  sought  more  power  than  Congress  gave  it. 

Mr.  Disney.  That  is  true. 

Mr.  Russell.  And  most  of  them  got  away  with  it. 

Mr.  Disney.  Exactly. 

Mr.  Mills.  Mr.  Russell,  during  our  contacts  in  1941 1  formed  a  very 
high  regard  for  your  opinion  and  business  judgment. 

Mr.  Russell.  Thank  you,  Mr.  Mills. 

Mr.  Mills.  I  have  one  question  that  I  want  to  ask  you.  Would  the 
purchase  of  your  goods  by  the  War  Department  at  O.  P.  A.  ceiling 
prices  result  in  you  receiving  inordinate  profits  or  excessive  profits 
that  could  not  be  reached  by  the  1942  Revenue  Act  ? 

Mr.  Russell.  Mr.  Mills,*  I  do  not  think  so.  Now,  of  course,  one  of 
the  great  fallacies  of  this  act  is  that  it  cannot  define  excessive  profits. 
That  definition  is  one  for  a  book. 

Mr.  Mills.  I  am  referring  to  the  definition  given  in  the  1942 
Revenue  Act.  * , 

Mr.  Russell.  Under  the  1942  Revenue  Act,  we  were  subject  to  it 
for  only  2  months  of  our  1942  fiscal  year,  because  we  were  on  a  fiscal- 
year  basis.  We  will  be  subject  to  it  this  year.  We  will  pay  the  State 
of  Georgia  5.5  percent  of  our  income  and  we  will  pay  the  Federal 
Government  80  percent  of  it. 

Mr.  Mills.  I  was  in  hopes  that  you  could  give  me  a  definite  answer 
*o  the  question.  It  seems*  to  me  that  if  O.  P.  A.  has  fixed  a  ceiling 
price — and  I  am  sure  the  O.  P.  A.'s  ceiling  price  is  not  going  to  be  one 
that  will  permit  of  inordinate  profits — it  has  taken  care  of  that  factor 
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in  fixing  a  price  that  the  Army  can  determine  as  fair  in  the  first 
instance.  . 

Mr.  KussELL.  Mr.  Mills,  if  I  wanted  to  be  dogmatic,  I  could  answer 
your  question  categorically;  but  as  it  is,  I  would  answer,  "No;  defi- 

nitelv* ' 
Mr.  Mills.  Would  that  apply,  then,  to  almost  all  goods  on  which 

O.  P.  A.  has  fixed  a  ceiling  price  ? 

Mr.  Russell.  I  think  it  would.  The  O.  P.  A.  has  now  come  around 
to  the  theory  of  what  they  call  over-all  prices,  and  they  admit  that 
there  are  certain  goods,  in  the  line  of  textiles,  on  which  the  mills  suffer 
a  loss,  but  they  refuse  to  change  those  ceilings  because  they  say  that  on 
the  over- all  prices  th^y  can  make  a  profit. 

Mr.  Mills.  Do  you  know  of  any  cases  in  which  the  ceiling  prices 
have  been  fixed  too  high  ? 

Mr.  Russell.  I  do  not. 

Mr.  Mills.  The  impression  we  get  is  that  ceiling  prices  have  been 
fixed  too  low. 

Mr.  Russell.  We  have  been  struggling  with  them  for  months  in  an 
effort  to  get  an  increase  in  those  ceilmg  prices. 

Mr.  Mills.  And  in  spite  of  that  fact  the  War  Department  has  not 
seen  fit  to  take  the  O.  P.  A.  ceiling  price  as  the  price  for  dealing  with 
the  textile  industry  ? 

Mr.  Russell.  Mr.  Mills,  except  in  rare  instances  the  War  Depart- 
ment has  paid  the  O.  P.  A.  ceiling  price  on  textiles.  Now,  on  some 
types  of  finished  goods  they  set  their  own  ceilings  slightly  below  the 
O.  P.  A.  ceilings,  and  they  have  bought  a  small  quantity  of  goods  at 
less ;  but  in  most  instances  they  have  paid  the  ceiling  price. 

Mr.  Mills.  But  have  those  contracts  based  upon  the  ceiling  price 
been  renegotiated  so  that  the  contractor  gets  less  than  he  was  allowed? 

Mr.  Russell.  That  is  absolutely  right.  They  are  subject  to  rene- 
gotiation and  are  being  renegotiated  as  fast  as  they  can  get  around 
to  it. 

Mr.  Mills.  That  is  all. 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
testimony  you  have  given  the  committee. 

The  next  witness  is  R.  T.  Demsey,  of  the  Long-Bell  Lumber  Co., 
Kansas  City,  Mo. 

STATEMENT  OF  R.  T.  DEMSEY,  VICE  PRESIDENT,  lONG-BEII 
LDMBER  CO.,  KANSAS  CITY,  MO.,  REPRESENTING  WEST  COAST 
LUMBERMEN'S  ASSOCIATION  AND  NATIONAL  LUMBER  MANU- 
FACTURERS' ASSOCIATION 

The  Chairman.  Please  give  your  name  and  address  to  the  reporter. 

Mr.  Demsey.  My  name  is  R.  T.  Demsey.  I  am  vice  president  of  the 
Long-Bell  Lumber  Co.,  Kansas  City,  Mo.  I  am  here  representin<:  the 
West  Coast  Lumbermen's  Association  and  the  National  Lumber  Man- 
ufacturers' Association. 

The  Chairman.  Have  you  a  prepared  statement,  Mr.  Demsey? 

Mr.  Demsey.  I  have  no  desire  to  read  any  prepared  statement. 

First,  I  want  to  say  that  I  am  a  novice  at  this  business.  I  have  never 
before  been  before  a  congressional  conunittee.  But  I  will  do  the  best 
I  can. 


The  company  I  represent,  the  Long-Bell  Co.— and  I  say  this  with  no 
nride  •  it  is  merely  a  statement  of  fact— is  probably  the  second  largest 
iupplier  of  lumber  to  the  war  effort  in  the  United  States.  But  that 
Hoes  not  mean  that  we  are  an  extremely  large  company.  For  instance, 
we  produced  in  1942,  617,000,000  feet,  but  the  War  Production  Board 
cays  that  there  were  produced  in  the  United  States,  of  all  species, 
36000,000,000  feet;  so  we  produced  less  than  2  percent  of  the  total 

^^Uy  reason  for  mentioning  that  is  that  I  am  representing  a  rather 
widespread  industry.  I  think  most  of  you  gentleman  know  it.  I  think 
the  War  Production  Board  has  said  that  there  are  40,000  sawmills  m 
the  United  States,  in  48  States.    It  is  a  very  decentralized  industry. 

What  I  say  relates  principally  to  my  own  company,  because  that  is 
what  I  know  about;  and,  of  course,  with  40,000  sawmills  you  do  not  see 
very  many  of  them  in  any  particular  period  of  time,  but,  generally 
speaking,  what  I  say  about  Long-Bell  will  apply  to  the  lumber  indus- 
try as  a  whole. 

Our  largest  production  is  in  the  upper  region  of  the  Northwest,  m 
the  States  of  Washington  and  Oregon.  , 

We  do  produce  in  the  South,  and  we  also  do  produce  in  California, 
and  we  have  some  75  retail  yards  in  the  Southwest,  most  of  them  in 
Oklahoma.  The  others  are  in  Kansas,  New  Mexico,  and  Missouri. 
We  have  some  7  or  8  retail  yards  in  the  Northwest,  so  we  are  scattered 
through  some  12  or  14  States  in  our  business. 

We  are  in  this  situation.  We  are  just  now  in  the  process  of  re- 
negotiation. We  have  been  assigned,  by  the  way,  to  the  Engineers 
Board  of  the  Army  that  sits  here  in  Washington.  They  sent  two 
gentlemen  out  to  see  us  in  July.  They  were  there  on  July  27  and 
28,  and  we  spent  2  days  in  going  over  what  they  required.  We  had 
come  on  for  the  meeting — four  men  from  the  West — and  those  men, 
with  meil  in  Kansas  City,  following  our  meeting  with  these  Washing- 
ton representatives,  collaborated  in  attempting  to  get  this  work  started 
and  to  get  out  a  bulletin  to  send  to  our  various  offices  as  to  what 
should  be  done. 

As  we  began  to  talk  with  them  we  have  found  this. 

Mr.  Keed.  May  I  ask  you  a  question  ? 

Mr.  Demset.  Yes,  sir. 

Mr.  Reed.  You  say  four  men  came  along.  They  represented  how 
many  companies? 

Mr.  Demsey.  Just  the  Long-Bell  Lumber  Co. 

Mr.  Eeed.  Just  your  own  company? 

Mr.  Demsey.  Yes. 

Mr.  Reed.  You  had  to  bring  along  your  books  and  paraphernalia  ? 

Mr.  Demsey.  Not  those  men.  This  was  merely  a  preliminary  meet- 
ing we  had. 

Mr.  Reed.  You  are  still  in  the  process  ? 

Mr.  Demsey.  Yes;  we  have  not  gathered  those  things  yet.  After 
spending  2  days  with  those  gentlemen  we  spent  2  more  days  with  our 
own  people. 

Mr.  Reed.  Where  was  that,  in  your  company,  in  your  own  city  ? 
.  Mr.  Demsey.  In  Kansas  City,  Mo.,  at  our  own  headquarters  office, 
111  an  endeavor  to  get  together  a  bulletin  that  we  could  send  to  our 
^^I'ious  offices.   With  these  four  men  we  had  men  there  from  the  South 
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and  men  from  our  retail  yards  so  they  could  educate  their  own  men 
with  respect  to  what  we  were  required  to  get  for  the  Kenegotiation 

First,  and  in  a  general  way  only,  I  will  touch  on  that.  The  first 
thing  we  have  to  do  is  to  examine  several  thousand  orders,  because 
we  have  to  get  those  orders  laid  out  in  certain  order.  Then  we  will 
probably  have  to  examine  some  30,000  separate  invoices  m  order  to 

match  them  up.  ,    ,     .        •  j  , 

One  of  the  real  difficulties  about  this  whole  situation,  and  one  that 
is  really  a  burden,  is  to  find  out  what  is  renegotiable  and  what  is  not 

renegotiable.  . 

Mr.  Reed.  Is  all  of  your  production  used  m  the  war  ettort,  or  are 

you  selling  some  to  civilians?  «.      ^ 

Mr.  Demsey.  We  are  selling  to  the  war  effort,  we  are  selhng  to 
civilians,  we  are  selling  to  contractors,  and  we  are  selling  to  whole- 
salers and  to  other  users. 

Mr.  Reed.  That  all  has  to  be  classified? 

Mr.  Demsey.  Yes,  that  all  has  to  be  classified.  Some  of  it  goes 
in  as  renegotiable  items  and  some  goes  in  as  nonrenegotiable  items. 

For  illustration,  defense  housing  is  not  renegotiable,  and  material 
for  relocation  of  Jap  centers  is  not  renegotiable.  I  think  material 
for  the  Agricultural  Department  is  not  renegotiable. 

I  might  have  said  earlier,  for  the  benefit  of  you  gentlemen  that, 
operating  in  the  regions  I  have  named,  in  the  South  and  the  North- 
west, we  are  principally  working  soft  wood  altogether.  We  have  a 
little  hardwood,  but  it  is  of  no  great  consequence. 

The  industry  has  produced  every  kind  of  lumber  known  m  this 
country,  going  way  back  to  the  time  when  there  was  a  fringe  of  settle- 
ments along  the  Atlantic  coast,  and  then  worked  back  across  the 
country,  then  to  the  South  and  to  the  Northwest.  It  also  produced 
all  kinds  of  timbers,  trim,  sash,  doors  and  windows,  all  the  things  that 
we  know  as  a  common  product. 

Before  there  was  any  war,  long  before  the  other  war,  we  sold  a 
lot  of  material  to  the  Government.  So  I  am  talking  about  a  common, 
peacetime  product,  not  a  great  deal  of  which  is  finished  when  we  ship 
it  out  to  somebody  else  to  take  it  and  fabricate  it  and  who  puts  it  into  a 
building,  or  puts  it  into  whatever  may  be  needed. 

I  left  Kansas  City  on  Sunday.  After  we  had  had  that  meeting 
at  the  end  of  July  w'ith  the  Washington  representatives  and  our  own 
people,  we  naturally  had  to  draw  up  a  bulletin  of  instructions  and 
sent  it  out  in  the  early  part  of  August.  I  inquired  on  Saturday,  the 
day  before  I  left,  how  they  were  getting  along  with  the  gathering 
of  the  facts.  They  said  they  had  had  no  reports  from  any  outside 
offices  with  respect  to  this  dividing  of  business  into  the  renegotiable 
and  nonrenegotiable  classes,  depending  on  what  us§  has  been  made 

of  it.  . 

Then,  of  course,  we  have  to  have,  on  top  of  that,  a  recomputation 
of  costs;  we  have  to  have  a  division  of  costs,  to  arrive  at  a  pront 
on  this  renegotiable  business  and  a  profit  on  this  nonrenegotiable 
business,  and  that  is  not  easy.  . 

Then  we  must  figure  the  cost  of  sales  or  the  cost  of  an  article,  to 
finally  come  to  an  amount  with  respect  to  which  the  renegotiator 
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^an  act.    I  do  not  know  much  about  it.    We  have  not  got  into  that 

nhase  of  the  subject.  -,  i.      i       « 

^  Mr.  Reed.  You  have  forests  of  your  own,  or  do  you  buy  logs^? 

Mr.  Demsey.  We  have  our  own  forests,  and  we  buy  logs. 

Mr.  Reed.  How  many  acres  of  forests  have  you? 

Mr.  Demsey.  I  will  state  it  to  you  in  feet,  because  that  is  a  little 

There  is  one  thing  about  our  company;  we  unfortunately,  in  1930, 
and  those  years  following,  about  all  of  which  you  have  heard,  had 
financial  difficulties  and  we  had  to  go  through  a  reorganization.  The 
Cono^ress  did  not  pass  the  77-B  provision  as  quickly  as  we  would  have 
liked  but  we  think  we  are  under  a  debt  of  gratitude  because  they  did 
pass  the  77-B  provision,  and  that  saved  our  company,  and  we  were  able 
to  come  through,  and  our  creditors  got  a  very  fine  return. 

In  the  State  of  Washington  we  own  now  about  1  billion  feet  of 
our  own  timber.  In  the  State  of  California  we  own  328  million  feet. 
In  the  State  of  Oregon  we  operated  all  through  1942,  and  at  the  end 
of  1942  we  sold  500  million  feet  that  we  had  there. 

We  were  wanting  to  get  out  of  debt,  and  that  money  went  into  our 
sinking  fund  under  our  reorganization,  and  the  preferred  stock— 
this  may  not  be  of  particular  interest  to  you— we  put  out  in  1935  to 
take  the  place  of  our  bonds  was  paid  off  in  July  1,  and  that  helped. 

In  Texas  we  own  a  very  small  amount  there.  We  buy  logs  from 
others,  so  we  are  not  an  extremely  large  timber-holding  company  on 
our  own  account.  We  cut  from  our  own  timber  and  we  buy  up  and 
down  the  Columbia  River,  as  well  as  other  places. 

Mr.  Reed.  Does  not  that  complicate  your  renegotiation  procedure? 

Mr.  Demsey.  Yes,  we  have  to  recompute  our  costs,  because  the  logs 
that  are  bought  are  treated  in  a  different  manner  from  the  logs  that 
are  taken  from  our  own  timber.  We  have  to  reallocate  the  whole 
situation  with  respect  to  costs. 

Mr.  Reed.  Do  not  logging  costs  vary  according  to  the  topography  of 
the  ground  they  are  taken  from? 

Mr.  Demsey.  Yes,  they  will,  more  or  less.  Some  of  the  country  is 
very  rough,  and  in  some  of  the  country  you  cannot  log  in  the  winter. 
There  is  too  much  snow  to  allow  you  to  go  into  high  elevations.  You 
go  back  to  high  elevations  in  the  summertime  to  catch  up  with  the 
logging  operations,  taking  them  all  in. 

Of  course,  we  have  only  started  on  this.  It  is  going  to  take  a  long 
while,  although  the  men  who  called  on  us  expressed  the  hope  that  we 
could  get  it  done  in  a  few  weeks,  and  I  would  like  to  do  that.  But  T. 
do  not  think  we  will  be  able  to  do  it. 

Now,  I  would  like  to  say  something  that  will  be  interesting,  prob- 
ably, to  you  gentlemen  on  the  profit  situation.  And  when  I  say  this 
I  am  very  well  aware  that  in  the  statement  of  policies  and  principles 
made  by- the  various  departments  concerned  with  this  renegotiation 
they  have  said  that  the  levying  and  determining  of  the  amount  of 
taxes  is  a  function  of  Congress,  that  it  is  a  fiscal  policy,  and  they 
have  said  we  are  not  concerned  with  what  they  take  away  from  you 
in  taxes. 

Of  course,  it  does  not  make  any  difference  to  us,  so  far  as  the  amount 
of  money  we  have  left  is  concerned,  whether  they  get  it  away  by  rene- 
gotiation or  whether  it  comes  out  by  taxation. 
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After  taxes  last  year,  in  our  annual  statement  that  we  sent  to  stock- 
holders  and  to  the  public  and  to  credit  agencies,  and  of  which  we 
generally  distribute  perhaps  some  10,000  copies — we  stated  in  that 
statement  that  our  profit  percentage  on  gross  business  receipts,  which 
includes  civilian  business,  includes  all  Government  business,  and  in- 
cludes agriculture,  retail  yards,  and  everybody  we  sold  to  in  various 
auxiliary  businesses,  which  are  not  a  very  large  part  of  the  whole,  was 
some  5.37  percent,  after  taxes.  I  will  say  to  you  very  frankly  that  we 
do  not  think  that  is  an  excessive  profit. 

I  may  say  another  thing  about  the  Long-Bell  Co.,  and,  of  course, 
that  does  not  apply  to  other  companies,  that  this  company  stock  is 
owned  by  about  9,000  stockholders.    They  are  not  large  stockholders. 

Mr.  Reed.  Is  that  a  percentage  on  your  capitalization? 

Mr.  Demsey.  No  ;  that  was  on  our  business  receipts ;  on  our  invest- 
ment it  was  6.7  percent. 

The  equity  stock  of  our  company — and  that  is  the  only  thing  we 
now  have  outstanding;  we  do  have  preferred  stock,  which  really 
represented  bonds,  and  that  equity  stock  now  outstanding  is  in  the 
hands  of  about  9,000  people,  either  directly  or  indirectly.  It  is  in 
small  lots,  a  great  deal  of  it  in  10-  or  20-share  lots,  and  by  the  ad- 
dresses we  have  in  villages  and  on  rural  routes,  and  some  other  evi- 
dence we  get,  we  know  it  is  owned  by  people  who  are  not  large  in- 
vestors, and  they  are  not  people  who  have  a  lot  of  money. 

We  have  not  paid  on  our  equity  stock  a  dividend  since  September 
1927.  We  did  pay  some  dividends  on  the  preferred  stock,  but  it  was 
interest  before  retirement,  and  it  only  took  the  place  of  interest  on 
bonds.    The  people  who  held  it  considered  it  was  the  best  thing  to  do. 

Mr.  Reed.  It  was  the  only  way  they  could  save. 

Mr.  Demset.  The  only  way  they  could  save  their  investment,  and 
they  went  along,  but  as  to  the  matter  of  distribution  of  profits  to 
owners,  the  equity  people  who  actually  own  the  business,  there  has 
not  been  any  since  1927. 

Mr.  Reed.  Has  there  been  an  accumulation  of  a  vast  amount  of 
logs  for  these  sawmills  in  advance,  so  you  have  a  large  inventory? 

Mr.  Demset.  Yes;  I  am  going  to  speak  of  that.  That  is  a  very 
troublesome  question.  Right  now  it  is  a  very  troublesome  question 
to  the  War  Production  Board,  and  to  Mr.  Brundage,  who  is  log  ad- 
ministrator in  the  Northwest.  Probably  you  have  heard  of  the  same 
trouble  in  the  South. 

Mr.  Reed.  Do  they  have  a  log  administrator? 

Mr.  Demsey.  Yes ;  they  have  a  log  administrator. 

Mr.  Reed.  Do  they  have  a  crosscut  saw  administrator  and  a  buck- 
saw administrator? 

Mr.  Demsey.  We  have  a  good  many  men  who  come  around  from 
the  Army  and  Navy  and  civilians  of  one  kind  and  another.  We  have 
this  administrator  and  all  of  these  freeze  orders,  and  by  that  I  mean 
this :  That  for  agriculture,  or  for  some  seemingly  essential  civilian  use, 
or  for  the  railroads,  or  for  some  industry,  they  will  need  something 
that  is  not  going  directly  into  war  work,  but  they  are  aiding  the  war 
effort,  and  they  have  to  be  kept  going,  so  we  have  to  apply  to  the 
Administrator  as  to  whether  or  not  we  can  make  that  shipment,  and 
he  ties  it  up  sometimes. 


There  is  a  CPA,  a  Central  Procurement  Agency  out  there,  and  we 

^ell  our  lumber  by  bid  to  that  agency.  ^^  ^    -^     .- 

I  imaoine  some  of  you  have  heard  of  that  and  know  that  situation. 
Tn  San  Francisco,  or  in  Portland,  or  perhaps  in  Memphis  or  in  New 
Orleans,  at  different  places  they  will  say,  there  is  going  to  be  a  letting 
hv  the  Central  Procurement  Agency  and  we  want  all  you  lumbermen 
to  come  down  and  bid  on  that.  We  do  bid  on  that.  Sometimes  it 
Ues  under  the  ceiling,  or  at  other  times  they  will  give  it  out  according 
to  whom  they  think  can  make  the  quickest  shipments. 

You  asked  me  whether  we  accumulate  a  large  amount  of  logs.  We 
do-  we  have  to.  When  you  are  turning  out  2,000,000  feet  ot  lumber 
a  day  you  have  to  have  logs  to  feed  to  those  mills.      .     ,  .      _         ^   . 

Mr  Reed.  The  reason  I  asked  you  that  question  is  this :  I  wanted 
vour  opinion,  should  the  war  cease  soon,  although  it  probably  will  not 
iease  for  some  time,  unfortunately ;  then  if  you  have  a  large  accumula- 
tion of  logs,  you  expect  the  price  to  fall.  ,       ..     X-  1 

Mr  Demsey.  No;  at  the  present  time  that  is  not  the  situation,  and 
that  i*s  because  in  1942,  while  we  produced  617,000,000  feet,  we  shipped 
more  than  we  produced.    This  is  the  way  we  did  it. 

We  reduced  our  log  inventory  62,000,000  feet  and  we  have  not  been 

able  to  build  it  back  in  1943.  ,  r^a  r.^  f^nf^  4^    4r 

We  reduced  our  inventory  m  soft  w^ood  68,000,UUU  teet. 
In  our  retail  yards  we  reduced  our  inventories  6,000,000  feet. 
So  far  in  1943,  during  the  first  7  months  we  produced  266,000,000 

feet  and  the  annual  rate,  if  we  do  no  better  by  the  end  of  the  year, 

will' only  be  460,000,000  feet.  .     ^    .  -.  ,  u  i    « 

Mr  Reed.  To  what  extent  has  the  draft  affected  your  labor  supply? 

Mr.  Demsey.  Quite  seriously.  Those  men  in  the  logging  opera- 
tions, especially  in  the  Northwest,  have  to  be  vigorous  men,  and  they 
are  not  men  who  have  been  trained.    They  go  before  a  draft  board-— 

Mr.  Reed.  I  know  that  is  true  because  in  the  World  War  we  had 
what  we  called  lumberjacks 

Mr.  Demsey.  They  are  very  good,  active  men. 

Mr.  Reed.  They  went  over  to  France,  and  the  officers  made  the 
remark,  in  fact  Clemenceau  made  the  remark  that  he  had  never  seen 
such  fine  physical  specimens  of  men  put  into  the  French  forests. 

Mr.  Demsey.  They  have  to  be.  Those  big  trees  are  4,  5,  or  6  feet 
in  diameter,  and  it  is  a  long  way  to  the  first  limb. 

Mr.  Reed.  When  you  try  to  replace  those  men  you  cannot  take  any- 
body for  such  jobs. 

Mr.  Demsey.  No;  it  is  a  hazardous  job. 

Mr.  Reed.  The  draft  is  taking  such  physically  perfect  men  even 
though  they  are  untrained,  they  are  taking  them  in  all  parts  of  the 
country.    That  is  your  difficulty. 

Mr.  Demsey.  It  is  a  hazardous  business  at  best,  the  handling  of 
that  very  heavy  timber,  and  our  State  Medical  Association  rate  on 
that  is  equal,  in  logging,  to  about  8  cents  an  hour.  The  sawmill  rate 
is  about  2  cents  an  hour.  I  am  talking  now  about  the  AVashington 
State  Medical  Association  rate.    That  gives  you  an  idea  as  to  how 

hazardous  it  is. 

Mr.  Reed.  In  all  these  troubles  you  are  faced  with  renegotiations, 
^vhen  according  to  your  statement  your  profit  is  about  5.37  percent 
<'fter  taxes. 
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Mr.  Demsey.  That  is  after  taxes. 

Mr.  Reed.  That  is  about  7  percent  on  the  investment? 

Mr.  Demsey.  Yes ;  it  is  6.7  percent  on  the  investment. 

There  is  one  more  thing.  There  has  been  a  lot  said,  so  I  have 
read  in  the  paper  about  increased  war  production;  I  know  nothing 
about  what  other  people  have  testified  before  you,  because  I  have  not 
tried  to  find  out ;  I  have  been  busy  in  other  ways. 

The  war  began  on  September  1,  1939,  and  then  there  began  to  be  a 
little  interest  in  pushing  forward  production  in  the  last  quarter. 
In  1940  we  produced  580,000,000  feet.  In  1941  we  produced  only 
50,000,000  feet  more,  or  630,000,000  feet  in  that  year. 

In  1942,  that  is  where  your  manpower  problem  begins  to  come 
in.  I  want  to  call  your  attention  to  the  fact — of  course  you  have 
heard  of  it — ^that  the  shipyards  at  Portland  and  the  plane  plants  at 
Seattle  and  all  up  and  down  that  coast  are  very  busy.  All  up  and 
down  that  coast  it  is  a  very  active  place. 

There  was  a  time,  and  I  do  not  know  whether  they  have  it  under 
control  yet  or  not,  but  there  was  a  time  when  those  places  took  our 
men  away  from  us  and  they  paid  them  more  money  than  we  were 
able  to  pay  them,  and  they  went  out  and  left  us.  The  Selective  Service 
also  called  many  from  lumbering  and  logging.  In  1941  we  had  630,- 
000,000  feet  and  in  1942  617,000,000.  That  is  the  year  when  we  took 
the  very  center  out  of  our  inventories. 

Then,  in  this  year,  in  1943,  if  we  only  do  as  well  as  we  did  in  the 
first  seven  months,  we  will  only  have  456,000,000  feet  for  the  year. 
We  have  not  just  skyrocketed  in  the  war ;  it  has  been,  in  a  sense,  the 
other  way. 

Mr.  Disney.  What  is  your  suggestion  to  the  committee  about  re- 
negotiation? 

Mr.  Demsey.  It  is  a  very  simple  exemption.  It  is  not  in  legalized 
language  or  anything  of  that  kind,  but  I  will  give  it  to  you  as  it  has 
been  put  down  among  our  own  people. 

Mr.  Disney.  Let  us  hear  it. 

Mr.  Demsey.  It  says, 

Any  contract  to  provide  raw  materials  or  standard  commercial  articles  ordi- 
narily sold  for  civilian  use  and  purchased  either  under  open  competition,  or 
subject  to  a  ceiling  price  fixed  by  a  Federal  Government  agency; 

We  are  suggesting  that  it  might  not  be  unreasonable  to  exempt  that 
kind  of  business.  That  does  not  target  to  the  lumber  industry ;  it  is 
more  or  less  a  general  suggestion. 

Mr.  Disney.  Your  suggestion,  with  some  additions,  is  comparable 
to  the  suggestion  made  by  Mr.  Moore,  the  first  witness  today. 

Mr.  Demsey.  I  do  not  know  about  that ;  I  was  not  here  at  that  time. 
I  did  not  hear  him. 

Mr.  Chairman,  may  I  have  the  privilege  of  inserting  in  the  record, 
just  for  record  purposes,  in  behalf  of  the  West  Coast  Lumbermen's 
Association,  a  statement  in  reference  to  a  proposed  amendment  of 
the  law? 

The  Chairman.  Without  objection,  it  is  so  ordered. 

(There  was  no  objection.) 

(The  statement  referred  to  is  as  follows:) 


AMENDMENT    OF    THE   LaW    RELATING    TO    RENEGOTIATIONS    OF    WaB    CONTRACTS — 

Statement  of  National  Lumber  Manufactukees  Association  to  House  of 

REPRESENTATIVES,   COMMITTEE  ON  WAYS  AND  MeANS 

The  war  contract  renegotiation  lavi^s,  we  think,  should  be  amended  to  exclude 
contracts  for  supplying  ordinary  materials  and  ordinary  standard  commercial 
prochicts  which  are  sold  under  published  specific  maximum  price  regulations 
applied  under  authority  of  Federal  law,  or  are  bought  under  open  competitive 

bidding. 

This  statement  is  made  in  behalf  of  the  National  Lumber  Manufacturers 
Association  and  its  16  constituent  regional  associations  which  represent  manu- 
facturers of  lumber  who  produce  more  than  60  percent  of  the  national  output. 
Lumber  has  had  an  important  part  in  the  national  defense  program  and  in 
the  war  effort  since  1940.  Preparation  for  defense,  and  later  for  war,  included 
the  largest  construction  program  in  history.  Most  of  the  construction  of  war 
plants  was  of  lumber  and  timber  products.  The  industry  has  pride  in  the  fact 
that  no  important  job  in  the  course  of  this  program  has  been  held  up,  and 
no  ship  has  failed  to  sail,  because  of  failure  of  the  industry  to  furnish  lumber 
in  sufficient  quantity  and  on  time. 

We  can  illustrate  the  practical  consequence  of  the  renegotiation  program 
as  now  administered  in  application  to  greatly  needed  war  production  by  using 
the  lumber  industry  as  a  specific  example.  This  industry  has  fewer  executives 
than  any  other  major  American  industry.  Most  lumber  manufacturing  com- 
panies are  one-man  companies,  in  the  sense  of  responsible  executives.  The 
rule  is  general.  The  exceptions  are  few.  Lumber  manufacture  in  many  regions 
is  largely  a  rural  industry.  Many  sawmills  are  actually  operated  by  farmers. 
Whether  larger  or  smaller,  most  sawmills  sell  their  product  to  widely  diversified 
users,  most  of  it  through  wholesale  distributors,  and  proportionately  very  little 
of  it  directly  to  the  United  States  Government. 

When  a  lumber  manufacturer  is  asked  to  supply  information  as  a  basis  for 
possible  renegotiation,  under  the  present  law,  it  is  almost  uniformly  informa- 
tion which  for  the  most  part  he  does  not  have  and  cannot  get  without  great 
diflSculty  and  disproportionate  expenditure  of  time.  Even  when  secured  it  is 
incomplete,  largely  estimates  and  settling  nothing  conclusively.  When  a  lumber 
company  is  asked  to  renegotiate  its  completed  lumber  supply  contracts  it  means 
that  men  who  should  be  devoting  their  time  to  getting  out  more  logs  and  sawing 
more  lumber  are  unable  to  do  so.  That  is  a  very  practical  aspect  of  this  problem 
as  applied  to  many  industries  such  as  lumber  and  its  consequences  should  be 
frankly  weighed  against  the  possible  public  benefits  of  an  occasional  renegotiation 
completed  and  occasional  possible  recapture  of  profits  which  would  not  have  been 
recaptured  by  the  ordinary  processes  of  taxation. 

On  September  29,  1942,  Under  Secretary  of  War  Patterson,  in  testimony  be- 
fore the  Senate  Finance  Committee,  stated:  "In  general,  we  are  against  any 
special  tax  on  war  contractors  alone  and  not  on  the  general  business  community." 

Yet  that  is  exactly  what  war  contract  renegotiation  has  become.  A  manu- 
facturer who  sells  his  lumber,  under  OflBce  of  Price  Administration  published 
price  ceilings,  to  the  Grovernment,  either  directly  or  as  a  subcontractor,  must  sub- 
mit not  only  to  income  and  perhaps  excess  profits  taxation  but  also  must  face 
what  in  effect  is  a  100  i)ercent  tax  on  profits  in  excess  of  a  certain  secret  ceiling, 
which  is  to  be  determined  by  some  undisclosed  person,  through  some  undis- 
closed process  which  we  are  told  involves  no  fixed  formula.  The  manufacturer 
under  the  same  Office  of  Price  Administration  price  ceilings,  who  on  the  other 
hand  sells  his  lumber  to  civilian  industry,  is  required  only  to  pay  taxes  at  the 
rates  fixed  in  the  income  tax  law  itself.  A  renegotiation  law  which  brings  such 
results  is  discriminatory  and  inequitable. 

Congress  enacted  a  law  known  as  the  Emergency  Price  Control  Act  of  1942 
Which  was  declared  to  be  intended  among  other  things  "to  assure  that  defense 
appropriations  are  not  dissipated  by  excessive  prices."  Under  this  law  specific 
price  ceilings  have  been  established  for  thousands  of  ordinary  standard  commer- 
cial articles.  So  far  as  is  known,  battleships,  tanks,  bullets,  airplanes,  gim 
powder,  and  other  items  produced  only  for  war,  are  not  subject  to  specific  ceiling 
prices.  It  was  to  protect  the  Government  in  the  purchase  of  the  latter  class  of 
no  !-^^^*  t^®  ^^^*  contracts  renegotiation  law  was  enacted.  Extension  of  re- 
egotiation  to  include  ordinary  standard  commercial  articles  sold  under  pub- 
"sned  price  ceilings  and  customarily  under  open  competitive  bidding  results  in 
"^Plications,  confusions,  discriminations,  inequties,  wastes  of  time,  and  in  com- 
iwratively  trivial  additional  recovery  of  revenue  to  the  Government 
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We  believe  that  Congress  should  adopt  the  position  originally  expressed  by 
Under  Secretary  of  War  Patterson  in  the  hearings  before  a  subcommittee  of  the 
Senate  Finance  Committee  on  September  29,  1942,  when  he  was  discussing  a 
proper  definition  of  the  term  "subcontract"  under  the  renegotiation  statutes. 
Secretary  Patterson  then  said : 

"The  War  Department  feels  that  it  might  properly  exclude  agreements  for 
raw  materials  or  standard  commercial  fabricated  or  semi  fabricated  articles. 
The  prices  of  articles  of  this  character  are  subject  to  regulation  by  the  Office 
of  Price  Administration  and  are  reasonably  susceptible  of  such  generalized 
treatment.  Any  excessive  profits  resulting  from  increased  volumes  of  such 
business  can  probably  be  satisfactorily  handled  by  the  excess-profits  tax.  If  the 
contracts  and  purchases  of  these  supplies  and  materials  are  excluded,  renegotia- 
tion will  be  limited  to  prime  contracts  with  those  doing  specialized  war  work. 
In  this  field,  price  control  by  the  OflBce  of  Price  Administration  is  not  feasible 
without  seriously  dividing  authority,  and  impeding  war  production.  Kene- 
gotiation,  however,  provides  a  method  of  price  and  profit  control  retaining 
suflScient  flexibility  to  allow  for  the  wide  variations  in  conditions. 

"Moreover  with  the  field  thus  limited,  a  more  effective  job  can  be  done  with 
respect  to  the  contracts  and  subcontracts  covered. 

*'On  the  other  hand,  if  purchases  of  standard  products  and  raw  materials  are 
included  as  subcontracts,  the  problem  of  administering  the  statute  becomes  much 
more  diflScult." 

While  the  War  Department  felt  so  strongly  about  excluding  purchases  of  raw 
materials  and  standard  commercial  products,  it  nevertheless  subsequently  ac- 
quiesced in  the  view  of  the  Maritime  Commission  and  the  Navy  Department, 
both  of  which  apparently  wanted  to  renegotiate  ordinary  supply  contracts  for 
ordinary  standard  commercial  products. 

The  War  Department  was  right  in  its  original  contention.  We  respectfully 
request  that  the  law  now  be  returned  to  its  original  purpose.  If  it  is  so  returned, 
the  sawmills  can  give  their  major  attention  to  sawing  lumber  and  paying  their 
taxes.    That  is  what  they  should  be  enabled  to  do. 

Most  lumber  purchased  by  the  Government  and  substantial  quantities  pur- 
chased by  war  contractors  have  been  purchased  on  open  competitive  bidding. 
Because  of  the  large  volume  of  lumber  needed  and  the  shortness  of  time  between 
the  time  requirements  were  known  and  the  lumber  was  needed  on  the  job,  the 
Army  established  what  is  known  as  the  Central  Procuring  Agency  to  secure  for 
the  war  agencies  their  lumber  requirements  at  the  lowest  available  prices  and 
from  the  most  convenient  sources.  The  method  generally  used  by  that  Agency 
is  one  of  open  competitive  bidding  at  publicly  announced  "auctions."  A  better 
practical  assurance  cannot  be  had  of  the  lowest  available  prices,  in  an  industry 
with  40,000  competitors. 

Renegotiation  assumes  that  contracts  are  negotiated  with  unknown  cost 
factors.  Witnesses  for  the  Government  in  the  several  hearings  on  renegotiation, 
both  in  the  Senate  and  House  of  Representatives,  repeatedly  have  referred  to 
contracts  where  neither  the  contractor  nor  the  Government  could  have  accurately 
or  even  approximately  foreseen  the  costs,  or  possible  cost-saving  short  cuts,  or 
where  tremendous  increases  in  volume  resulted  in  substantially  lowered  unit 
costs.  None  of  these  factors  have  any  more  than  a  remote  application  to 
ordinary  standard  commerciiil  products,  such  as  lumber.  There  are  no  hidden, 
unknown,  or  experimental  cost  factors  in  lumber  production,  and  the  total  in- 
dustry volume  of  production  is  not  as  great  as  it  was  before  the  war. 

Lumber  manufacturers  generally  have  been  called  upon  to  produce  as  much 
lumber  as  possible.  Shortages  of  needed  equipment  and  especially  shortages 
of  labor  have,  in  many  cases,  prevented  increases  in  individual  mill  output, 
or  have  closed  or  partially  closed  many  sawmill  operations.  Longer  working 
hours  through  overtime  work  have  helped  to  increase  output.  But  overtime 
pay  at  overtime  rates  for  overtime  work  has  generally  absorbed  the  gains  from 
reduction  in  overhead. 

Costs  generally  have  increased  more  rapidly  than  comi)ensating  adjustments 
In  lumber  ceiling  prices.  In  most  areas  sawmill  operators  have  had  to  work 
along  "from  hand  to  mouth."  In  many  cases  they  have  had  substantial  out-of- 
pocket  losses  on  production.  Nevertheless  increasing  numbers  of  them  are  being 
called  upon  to  undertake  the  additional  burdens  of  renegotiation,  at  least  of 
furnishing  detailed  information  about  transactions  which,  with  only  minor  ex- 
ceptions, leave  no  excessive  profits  to  renegotiate. 


Renegotiation  in  the  lumber  industry,  as  in  other  basic  industries  supplying 
ordinary  materials,  involves  one  other  practical  problem.  Preliminary  to  re- 
negotiation, the  renegotiation  board  sends  a  war  contractor  a  letter  asking  for 
fl  report  on  the  amount  of  its  contracts  and  subcontracts  which  are  subject  to 
renegotiation.  The  task  of  tracing  lumber  from  the  lumber  manufacturer  to  its 
final  consumption,  or  so-called  end-use,  is  difficult  enough  in  a  single  transaction, 
got  where  there  are  thousands  of  transactions  in  a  year  the  task  is  enormous. 
One  lumber  company  has  reported  that  in  the  year  for  which  it  is  currently 
being  renegotiated  it  had  over  500,000  invoices.  The  labor  involved  in  even  a 
sampling  of  such  a  volume  of  business  is  important.  Such  burdens  should  not 
be  needlessly  imposed,  as  they  now  are  being  imposed,  on  busy  manufacturers 
^ho  should  be  sawing  lumber  instead  of  hiinting  statistics. 

Renegotiation  ostensibly  is  designed  to  prevent  excessive  profits  from  war 
contracts.  The  excess-profits  tax  law  is  designed  to  recapture  excess  profits. 
At  present  renegotiation  is  being  used  to  do  both.  There  is  no  good  reason  for 
continuing  this  confusing,  conflicting,  and  annoying  duplicate  imposition.  If 
and  where  there  are  excessive  profits  which  should  be  recaptured,  this  can 
be  done  and  should  be  done  by  processes  of  taxation,  with  standards  stated  in 
statutes  and  in  published  regulations,  uniformly  applicable  to  all  taxpayers,  and 
subject  to  judicial  review  like  any  other  Federal  taxes. 

The  Chairman.  If  there  are  no  further  questions,  we  thank  you  for 
your  appearance  and  for  the  statement  you  have  given  to  the  com- 
mittee. 

The  committee  will  stand  in  recess  until  1 :  30  o'clock  this  afternoon. 

(Thereupon,  the  committee  took  a  recess  until  1:30  o'clock  of  the 
same  day.) 

AFTER  RECESS 

The  committee  reconvened  pursuant  to  the  taking  of  recess,  Hon. 
Jere  Cooper  presiding. 

Mr.  Cooper.  The  committee  will  be  in  order.  The  next  witness  on 
the  calendar  is  Mr.  A.  J.  Glassow.  Please  state  your  name,  address, 
and  the  capacity  in  which  you  appear. 

STATEMENT  OF  A.  J.  GLASSOW,  VICE  PRESIDENT,  BROOKS- 
SCANLON  LUMBER  CO.,  INC.,  BEND,  OREG. 

Mr.  Glassow.  My  name  is  A.  J.  Glassow,  vice  president  of  the 
Brooks-Scanlon  Lumber  Co.,  Inc.,  of  Bend,  Oreg.  I  am  appearing 
for  the  Western  Pine  Association,  National  Lumber  Manufacturers 
Association,  and  also  for  our  own  company. 

Mr.  Cooper.  About  how  long  will  you  require  for  your  main  state- 
ment, Mr.  Glassow? 

Mr.  Glassow.  All  I  wish  to  do  is  to  make  an  informal  statement, 
which  will  take  about  10  minutes. 

Mr.  Cooper.  All  right.  You  may  proceed  for  10  minutes  without 
interruption,  and  then  answer  questions. 

Mr.  Glassow.  When  the  Renegotiation  Act  was  first  passed,  it  stip- 
ulated that  the  products  of  timber,  mines,  and  so  forth,  which  were 
not  further  processed  than  was  necessary  for  the  first  form  of  industrial 
Use,  would  be  exempt  from  renegotiation.  The  lumbermen  through- 
put the  country  generally  felt  that  this  clause  would  exempt  lumber 
^n  its  first  stage  of  manufacture.  We  find,  since  that,  that  is  not  the 
case.  Had  we  thought,  before  the  law  was  passed,  that  this  clause 
^oiild  not  cover  the  situation,  we  might  have  been  here  and  suggested 
certain  changes  then  which  we  are  asking  for  now. 
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I  think  the  picture  of  what  our  own  company  has  been  up  against 
and  how  we  operate  will  probably  serve  to  illustrate  just  why  we  feel 
that  this  change  in  the  law  should  be  made,  better  than  by  trying  to 
cover  the  general  picture. 

Our  own  company  bought  a  big  block  of  timber  in  Oregon  in  1915. 
The  plant  was  built  there  in  1916,  and  another  mill  was  built  in  1923. 

The  total  investment  was  seven  or  eight  million  in  plant  and  tim- 
ber. The  investment  in  timber  has  been  stepped  up  through  additional 
purchases  from  time  to  time,  the  plant  has  been  improved  and  we  have 
gone  along  and  operated  it  at  a  capacity  of  over  100  million  feet  per 
year  for  a  number  of  years. 

That  capacity,  that  production  of  our  own  company,  as  well  as  with 
most  other  lumber  manufacturers,  has  not  been  increased  perceptibly 
because  of  the  war  effort.  That  is  due  to  the  fact  that  only  so  much 
lumber  can  be  put  through  a  mill  of  a  standard  size  and,  when  it  is 
operating  full,  there  is  not  much  that  can  be  done  to  increase  the  out- 
put or  increase  the  volume  of  business.  It  is  true  that  we  have  oper- 
ated on  the  48-hour  week  schedule  during  the  last  year  and,  although 
that  would  indicate  we  could  have  a  larger  volume  of  business,  it  has 
not  worked  out  exactly  in  the  same  ratio  as  one  would  expect,  because 
of  the  fact,  as  was  stated  this  morning,  that  our  good  labor  has  been 
taken  away  and  we  are  now  operating  less  efficiently.  So  that  we  feel 
we  are  doing  a  fairly  good  job  by  maintaining  our  schedule  of  produc- 
tion, rather  than  increasing  it. 

Now,  in  our  handling  of  our  lumber  sales,  it  is  not  customary  to  go 
to  any  of  the  Government  agencies  and  make  large  contracts.  The  most 
of  our  lumber  is  sold  in  small  quantities,  sometimes  as  little  quan- 
tities as  a  single  carload.  ,  ,  1  i.       ^u 

At  the  auctions  which  are  being  held  throughout  the  country,  the 
manufacturers  are  urged,  almost  ordered,  to  appear,  and  at  those 
auctions  we  are  requested  and  demanded  to  accept  orders  for  material 
needed  by  Government  agencies  and  also  by  contractors  who  have 
large  contracts  with  the  Government.  The  result  is  that  when  we 
go  into  these  auctions  we  find  there  is  some  very  difficult  item  to  be 
furnished.  One  mill  cannot  undertake  to  get  out  a  difficult  item  of 
that  kind.  So  the  boys  get  together  at  these  auctions  and  this  man 
says  "Well,  I  will  take  one  car";  this  man  says  "I  will  take  one  car, 
and  the  thing  is  all  split  up— the  difficult  order  is  split  up  in  that  way 
by  all  the  mills  participating  in  the  manufacture  of  that  particularly 

difficult  item.  ,      .  .         xx      j     n,ir 

I  am  just  mentioning  that  to  show  our  business  is  scattered,  uur 
ordinary  business  is  still  handled  outside  of  the  auctions.  Some  ot 
it  goes  to  jobbers ;  some  of  it  goes  to  large  distributing  yards ;  some 
goes  to  the  retail  trade.  But,  eventually,  a  part  of  it  finds  its  way 
going  into  some  Government  end-use,  which  we  know  nothing  aboui 
at  the  time  the  order  is  place.  ^        .       u      ^or 

All  this  lumber  that  is  sold  through  these  auctions  is  sold  unaer 
O.  P.  A.  prices.  The  ceiling  is  set.  On  easy  orders  where  there  is 
competition  between  the  mills  for  that  particular  kind  of  business, 
the  quotations  are  apt  to  be  under  the  ceiling;  on  difficult  orders,  oi 
course,  the  ceiling  price  generally  prevails. 

Now,  the  prices  set  by  O.  P.  A.  were  all  based  on  cost  statements 
covering  a  period  of  years  and  cost  statements  which  are  now  cost, 


and  profit-and-loss  statements  also,  which  are  furnished  regularly 
to  0.  P.  A.  We  are  requested  and  we  furnish  statements  of  this  kind 
to  the  Office  of  Price  Administration  quarterly.  So  that  we  have 
that  additional  amount  of  labor  to  contend  with  in  getting  up  reports 
and  getting  up  facts  and  figures  that  are  needed  by  these  Government 
agencies.  We  are  glad  to  give  that  information,  because  we  think 
it  is  a  true  picture  of  our  business  and  it  enables  the  Office  of  Price 
Administration  to  establish  prices  which  are  fair  to  the  industry. 

Now,  in  handling  all  this  the  most  of  us,  as  I  said  before,  did  not 
know,  did  not  dream  that  lumber  would  be  subject  to  renegotiation. 
We  therefore  kept  no  records  of  just  where  our  lumber  was  going, 
or  how  much  of  it  was  being  used  for  Government  end  use.  Then, 
renegotiation  comes  along  and  it  is  necessary  for  us  to  make  a  survey 
of  all  of  our  orders,  our  invoices,  contact  our  customers,  and  review  a 
volume  of  four  or  five  million  dollars  worth  of  sales,  to  determine 
where  each  one  of  those  single  carload  shipments  will  have  finally 
wound  up. 

That  has  been  a  tedious  process.  It  has  taken  us  several  months 
to  make  that  survey  for  our  plant.  Even  after  the  survey  as  com- 
pleted by  us  has  been  finished,  we  do  not  feel  that  it  is  an  accurate 
record  of  just  exactly  where  our  lumber  was  used.  Nevertheless,  that 
is  about  the  only  information  we  can  give  and  it  is  apparently  satis- 
factory to  the  renegotiation  agency. 

Another  thing  we  find  in  our  renegotiation  proceedings  is  that  some 
base  years  have  been  established.  These  years  run  from  1936  to  1940. 
Well,  in  our  own  case  those  years  were  years  in  which  we  felt  it  was 
necessary  to  modernize  our  plant.  The  plant  was  built  in  1915  and 
from  1936  to  1940  we  went  through  a  period  of  modernization.  All 
of  our  dry  kilns  were  rebuilt ;  a  modern  system  of  dry  kilns  was  put 
in ;  modern  machinery  for  handling  lumber  was  purchased  and  put  on 
the  plant. 

The  plant  did  not  operate  efficiently  prior  to  1936,  according  to 
modern  methods;  but  about  1941  it  began  to  click.  As  a  result,  our 
profits  for  the  years  1936  to  1940  were  subnormal,  so  that  when  those 
profits  are  compared  with  what  wo  secured  in  later  years,  there  seems 
to  have  been  something  unusual  that  happened.  We  claim  that  it 
is  the  efficiency  of  our  plant,  rather  than  war  business.  In  fact,  the 
improvement  was  clearly  shown  in  our  figures  early  in  1940,  before 
we  were  actually  in  the  war  or  contemplated  war. 

Another  thing  that  happened  in  our  case  is  that  in  the  years  1936 
to  1940  we  were  logging  a  tract  of  timber  situated  about  70  miles  from 
our  mill.  We  maintained  a  logging  railroad  for  that  distance.  The 
timber  that  we  logged  was  of  a  very  poor  quality  and,  as  a  result, 
the  profits  of  the  business  were  shrunk  because  of  logging  a  poor 
quality  of  timber  for  which  we  could  not  realize  an  average  price. 

In  1941,  we  moved  our  logging  location  to  a  point  within  about  6 
^r  8  miles  from  our  mill.  Naturally  our  transportation  cost  was  re- 
<luced  way  down.  Also  in  that  tract  of  timber  right  close  to  the  mill 
y^  had  the  best  quality  of  timber  that  we  owned.  The  result,  then, 
in  1941  and  1942  was  that  not  only  because  of  the  increased  efficiency 
j>i  our  plant,  but  because  of  the  higher  quality  of  timber  and  cheaper 
!ogg:ing  costs,  our  records  indicated  that  we  were  making  more  monev 
in  those  years  than  we  had  prior  to  1940. 
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So  far  as  the  lumber  business  is  concerned,  I  think  the  records  will 
show  for  individual  mills  that  there  really  has  been  no  great  increase 
in  volume  or  in  footage.  The  records  will  show,  in  dollars  and  cents 
that  the  sales  are  larger  now,  that  the  volume  of  sales  is  larger  than 
it  was  prior  to  wartime ;  but  when  you  take  into  account  the  amount 
of  footage  that  was  used,  the  amount  of  timber  that  was  cut,  there 
has  been  no  great  increase,  and,  on  that  account,  no  larger  volume  of 
business  from  which  we  might  anticipate  a  larger  profit. 

Also,  I  wish  to  point  out  that  in  the  lumber  business  there  is  a  large 
variation  in  the  cost  of  your  logs  and  stumpage.  In  our  own  case, 
the  stumpage  was  bought  as  early  as  1915  and  carried  on  the  books 
at  the  price  paid.  As  you  gentlemen  know,  under  the  tax  law  no 
carrying  charges  are  added  to  the  cost  of  stumpage.  Usually  that 
is  an  operating  expense.  So,  as  we  stand  now,  our  mill,  and  the 
mills  of  other  people  who  bought  timber  a  long  time  ago  are  using  a 
very  low  stumpage  value  in  figuring  out  their  realization;  whereas 
the  mill  that  bought  its  timber  within  the  past  few  years  has  paid  a 
much  higher  price  for  stumpage.  Consequently,  it  is  difficult  to  com- 
pare your  relationships  between  any  two  or  more  operations. 

This  low  stumpage  price  is  clearly  reflected  in  our  profit  and  loss 
statement  and  when  we  figure  up  our  tax  bill  we  are  obliged  to  pay 
taxes  based  on  the  low  cost  of  stumpage  secured  in  1915.  Now,  then, 
what  the  result  will  be  in  our  renegotiation  proceedings  from  that 
score  I  do  not  know.  It  has  been  suggested  that  the  cost  of  logs  will 
not  be  renegotiated.  In  that  event,  it  might  be  possible  to  establish 
a  log  value  delivered  in  our  pond  which  would  be  different  from  our 
regular  stumpage  price  which  we  use  in  our  income  tax  return. 
There,  again,  a  matter  of  adjustment  or,  you  might  say,  of  compro- 
mise will  creep  into  the  picture  so  that  some  fair  value  for  logs 
might  be  determined. 

So  far  as  we  have  found  out  from  other  people  who  have  finished 
their  renegotiation  proceedings,  we  do  not  know  that  any  of  the 
Immber  manufacturers  have  been  called  upon  to  make  any  refund  to 
any  of  the  Government  agencies  because  of  excess  profits.  We  do 
know  that  all  of  us  have  been  through  months  of  renegotiation,  that 
it  has  taken  days  and  months  to  compile  figures  that  are  necessary 
in  order  to  present  our  picture  to  the  parties  who  are  handling  the 
renegotiation. 

So,  all  in  all,  we  feel  that  the  limiber  industry  is  not  worrying 
about  the  money  that  we  may  be  obliged  to  pay,  if  any,  through  these 
renegotiation  proceedings ;  the  thing  that  worries  us  most  is  that  we 
are  obliged  to  spend  endless  energy  in  compiling  reports  and  figures 
with  no  net  result  or  net  gain  to  anybody.  Not  only  do  we  waste 
our  time — I  made  two  trips  to  Portland,  one  trip  to  San  Francisco; 
our  auditor  from  Minneapolis  has  made  on  trip  from  Minneapolis  to 
San  Francisco,  and  the  Minneapolis  office  has  had  a  crew  of  people 
working  on  those  reports  for  2  or  3  months,  and  in  our  own  office  we 
have  had  extra  help  to  work  on  compiling  figures  and,  all  in  all,  it 
has  just  been  a  matter  of  putting  in  a  lot  of  work  from  which  no 
one  gets  any  good. 

We  would  much  prefer,  as  lumbermen,  to  go  ahead  on  the  same 
basis  as  we  have  been  working,  pay  our  income  taxes  as  they  are 


levied  and,  in  the  meantime,  expend  all  of  the  effort  that  we  can  in 
getting  out  more  lumber  and  more  logs  for  war  purposes. 

I  thank  you. 

Mr.  Carlson.  Mr.  Glassow,  to  your  knowledge  has  any  renegotia- 
tion been  completed  with  lumber  companies  in  the  Northwest? 

Mr.  Glassow.  Definitely,  I  do  not  know.  I  have  heard  of  some,  just 
casual  talk.  I  did  hear  of  one ;  I  talked  to  one  man  who  said  he  had 
finished  his  renegotiation,  but  that  is  the  only  one  I  know  of  definitely. 
And,  in  his  case,  he  told  me  there  had  been  no  demand  for  any  repay- 
ment or  adjustment  on  any  of  the  business  he  had  sold. 

Mr.  Carlson.  Do  I  understand  from  that,  then,  that  from  those 
who  have  completed  renegotiation  and  those  under  w^ay  there  will  be 
no  refund  to  the  Government? 

Mr.  Glassow.  Well,  I  do  not  know  how  it  is  going  to  work  out^ 
because  all  of  them  seem  to  be  on  a  different  basis  and  no  one  seems 
to  be  able  to  find  out  just  how  each  case  is  going  to  be  handled.  It  is 
just  some  sort  of  compromise  agreement  that,  you  might  say,  is  made 
individually  in  each  case,  and  there  is  no  standard  basis. 

Now,  under  the  tax  law,  we  have  definite  rules  to  go  by  and  you 
work  it  out  on  a  regular  accounting  procedure  that  is  already  set  up. 
But  in  our  renegotiation  we  cannot  do  that,  because  it  is  absolutely 
impossible  for  anybody  to  get  exact  information  as  to  where  all  this 
lumber  is  going  and  how  it  is  going  to  be  used. 

Mr.  Carlson.  You  are  not  certain  as  to  how  much  you  will  have  to 
repay,  but  you  are  certain  of  one  thing,  and  that  is  tnat  it  requires  a 
lot  of  book  work  to  g<^t  the  information  together  ? 

Mr.  Glassow.  Exactly;  that  is  it.  I  think  that  is  the  thing  that 
bothers  us  most^ — that  we  have  to  do  all  this  work.  We  are  not 
worried  about  how  it  is  going  to  come  out,  because  it  does  not  amount 
to  much  in  dollars  and  cents  one  way  or  the  other — we  are  going  to 
pay  in  taxes,  or  going  to  pay  on  renegotiation  in  most  cases.  But  we 
just  do  not  like  this  idea  of  having  to  do  two  sets  of  work,  no  one 
of  which  ties  in  with  the  other  100  percent  and  just  means  we  have 
been  put  to  a  lot  of  extra  labor  in  getting  up  facts  and  figures  and, 
as  I  feel,  not  really  helping  anyone  to  any  extent. 

Mr.  Lynch.  Mr.  Glassow,  both  you  and  Mr.  Demsey  seem  to  take 
into  consideration  the  cost  of  logging.  Now  the  logs  as  they  are  cut 
are  not  subject  to  renegotiation,  as  I  understand  it  ? 

Mr.  Glassow.  That  is  exactly  true,  but  that  is  one  of  the  uncertain- 
ties in  all  of  these  renegotiations  that  we  go  through.  We  are  not 
buying  logs,  but  using  our  own  stumpage  and  we  do  not  know  what 
value  is  going  to  be  put  on  those  logs  we  use.  Consequently,  it  is  just 
a  matter  of  guess-work  between  ourselves  and  the  renegotiation  com- 
niittee  as  to  what  the  value  of  the  logs  should  be. 

Mr.  Lynch.  Let  me  see  if  I  get  your  difficulties.  You  bought  logs^ 
and  they  certainly  would  not  be  subject  to  renegotiation  because  they 
fj'e  in  the  first  stage  right  after  they  have  been  cut  from  the  standing 
timber.  ^ 

J^ow,  as  I  understand  it,  they  are  not  subject  to  renegotiation. 
Mr.  Glassow.  That  is  the  way  that  I  understand  it  also. 
Mr.  Lynch.  You  and  I  agree  on  that? 
Mr.  Glassow.  Yes. 
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Mr.  Lynch.  But  what  you  are  fearful  of  is  this :  that  because  you 
do  not  buy  these  logs  and  cut  them  into  various  lumber  lengths,  and 
in  fact  because  you  grow  the  trees  and  own  the  stumpage,  you  do  not 
know  whether  or  not,  insofar  as  renegotiation  is  concerned,  they  are 
going  to  take  into  consideration  the  cost  of  cutting  those  logs  in  the 
original  instance ;  is  that  your  difficulty  ? 

Mr.  Glassoav.  The  difficulty  is  that  you  do  not  know  what  is  going 
to  happen.  You  do  not  know  what  price  is  going  to  be  set.  There  is 
no  set  rule. 

Mr.  Lynch.  Is  there  not  any  regular  and  fixed  market  price  for  the 
logs  of  the  same  type  ? 

Mr.  Glassow.  There  is  in  some  areas.  Now,  in  the  fir  district  there 
is  a  regular  log  market  on  the  Columbia  River,  and  log  prices  are  quite 
well  established. 

When  you  get  back  into  the  pine  country,  down  in  the  western 
pine  country  where  people  are  logging  their  own  timber,  and  they 
usually  do  not  sell  logs,  they  manufacture  their  logs,  there  is  no  es- 
tablished log  market  in  areas  of  that  type;  especially  in  com- 
munities where  there  is  probably  one  sawmill,  and  as  you  gentlemen 
know,  most  sawmill  industries  are  located  in  separate  towns. 

Well,  if  there  is  no  other  market  for  the  logs,  that  fellow,  if  he  is 
buying  some  logs  and  it  is  just  a  small  percentage  of  what  he  is  using, 
but  the  bulk  of  his  logs  comes  from  his  own  timber.  That  is  the 
basis  upon  which  most  sawmills  operate,  having  the  supply  of  timber 
back  of  the  mill  to  keep  it  going  over  a  period  of  years. 

Mr.  Lynch.  Then  your  difficulty  is  because  you  own  the  stumpage 
you  are  not  certain  as  to  whether  or  not  you  would  be  accorded  the 
same  privileges  as  those  people  who  just  cut  the  logs  and  sell  them 
to  a  mill;  is  that  it? 

Mr.  Glassow.  That  is  a  point  that  comes  in.  We  do  not  know  what 
is  going  to  happen.  That  is  a  mystery.  We  feel  the  uncertainty  of 
it  all  makes  it  difficult  to  know  how  to  face  a  situation  of  that  kind. 

On  our  1942  business,  we  submitted  our  tax  reports  in  March.  We 
have  already  paid  three-quarters  of  our  taxes  for  1942.  We  have  not 
computed  our  renegotiations  proceedings  for  1942.  Maybe  we  will 
before  the  end  of  this  year.  You  gentlemen  can  readily  understand 
that  if  there  is  some  recapture  of  a  part  of  our  income  for  1942,  that 
is  going  to  upset  that  whole  income-tax  report  that  we  made  last 
March. 

We  just  do  not  know  where  we  are  at.  We  might  have  spent  some 
money  we  thought  we  had  and  we  will  now  come  along  and  have  to 
adjust  this  thing  and  it  keeps  everybody  in  more  or  less  of  a  turmoil, 
and  that  is  the  thing  about  the  renegotiation  of  lumber  that  is  so 
worrisome  to  everybody.  As  I  stated  before,  we  do  not  think  it  is 
doing  anybody  any  good. 

Mr.  Cooper.  We  thank  you  for  your  appearance  and  the  information 
that  you  have  given  the  committee. 

The  next  witness  will  be  Mr.  Arthur  L.  Vermillion. 

Will  you  please  state  your  name  and  the  capacity  in  which  you 
appear,  for  the  record? 


STATEMENT  BY  ARTHUR  L.  VERMILLION,  CHAIRMAN  OF  THE 
SUBCOMMITTEE  OF  THE  INDUSTRIAL  COMMITTEE  OF  THE 
WICHITA  CHAMBER  OF  COMMERCE 

Mr.  Vermillion.  I  am  Arthur  L.  Vermillion,  chairman  of  the  sub- 
committee of  the  industrial  committee  of  the  Wichita  Chamber  of 
Commerce,  and  the  executive  vice  president  of  the  Union  National 
Bank  of  Wichita. 

It  is  my  desire  to  present  here  the  recommendation  of  the  Wichita 
Chamber  of  Commerce  with  respect  to  the  present  renegotiation  laws 
and  the  advisability  of  providing  some  means  for  setting  up  post-war 
reserves.  The  recommendations  will  be  covered  separately  since  your 
committee  (Ways  and  Means)  is  onlv  considering  the  renegotiation 
of  contracts  at  this  time.  The  Wichita  chamber,  however,  desires 
to  file  its  recommendations  with  respect  to  the  creation  of  post-war 
reserves  at  this  time,  so  that  their  recommendations  may  receive 
proper  consideration  when  this  matter  is  reviewed. 

The  Chairman.  Without  objection  you  will  have  that  permission. 

(The  information  above  referred  to  is  as  follows:) 

Peoposed  Post- War  Reserve 

It  seems  to  be  a  foregone  conclusion  that  Congress  should  give  immediate  con- 
sideration to  provide  some  means  whereby  industry  would  be  permitted  to 
create  a  post-war  reserve. 

Prime  and  subcontractors  have  been  allowed  reasonable  costs  for  the  purpose 
of  converting  their  plants  from  consumer  production  to  the  processing  of  ma- 
terials for  the  prosecution  of  the  war.  Therefore,  consideration  should  be  given 
now  to  some  means  whereby  prime  and  subcontractors  can  provide  or  set  aside 
a  "cash  reserve"  for  meeting  the  cost  of  reconversion  of  their  plants  from  proc- 
essing of  war  materials  to  the  production  of  consumer  goods.  This  is  vitally 
needed  if  a  free  private  enterprise  is  to  provide  useful  jobs  for  the  millions  in 
the  post-war  period.  Congress  naturally  wants  to  avoid  repetition  of  "Govern- 
ment doles"  and  to  forestall  the  possible  reinstatement  of  Public  Works  Admin- 
istration, Work  Projects  Administration,  and  other  governmental  relief  agen- 
cies, which  plagued  the  Nation  during  the  last  decade. 

Further,  should  industry  as  a  whole  be  not  permitted  to  set  up  a  post-war 
reserve  for  reconversion  purposes,  then, the  only  other  alternative  is  a  "dole" 
or  "subsidy"  from  the  Government,  which  will  already  be  in  debt  over  $200,- 
000,000,000.  This  post-war  reserve  should  be  created  through  an  allowable  credit 
against  the  normal  and  surtax  taxes  for  each  income  tax  taxable  year,  in  order 
to  provide  contractors  with  funds  necessary  to  reconvert  their  plants  from  the 
production  of  war  material  to  the  production  of  consumer  goods,  when  hostilities 
cease.  Such  allowable  credits  should  be  "earmarked"  and  "indemnified"  to  the 
Treasury  Department  in  the  same  manner  as  "fire-loss  proceeds"  are  handled 
under  the  provisions  of  the  Internal  Revenue  Code  to  the  extent  that  the  profit 
realized  thereon  is  not  taxable  if  such  proceeds  are  utilized  for  replacement  in 
total. 

Of  course,  the  Government  boards  may  argue  that  the  contractors  will  get  a 
benefit  on  their  reconversion  costs  as  a  tax  deduction  in  the  year  in  which 
tney  occur,  or  through  the  carry-back  provision  of  the  Internal  Revenue  Code. 
However,  the  taxpayer  may  be  stopped  from  applying  this  contingent  loss  to  a 
profitable  year  in  that  the  limitation  permits  only  a  carry-back  of  2  years 
which  loss  may  exceed  the  profits  of  such  years  after  repayment  of  the  so- 
called  excessive  profits  determined  by  the  Renegotiation  Boards. 

Not  only  will  contractors  be  confronted  with  the  reconversion  of  their  plant 
facilities  to  consumer  goods  operation,  but  they  will  be  faced  with  numerous 
other  problems  such  as  war  and  post-war  losses  due  to  wartime  operations  and 
their  termination ;  research ;  sales  promotion,  including  advertising,  sales  train- 
JJg  cost  in  order  to  reestablish  sales  functions  which  were  discontinued  during 
"le  war  period;  marketing,  including  market  surveys  and  distribution  made 
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necessary  due  to  war  conditions,  and  post-war  employment  during  reconversion 
period,  including  severance  allowance  to  many  employees. 

The  foregoing  contingencies  can  only  be  provided  for  through  the  creation 
of  a  post-war  reserve,  due  to  the  fact  that  industry  will  not  otherwise  have 
adequate  funds  by  reason  of  high  taxation  and  the  so-called  recoupment  of 
excessive  profits  under  the  renegotiation  laws. 

The  basis  for  determining  the  amount  to  be  set  up  in  the  post-war  reserve 
shall  not  be  less  than  25  percent  of  the  contractors'  normal  and  surtax  net 
Income  for  each  income-tax  taxable  year  in  order  to  protect  the  small  industrial 
firms,  as  well  as  placing  certain  limitations  for  the  larger  industrial  firms. 

In  order  not  to  deprive  the  Treasury  Department  of  these  funds  during  the 
war  period,  they  shall  be  invested  in  noninterest  bearing  Treasury  bonds  until 
such  time  as  expenditures  are  made  for  the  purpose  for  which  the  reserve  was 
created.  These  bonds  should  be  in  nonnegotiable  form  until  the  cessation  of 
hostilities  at  which  time  they  shall  immediately  become  negotiable  and  be 
eligible  as  bank  collateral. 

It  is  suggested  that  the  controllable  features  of  section  112  (f )  of  the  Internal 
Revenue  Code  should  be  applied  in  the  effective  administration  for  the  account- 
ability of  "post-war  reserve"  expenditures,  and  that  no  gain  be  recognized  if  the 
provisions  of  this  section  are  complied  with.  However,  if  any  part  of  the 
moneys  received  from  the  post-war  reserve  fund  were  expended  by  the  con- 
tractor in  any  other  manner  than  that  provided  for  under  the  code,  the  gain, 
if  any,  should  be  recognized  to  the  extent  of  tax  rates  in  effect  at  the  time 
it  reverts  back  to  income.  In  order  for  contractors  to  avail  themselves  of  the 
benefits  of  this  provision,  it  is  not  sufficient  for  them  to  merely  state  that  ex- 
pendiures  are  being  made  in  accordance  with  the  provisions  of  the  post-war 
reserve,  but  they  must  substantiate  that  such  funds  were  spent  for  the  specitic 
purpose  for  which  they  were  created. 

A  brief  classification  of  the  probable  contingent  costs  which  will  be  con- 
fronting industry  in  converting  their  plants  from  the  production  of  war  ma- 
terials to  the  production  of  consumer  goods,  for  which  a  reserve  must  be 
provided,  is  as  follows : 

(o)  War  and  post-war  losses  due  to  wartime  operations  and  their  termination 
that  are  undeterminable  during  the  war  period. 

(6)  Research. — Industry  as  a  whole  will  be  confronted  with  many  problems 
in  the  development  of  new  processes,  products,  and  utilization  of  byproducts  by 
reason  of  conditions  brought  Jibout  by  the  war.  In  many  Instances  certain  types 
of  industry  will  be  eliminated  from  the  commercial  field  for  a  number  of  years 
by  reason  of  overproduction  of  mechanical  equipment  for  the  war  effort.  These 
industries  must  have  some  means  of  developing  new  products  to  bridge  this  gap, 
as  they  are  an  essential  part  of  our  daily  functions  and  our  economic  life  If  a 
free  private  enterprise  is  to  exist. 

(c)  Advertising  and  other  expenditureft  to  re-create  peacetime  markets. — Dur- 
ing the  war  period,  industry  was  stopped  from  making  expenditures  for  certain 
types  of  advertising  which  were  related  to  the  selling  of  particular  products. 
By  reason  of  this  fact,  suiistantial  sums  will  have  to  be  spent  Immediately  fol- 
lowing the  end  of  the  war  for  the  purpose  of  reestablishing  peacetime  operations. 
In  this  connection  Industry  will  not  have  adequate  cash  reserves  for  meeting 
this  cost  due  to  their  efforts  in  the  effective  prosecution  of  the  war,  high  taxes, 
and  the  recapture  of  so-called  excessive  profits  through  renegotiation. 

(d)  Reconversion  costs — converting  facilities  to  peacetime  or  consumer-goods 
operation. 

(e)  Post-war  employment  during  the  reconversion  period,  including  severance 
allowances. 

Reserve  expenditures  may  be  allocated  to  any  one  of  the  foregoing  items,  or 
may  be  allocated  to  all.  This,  however,  should  be  left  to  industry  for  allocation 
as  they  can  best  determine  the  proper  bases. 

TERMINATION  OF  CONTRACTS 

Prime  and  subcontractors  are  experiencing  considerable  difficulty  with  respect 
to  obtaining  financial  settlement  on  contracts  now  being  canceled.  If  this  same 
condition  exists  in  relation  to  the  wholesale  cancelations  of  contracts  that  in- 
dustry will  be  confronted  with  when  hostilities  cease;  contractors  will  be  con- 
fronted with  financial  obstacles  with  respect  to  financing  their  working  capital 
requirements  through  commercial  banks,  by  reason  of  the  fact  that  the  majority 


of  the  working  capital  will  be  tied  up  in  work-in-process,  raw-materials,  and 
finished-goods  inventories,  all  of  which  will  be  largely  useless  for  consumer  or 
peacetime  markets. 

In  this  connection,  it  is  suggested  that  some  provisions  be  made  through  one 
of  the  governmental  agencies  or  the  creation  of  a  new  agency  which  should  be 
authorized  and  empowered  to  advance  funds  against  such  frozen  assets,  pending 
financial  settlement.  This  authorization  may  be  in  the  form  of  a  guaranty 
similar  to  regulation  V  loans,  for  the  handling  of  a  loan  or  loans  through  com- 
mercial banks  for  the  purpose  of  alleviating  this  critical  financial  condition, 
and  to  enhance  the  contractor's  ability  to  continue  operations  for  the  consumer 
market.  Otherwise,  many  contractors  will  be  confronted  with  closing  their  doors, 
which  will  further  aggravate  the  unemployment  situation.  Such  advances  or 
loans  should  be  authorized  up  to  a  reasonable  percentage  (75  percent)  of  the 
contractor's  tentative  statements  of  costs  involved,  including  profits  as  provided 
in  the  respective  contracts. 

In  conclusion,  this  proposed  constructive  program  for  post-war  reconversion 
and  the  effective  economic  control  for  the  purpose  of  preventing  chaotic  condi- 
tions of  unemployment,  business  bankruptcies,  etc.,  merits  immediate  congres- 
sional action. 

Mr.  Vermimjon.  It  is  well  to  point  out  that  industiy  is  more  anxious 
than  any  other  group  in  the  Nation,  including  Congress,  to  make 
certain  that  there  are  no  excessive  profits  as  a  result  of  the  war. 
Therefore,  there  is  no  question  but  what  industry  is  willing  to  coop- 
erate, and  has  cooperated  wholeheartedly,  in  bringing  about  this 
result. 

One  of  the  features  of  the  existing  law  on  renegotiation  is  the  pro- 
vision whereby  contracts  are  renegotiated  generally  on  the  basis  of 
a  12-month  period,  irrespective  of  the  termination  date  of  any  Govern- 
ment contract  or  contracts.  This  results  in  no  consideration  being 
given  for  the  recoupment  of  losses  sustained  in  one  year  against  profits 
of  a  prior  year ;  however,  losses  of  prior  years  are  given  limited  con- 
sideration in  determining  profits  to  be  renegotiated  in  subsequent  years. 
This  means  that  certain  costs  for  the  production  of  war  materials 
incurred  in  any  one  year  which  has  resulted  in  a  loss  or  an  abnormally 
low  profit  is  not  carried  back  to  prior  years  for  adjusting  profits  al- 
ready renegotiated.  This  is  very  inequitable  from  a  justifiable  re- 
negotiation standpoint. 

The  renegotiation  law  further  provides  that  any  renegotiated  year 
is  closed  and  caimot  be  reopened.  Therefore,  the  administration  of 
the  present  renegotiation  law  is  discriminatory  against  contractors 
due  to  the  fact  that  no  allowance  is  made  for  the  acceleration  of  amor- 
tization of  emergency  facilities  as  provided  for  under  section  124  of 
the  Internal  Revenue  Code,  should  the  emergency  end  prior  to  the 
expiration  of  the  60-month  period. 

SUGGESTIONS  FOR  MODUlCATION  OF  THE  KENEGOTTATION  ACT 

If  the  renegotiation  laws  are  not  repealed,  effective  changes  should 
be  made  as  relief  provisions  to  the  law  andj  in  our  opinion,  profits 
should  be  renegotiated  on  the  basis  of  the  income-tax  taxable  year 
^ith  the  same  provisions  of  the  Internal  Revenue  Code  for  the  carry- 
back and  carry-forward  features  of  the  tax  law.  Furthermore,  m 
renegotiation  there  should  be  reasonable  allowances  for  estimated  Fed- 
eral and  State  income  taxes,  as  there  is  no  profit  remaining  to  the  con- 
tractor until  cognizance  is  given  to  these  factors. 
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In  bringing  about  the  desired  changes,  may  we  suggest  the  fol. 
lowing : 

(1)  In  considering  the  relief  provision  of  the  renegotiation  law 
consideration  should  oe  given  to  the  transferring  of  the  responsibility 
and  authority  for  the  renegotiation  of  contracts  from  the  procurement 
agencies  to  a  special  over-all  board,  comprising  industry  and  Gov- 
ernment. 

(2)  It  is  suggested  that  profits  should  not  be  considered  as  excessive 
profits  if  (after  allowances  for  estimated  tax  liabilities)  they  do  not 
exceed  the  Congress'  definition  of  normal  profits — that  is,  they  do  not 
exceed  the  contractor's  excess-profits  tax  credit. 

(3)  It  is  apparent  that  the  procurement  agencies  in  their  joint  state- 
ment issued  March  31, 1943,  recognize  as  an  allowable  factor,  an  aver- 
age profit  based  upon  past  years'  experience.  Taking  this  into  con- 
sideration, it  would  appear  that  a  normal  profit  should  be  recognized 
by  the  Renegotiating  Agency  even  though  a  contractor's  base  period 
was  such  that  an  excess-profits  tax  resulted  in  the  computation  of  the 
taxable  income  of  the  contractor.  Therefore,  the  contractor  should 
not  be  penalized  due  to  this  abnormality.  Such  excess  taxable  income 
should  not  be  construed  as  excessive  profits  in  renegotiation  until 
due  consideration  is  given  to  the  average  earnings  of  prior  years,  as 
reconstructed  under  sections  Tllfe  or  722  of  the  Internal  Revenue  Code. 
In  the  event  the  contractor  does  not  have  an  average  earning  base 
period,  then  a  constructed  base  period  should  be  established  in  accord- 
ance with  the  provisions  of  section  722  of  the  Internal  Revenue  Code. 
In  this  connection,  the  Treasury  Department  can  control  the  establish- 
ment of  such  constructed  base  period  by  disallowing  those  cases  where 
the  findings  (industries  created  by  war)  do  not  appear  to  be  justifiable. 

(4)  It  is  further  suggested  that  consideration  be  given  to  correcting 
inequalities  such  as  presently  exist  due  to  the  fact  that  as  the  act  is  now 
interpreted,  subcontractors,  who  for  the  most  part  are  material  men, 
are  subject  to  renegotiation.  This  category  includes  wholesalers, 
jobbers,  retailers,  and  so  forth,  who  have  no  reliable  knowledge  as  to 
the  use  of  the  commodities  they  sell  and,  Iherefore,  they  do  not  know 
whether  the  commodity  goes  into  Government  construction  or  private 
consumption.  Prices  of  these  commodities  for  the  most  part  are 
controlled  by  O.  P.  A. 

(5)  Amortization  of  emergency  plant  facilities:  All  agreements  en- 
tered into  as  a  result  of  negotiation  of  profits  on  contracts  (or  in- 
come tax  taxable  years),  should  be  reopened  for  the  purpose  of  ab- 
sorbing the  accelerated  amortization  of  emergency  plant  facilities  in 
the  event  the  President  declares  the  emergency  period  ended  prior  to 
the  expiration  of  the  provision  of  section  124  of  the  Internal  Revenue 
Code. 

(6)  Over-all  renegotiation :  Regenotiations  completed  or  to  be  com- 
pleted should  give  cognizance  to  the  carry-back  and  carry- forward  pro- 
visions of  the  Internal  Revenue  Code,  or  any  amendments  thereof, 
in  determining  excessive  profits  refundable  to  the  Treasury  Depart- 
ment (including  voluntary  and  involuntary  cases)  on  an  over-all  basis. 


RECOMMENDATTON  WITH  RESPECT  TO  REPEAL  OF  THE  RENEGOTIATION  ACT 

The  Renegotiation  Act  has  served  its  useful  purpose  and  should 
be  repealed,  as  it  is  un-American  in  its  administrative  scope. 

Common  sense  and  the  principles  of  Democracy  demand  (if  we  are 
to  go  the  free  private  enterprise  way)  that  we  conduct  our  business 
practice  according  to  sound  business  principles,  and  under  laws  that 
are  fair  and  equitable  to  all.  However,  under  the  present  renegotia- 
tion laws,  it  is  hard  to  justify  the  delegation  of  legislative  powers 
to  the  executive  officials,  with  utterly  no  standards  to  guide  them. 
Nor  can  we  justify  the  delegation  of  judicial  power  to  the  same  ex- 
ecutive officials  to  apply  to  specific  cases  the  legislative  rules  they  have 
adopted,  or  to  apply  to  specific  cases  rules  which  they  have  not 
adopted  and  do  not  apply  generally,  with  no  control  over  the  ex- 
ercise of  that  power,  and  with  no  right  of  appeal  by  the  contractor. 
If  the  present  tax  laws  are  not  adequate  to  prevent  so-called  excess- 
sive  profits  as  the  result  of  industry's  war  effort,  then  the  tax  laws 
should  be  and  must  be  amended  and  the  renegotiation  laws  repealed. 

In  a  country  like  ours,  free  enterprise  supports  us  all  and  the  Gov- 
ernment functions  as  the  referee  of  the  laws  prescribed  by  Congress 
for  the  conduct  of  the  game  of  business  during  both  war  and  peace 
times.  If  Government,  through  unsound  and  discriminatory  legis- 
lation, violates,  the  basic  principles  underlying  the  American  free- 
enterprise  system,  then  the  equilibrium  of  our  whole  economic  struc- 
ture is  upset. 

It  is  our  further  opinion  that  the  renegotiation  law  should  be  re- 
pealed in  its  entirety  by  reason  of  the  fact  that  80  percent  of  the  so- 
called  excessive  profits  recaptured  by  the  Renegotiation  Boards  would 
normally  flow  to  the  Treasury  Department  in  the  form  of  excess-profits 
tax,  and  such  funds  are  controllable  to  the  extent  that  they  are  ap- 
propriated by  Congress.  This  results  in  requiring  needless  manpower 
for  the  compilation  of  substantial  data  in  addition  to  the  tremendous 
amount  of  data  required,  under  the  Internal  Revenue  Code,  thereby 
further  aggravating  the  critical  shortage  of  manpower. 

Mr.  Cooper.  Mr.  Carlson. 

Mr.  Carlson.  Mr.  Vermillion,  you  appear  as  the  chairman  of  the 
subconmiittee  of  the  industrial  committee  of  the  Wichita  Chamber 
of  Commerce  ? 

Mr.  Vermellion.  That  is  right,  Mr.  Carlson. 

Mr.  Carlson.  How  large  a  committee  do  you  have  dealing  with 
this  subject? 

Mr.  Vermillion.  Our  comriiittee  originally  was  composed  of  ap- 
proximately 16  members. 

Mr.  Carlson.  Do  you  want  to  place  their  names  in  the  record,  or 
<io  you  care  to  ? 

Mr.  Vermillion.  No;  I  do  not  care  to  place  their  names  in  the 
record  at  this  time. 

Mr.  Carlson.  I  was  going  to  ask  permission  if  you  desire  to  do  so, 
out  under  the  circumstances  I  will  not. 

Is  it  your  opinion  as  chairman  of  that  subcommittee  that  Wichita 
"^ill  have  a  post-war  problem  ? 

Mr.  Vermillion.  A  tremendous  post-war  problem. 
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Mr.  Carlson.  You  have  made  an  excellent  statement.  Tell  us 
something  about  the  greiit  war  expansion  and  development  of  your 
city. 

Mr.  Vermillion.  Wichita  in  the  past  has  been  primarily  an  oil  and 
flour-milling  center  with  a  limited  amount  of  manufacturing  plants, 
the  majority  of  which  being  confined  to  the  aircraft  and  other  in- 
dustries. 

At  the  present  time  we  have  five  aircraft  companies  in  Wichita, 
employing  approximately  75,000  people,  and  numerous  other  manu- 
facturing plants  employing  a  substantial  number  of  employees ;  gives 
us  a  good  background  for  basing  our  conclusions  on  what  industry 
has  confronting  it. 

Now,  all  of  these  things  go  to  amplify  the  conditions  that  we  are 
going  to  have  in  Wichita  when  this  war  is  over,  and  the  thing  that  is 
most  fearful  in  our  minds  in  our  area  as  well  as  in  other  areas  that  we 
have  visited,  is  the  so-called  recoupment  of  excess-profits  taxes  through 
lenegotiation  and  the  high  taxation  we  are  confronted  with.  This 
process  is  taking  away  the  lifeblood  of  our  industry,  which  will  leave 
it  in  a  very  chaotic  condition  when  this  war  is  over.  The  biggest  job 
we  will  have  on  the  home  front  is  to  find  jobs  for  the  millions  of  boys  on 
the  fighting  front  when  they  return,  so  we  will  have  some  ways  and 
means  of  giving  these  boys  a  decent  job  and  a  decent  wage  when  this 
war  is  over  because  they  have  earned  it. 

Mr.  Carlson.  I  notice  in  your  paper  that  you  speak  of  post-war 
reserves.  Have  you  any  thought  how  we  might  secure  these  post- 
war reserves  ? 

Mr.  Vermillion.  Very  definitely  I  do  have. 

Mr.  Caelson.  We  would  be  glad  to  have  you  explain  it. 

Mr.  Vermillion.  To  begin  with,  Congress  has  given  certain  credit 
to  industry  under  the  1942  Revenue  Act  in  the  form  of  a  10  percent 
post-war  credit  against  excess-profit  taxes.  Now,  these  particular 
post-war  credits  are  being  wiped  out  due  to  the  so-called  recoupment 
of  profits  under  renegotiation  before  taxes ;  in  other  words,  when  they 
get  through  renegotiating  profits  there  is  no  adjusted  excess-profits 
income  left  on  which  to  base  any  post-war  credit  in  the  majority  of 
cases.  Therefore,  it  appears  that  in  order  to  accomplish  the  job  of 
creating  a  post-war  reserve  we  have  to  go  back  to  what  Congress  de- 
fines as  "normal  income"  and  work  out  some  basis  of  providing  a 
post-war  reserve  from  that  source.  I  believe  our  recommendations 
for  a  post-war  reserve  covers  this  fully. 

There  are  certain  limitations  under  the  renegotiation  rules  adopted 
by  the  renegotiating  agencies  in  what  defense  contractors  can  do  now 
with  respect  to  perpetuating  their  own  particular  enterprises.  For 
example:  Industry  cannot  make  a  charge  against  contract  profits 
the  cost  for  research  or  the  cost  for  the  development  of  new  products 
which  we  are  going  to  need  very  badly  if  we  are  going  to  absorb  in 
industry  the  millions  of  defense  workers  and  the  millions  of  boys 
coming  home  from  the  fighting  front.  Any  expense  in  connection 
with  the  development  of  new  products  is  not  chargeable  against  in- 
come for  the  purpose  of  determining  whether  or  not  profits  are  ex- 
cessive. Likewise,  the  only  advertising  industry  can  do  is  institu- 
tional advertising.  There  is  nothing  that  industry  can  do  with  re- 
spect to  keeping  up  certain  product  advertising. 


Now,  all  of  these  things  are  very  essential  to  industry.  It  is  its 
lifeblood.  It  is  going  to  have  to  recreate  new  markets.  It  is  going 
to  have  to  make  very  comprehensive  market  surveys.  A  lot  of  that 
information  will  be  available  to  our  Department  of  Commerce,  but 
with  this  war  effort  populations  have  shifted  tremendously. 

There  is  one  particular  thing  I  would  like  to  read  from  our  post- 
war reserve  recommendations  consisting  of  one  paragraph. 

Further,  should  industry  as  a  whole  be  not  permitted  to  set  up  a  post-war 
reserve  for  reconversion  purposes,  then  the  only  other  alternative  is  a  "dole" 
or  "subsidy"  from  the  Government  who  will  already  be  in  debt  over  $200,- 
000,000,000.  This  post-war  reserve  should  be  created  through  an  allowable  credit 
against  the  normal  and  surtax  taxes  for  each  income  tax  taxable  year,  in  order 
to  provide  contractors  with  funds  necessary  to  reconvert  their  plants  from  the 
production  of  war  material  to  the  production  of  consumer  goods,  when  hos- 
tilities cease. 

This  is  a  fact  that  we  cannot  deny,  because  we  are  going  to  be 
confronted  with  that  situation,  and  with  industry's  working  capital 
depleted  or  held  to  a  minimum  by  reason  of  high  taxation  and  re- 
coupment of  taxes,  we  have  got  to  give  a  lot  of  consideration  to  these 
very  serious  problems  confronting  us,  and  whether  or  not  we  are 
going  to  leave  industry  in  a  position  where  it  can  perpetuate  free 
private  enterprise,  or  whether  industry  is  going  to  be  subsidized  and 
controlled  by  our  Government. 

Mr.  Carlson.  As  chairman  of  the  industrial  committee  of  the  Wich- 
ita Chamber  of  Commerce  on  renegotiations,  do  you  know  of  your 
own  knowledge  of  a  company  that  has  completed  renegotiations  in 
Wichita  ? 

Mr.  Vermillion.  I  know  that  there  have  been  a  number  of  com- 
panies renegotiated,  and  in  one  particular  instance  the  amount  of 
profit  they  asked  to  be  refunded  to  the  Treasury  Department  left 
the  company  in  a  very  bad  financial  condition;  in  fact, 'they  had  to 
make  a  loan  from  the  Government  to  pay  the  Government  the  amount 
of  profit  the  Government  has  asked  to  be  refunded. 

Mr.  Carlson.  Has  it  been  your  observation  in  any  particular  con- 
tracts that  were  renegotiated  that  the  funds  for  post-war  reserves 
were  badly  depleted  ? 

Mr.  Vermillion.  That  is  right.  I  review  it  from  the  standpoint 
of  a  lot  of  financial  statements  I  see  in  my  own  particular  business, 
and  if  you  could  review  some  of  the  financial  statements  that  are  an 
example  from  our  area,  you  would  appreciate  the  tremendous  prob- 
lem we  are  going  to  have  confronting  us  if  no  provision  is  made  for 
a  post-war  reserve  that  will  facilitate  and  assist  defense  contractors 
m  converting  their  facilities  from  the  production  of  war  material 
to  the  production  of  consumer  goods. 

Mr.  Carlson.  Your  past  experience  is  such  that  you  would  thor- 
oughly understand  the  financial  statement  of  an  aircraft  company, 
for  instance  ? 

Mr.  Vermillion.  Absolutely. 

Mr.  Carlson.  You  have  had  several  years'  experience  with  one  of 
the  larger  companies  of  Wichita  ? 

Mr.  Vermillion.  I  was  comptroller  of  one  of  the  larger  aircraft 
t^ompanies. 

Mr.  Cooper.  We  thank  you,  Mr.  Vermillion,  for  your  appearance 
^nd  the  information  you  have  given  the  committee. 

The  next  witness  is  Mr.  Herbert  M.  Simon. 
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STATEMENT  OF  HERBERT  M.  SIMON,  NEW  YORK  CITY,  APPEAR. 
ING  ON  BEHALF  OF  IMPORTERS  AND  DEALERS  IN  NATURAL 
RAW  MATERIAL 

Mr.  Simon.  My  name  is  Herbert  M.  Simon,  address  60  Wall  Street, 
:New  York  City,  and  I  appear  in  behalf  of  a  number  of  importers 
and  dealers  of  natural  raw  materials  and  some  trade  associations  in 
that  field.  I  have  filed  a  written  memorandum  with  the  clerk  of  the 
committee,  and  I  would  like  a  few  minutes'  time  to  supplement  it. 

I  am  going  to  address  my  remarks  primarily  to  a  request  that  the 
provision  of  the  renegotiation  law  on  the  subject  of  exemptions  be 
clarified  so  as  to  make  it  clear,  and  I  believe  to  be  the  fact,  that 
Congress  intended  that  contracts  for  the  sale  of  natural  raw  materials 
should  not  be  subject  to  renegotiation  ^   x.  j.  x    ^ 

1  think  there  are  three  very  conclusive  evidences  of  that  fact. 

First,  in  the  congressional  debate  at  the  time  the  statute  was  first 
passed.  At  that  time,  I  find  in  the  Congressional  Record,  both  in  the 
Senate  and  the  House,  argument  upon  whether  a  statute  controlling 
prices  would  be  sufficient.  Senator  Hayden  and  Mr.  Cannon  in  the 
House  responded  that  price  control  was  adequate  in  the  case  of  com- 
mon raw  materials,  but  it  was  not  adequate  in  the  case  of  the  manu- 
facture of  things,  the  manufacturer  of  which  was  called  upon  to  make 
them  for  the  first  time.  They  pointed  out  that  a  manufacturer  of  au- 
tomobiles who  for  the  first  time  was  asked  to  make  artillery,  tanks,  or 
airplanes,  was  faced  with  the  problem  of  estimating  his  costs.  If  he 
was  conservative  in  his  estimate  and  made  an  error,  he  might  find  him- 
self in  bankruptcy,  so  the  human  tendency  was  to  make  that  estimate  as 
high  as  was  apparently  necessary  to  protect  him.  And  he  pointed  out 
that  if  in  the  course  of  manufacture  the  estimated  cost  did  not  ma- 
terialize an  unconscionable  profit  might  result  and  that  would  seem  to 
be  the  main  basis  for  the  argument  that  price  control  would  not  be  ade- 
quate in  the  case  of  a  manufactured  product,  although  it  would  in  the 
case  of  the  raw  material.  . 

The  second  evidence  that  natural  raw  materials  were  not  intended 
to  be  subject  to  renegotiation  is  found  in  the  body  of  the  statute 

itself.  1    „  ,         XI       •  v* 

Paragraph  (e)  provides  "that  each  department  shall  have  the  rignt 
to  demand  of  each  contractor  statements  of  actual  costs  of  production. 
I  submit  if  ra^  materials  were  intended,  that  language  would  be 
materially  different. 

The  third  is  this :  The  statute  itself  contains  a  specific  exemption. 
I  believe  it  was  intended  to  apply  to  all  natural  raw  materials.  Un- 
fortunately, the  language  of  the  exemption  section  is  not  entirely  clear. 
The  statute  provides  in  paragraph  (c),  subdivision  (i)  subdivision 
(1)  and  subdivision  (ii),  that  it  is  not  to  be  applicable  to  any  contract, 
or  subcontract  for  the  product  of  a  mine,  oil  or  gas  well,  or  other 
mineral  or  natural  deposit,  or  timber,  which  has  not  been  processed, 
refined,  or  treated  beyond  the  first  form  or  state  suitable  for  indus- 

trial  use. 

Unfortunately,  in  the  face  of  that  congressional  enactment,  the 
Army  and  Navy  Departments,  by  way  of  interpretation  of  the  statute, 
have  proceeded  to  either  limit  it  or  annul  it,  in  that  they  have  issued 
a  list  of  some  two  dozen  raw  materials — coal,  iron,  and  so  forth— and 


thev  take  the  position  that  if  your  natural  deposit  or  raw  material 
is  on  that  list,  it  comes  within  the  statutory  exemption,  and  if  it  is  not, 
it  does  not  come  within  the  statutory  exemption  whether  it  is  a  raw 
material  or  natural  deposit  or  not. 
Mr  Gearhart.  Is  there  any  statutory  basis  for  that< 
Mr  Simon.  I  do  not  find  any.  I  think  it  was  the  situation  referred 
to  this  morning  either  by  Mr.  Mills  or  Mr.  Kobertson,  where  they  said 
these  agencies  lake  power,  they  take  all  power  that  has  not  been  re- 
served to  the  Congress.    My  own  experience  has  been  they  also  try 

to  take  some  of  the  latter.  .  ,  .       ,      i  ^       t 

I  had  one  instance  where  the  raw  material  involved  was  a  natural 
deposit  in  every  sense  of  the  word,  but  it  was  not  a  mineral,  it  was 
not  timber.  It  was  the  secretion  of  an  animal.  There  was  not  any 
processing  involved,  and  we  were  told  by  the  Navy  Department  that 
any  natural  deposit  to  be  exempt  under  the  statute  has  to  be  a  mineral 
one.  They  do  not  recognize  animal  deposits  or  vegetable  deposits  as 
being  natural  deposits.  . 

A  renegotiation  law  is  necessary  to  prevent  execessive  profits  being 
made  in  the  case  of  natural  raw  materials.  In  the  first  place,  they  are 
all  bought  in  a  highly  competitive  market.  In  the  second  place,  the 
Office  of  Price  Administration  has  controlled  every  possible  commodity 
that  there  is.  There  are  either  special  regulations  for  a  given  commod- 
ity, or  it  comes  under  the  General  Maximum  Price  Regulation,  and  I 
respectfully  submit  there  is  no  reason  why  coal  or  lead  or  tin  or  any  two 
dozen  natural  materials  should  be  exempt  and  another  two  dozen  not 
exempt,  and  I  have  submitted  to  the  members  of  the  committee  a  precise 
form  of  amendment  which  will  adequately  cover  the  situation.  It  pro- 
vides for  exemption  of  any  contract  which  does  not  involve  manufac- 
turing, or  processing  on  the  part  of  the  contractor,  but  is  a  contractor 
for  the  sale  by  the  contractor  to  a  department  of  a  mineral,  vegeable^ 
animal  or  other  natural  material  or  product  which  has  not  been  proc- 
essed, refined,  or  treated  beyond  the  first  form,  or  state  suitable  for 
industrial  use  and  the  price  of  which  at  the  time  of  the  making  of  such 
contract  was  limited  or  controlled  by  regulation  or  order  of  the 
Office  of  Price  Administration,  or  other  governmental  agency. 

I  submit  that  that  amendment  can  be  adopted  without  prejudice  to 
the  interests  of  our  country  and  with  utter  fairness  to  industry  and 
the  public  in  general. 

I  would  like  to  add  one  word  on  a  point  which  is  not  in  this  brief. 
That  is  the  question,  not  only  does  the  statute  itself  create  no  stand- 
ards by  which  any  department  has  to  be  governed — and  some  com- 
ment was  made  on  that  subject  this  morning — ^but  it  also  apparently 
precludes  any  appeal  to  the  courts  at  all. 

The  secretary  of  each  department,  who  acts  through  any  number  of 
subordinates,  is  the  sole  arbiter  of  what  is  an  excessive  profit  and  what 
is  not.  And  if  he  finds,  with  the  application  of  rules  of  his  own  or  with- 
out any  rules,  if  he  exercises  a  whim,  or  the  whim  of  a  subordinate, 
that  X  dollars  out  of  a  contract  for  $100,000  is  excessive,  it  has  to  be 
paid  back,  if  already  paid  to  the  contractor,  or  taken  off  his  price. 

I  submit  that  in  our  system  of  government  for  one-hundred-and- 
some-odd  years,  in  every  case  where  there  has  been  a  possibility  of  in- 
justice, there  has  been  preserved  to  the  people  the  right  of  appeal  to 
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the  courts  And  I  respectfully  submit  that  this  statute  should  be 
amended  so  as  to  specifically  provide  that  if  any  contractor  feels 
aggrieved,  aggrieved  by  the  so-called  renegotiation,  the  unilateral 
renegotiation,  of  a  department,  he  shall  have  the  right  to  obtain  a  re- 
view in  the  courts  as  to  whether  the  so-called  renegotiation  is  within 
he  letter  of  the  law  and  is  proper  or  not. 

Mr.  CooPEB.  Does  that  complete  your  statement? 

Mr.  Simon.  It  does.  i        .      i    u       u  . 

Mr  Gearhart.  I  have  been  impressed  very  much,  not  only  by  what 
vou  have  called  to  our  attention,  but  by  parts  of  the  statement  made 
bv  the  preceding  witness,  wherein  the  suggestion  is  ottered  that  we 
have  not  set  up  through  the  enactment  of  this  first  renegotiation  law 
a  fair  and  impartial  tribunal  to  try  any  of  the  issues  that  may  exist 
between  the  Government  and  an  individual  contractor. 

On  the  contrary,  I  observe  from  reading  the  statute  carefully,  that 
these  proceedings  have  a  beginning  in  a  star  chamber  session.  In 
other  words,  the  Secretary,  or  the  renegotiation  board  that  he  sets 
UP  for  his  purpose,  reaches  a  conclusion  that  certain  profits  under  a 
certain  contract  are  excessive,  and  then  initiates  the  procedure  of 

^^In^other^words,  the  statute  sets  up  a  system  the  effect  of  which  is 
to  create  prejudice  in  the  mind  of  the  Secretary  or  the  board  to 
which  he  delegates  the  authority,  a  prejudiced  condition  ot  mmd, 
which  makes  it  impossible  for  that  Secretary  or  that  agency  there- 
after to  deal  fairly  and  impartially  with  the  contractor. 

We  know  as  lawyers  how  difficult  it  is  to  induce  a  judge  to  reverse 
himself.  We  always  thank  God  for  the  next  higher  reviewing  court. 
After  a  judge  in  any  court  has  taken  a  position,  it  is  only  by  the 
compelling  force  of  almost  conclusive  evidence  that  you  can  ever  get  a 
previously  announced  decision  changed.  Under  this  act  you  have 
no  resort  to  a  higher  court.  You  simply  have  to  face  a  finding  of 
excessive  profits,  and  offer  such  mitigating  evidence  as  you  might  be 
able  to  induce  that  agency  to  accept  or  consider.  . 

In  other  words,  the  contractor  stands  convicted  before  he  ever 
hears  he  is  going  to  be  put  under  rengotiation.  In  ettect  and  Dy 
analogy  he  does  not  come  in  to  participate  in  a  trial,  or  to  take  part 
of  an  investigation,  or  to  attend  a  hearing;  he  is  brought  m  just  to  he 

^^I  cannot  think  of  anything  which  is  less  American  in  its  theory, 
or  anvthing  that  is  more  totalitarian  in  its  conception  than  the  torn 
that  this  statute  takes.  Do  you,  as  a  lawyer  and  a  constitutionalist, 
and  a  believer  in  fair  play,  agree  with  me  in  that  analysis  of  the 

''*S.'smoN.  I  agree  with  it  100  percent,  sir.  ^  ^^.^  J^^^^^^A.^^^^^ 
you  touched  the  subject,  that-I  think  it  was  m  the  Mikado  of  Gilbert 
and  Sullivan  where  the  leading  man  sings  the  song,  I  am  the  Frose- 
cuting  Attorney,  the  Judge,  the  Jury,  and  the  Lord  High  Execu 

'unfortunately,  in  so  many  of  the  recent  statutes  which  have  been 
passed  in  the  name  of  the  war  emergency,  we  have  appointed  adminis- 
trative agencies  acting  through  possibly  dozens  of  subordmates  to 
act  as  the  prosecutor  and  the  judge  and  the  sheriff,  and  some  of  them 
have  very  peculiar  philosophies  of  economics.  We  sometimes  seem 
to  be  getting  into  socialism  or  fascism  by  the  back  door. 


Mr  Gearhart.  Probably  Gilbert  and  Sullivan  did  not  know  that 
they  were  defining  totalitarianism  at  the  time  that  they  wrote  that 

^^Mr  Simon.  I  think  a  statute  which  deprives  a  man  of  his  property 
without  anv  rules,  or  without  any  right  of  appeal  to  a  court,  is  only 
a  step  to  a  "statute  to  deprive  a  man  of  his  liberty  on  the  same  basis, 
with  no  right  of  appeal. 

Mr.  Gearhart.  To  send  a  contractor,  or  a  citizen,  up  for  a  sentence 
before  a  prejudiced  court  or  a  prejudiced  judicial  officer  is  just  a 
benzine  proceeding,  is  it  not?  He  knows  before  he  gets  there  that  he 
is  there  for  a  cleaning.  Is  it  not  essentially  wrong,  is  not  our  statute 
essentially  defective  when  it  deprives  even  a  prejudiced  agency  of 
the  right,  when  the  facts  reveal  the  necessity,  of  raising  the  contractor  s 
price  'i  The  statute  now,  in  its  very  wording,  permits  only  one  thing 
for  the  department  head  or  the  board  to  whom  he  delegates  the  au- 
thority ,to  do,  and  that  it  to  lower  prires.  , 

Tlie  only  justification  for  renegotiation  which  can  commend  itself 
to  any  fair-minded  person  is  that  a  mistake  was  made  in  the  nego- 
tiation of  the  original  contract,  or  subsequently  to  the  execution  of 
the  original  contract,  events  have  occurred  which  changed  the  rela- 
tionship of  the  Government  and  the  contractor  which  required  a 
reexamination  proceeding.  Those  mistakes  would  have  to  adversely 
affect  Government  interest  or  the  Government  would  take  no  notice 
of  them.  If  a  mistake  occurs  on  the  side  of  the  contractor  or 
chancring  events  throw  him  into  a  precarious  financial  condition, 
shoufd  he  not  have  the  same  right  to  come  in  before  somebody  and 
ask  for  a  renegotiation,  just  as  a  Government  official  has  the  right  to 
come  in  and  say,  "I  want  to  renegotiate." 

Mr.  Simon.  It  seems  only  fair. 

Mr.  Gearhart.  In  other  words,  lawyers  would  naturally  look  for 
mutuality  in  a  statute  of  this  kind.  What  is  sauce  for  the  goose 
should  be  sauce  for  the  gander. 

I  am  thinking,  very,  very  seriously,  of  proposing  to  my  colleagues 
on  this  committee  when  we  get  into  executive  session,  some  very  radical 
amendments  to  this  act,  the  principal  one  of  which  will  provide  for 
the  setting  up  of  renegotiation  boards  that  are  to  be  appointed  by  the 
Chief  Executive  rather  than  by  the  head  of  the  department  that  is 
seeking  the  renegotiation.  At  least,  that  will  give  to  the  members 
of  that  board  the  suggestion  that  they  are  expected  to  be  fair  and 

impartial. 

And  I  would  give  to  the  board,  when  once  set  up  to  renegotiate,  the 
right  to  renegotiate  upward  or  to  renegotiate  downward,  depending 
upon  what  the  facts  require  at  the  time  of  the  proceeding. 

Do  you  not  think  that  would  promote  better  feeling  and  a  greater 
confidence  ? 

Mr.  Simon.  I  do,  sir. 

Mr.  Gearhart.  Throughout  the  country? 

Mr.  Simon.  I  do,  sir.  I  would  like  to  add  a  suggestion  to  that.  I 
Jim  not  a  statesman  or  a  legislator,  so  this  may  be  out  of  order.  It 
^ould  seem  to  me  that  in  view  of  the  situation,  as  we  have  to  candidly 
recognize  it,  if  any  such  amendment  were  to  carry  out  your  intent  of 
having  an  impartial  tribunal,  it  should  provide  that  the  board  or  the 
inembers  of  the  board,  appointed  by  the  Executive,  should  be  ap- 
proved by  the  Congress,  or  either  of  its  branches,  so  that  we  do  not 
have  another  case  of  ballet  dancers  passing  on  business  contracts. 
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Mr.  Gearhart.  I  think  your  suggestion  is  a  most  timely  one. 

Mr.  Simon.  I  would  also  strongly  suggest  that  even  though  the 
board  be  appointed  with  the  gi-eatest  of  care — they,  even  as  you  and 
I,  may  make  mistakes  now  and  then — the  way  should  be  preserved  to 
every  American  citizen  to  appeal  to  the  courts  in  the  hxst  analysis. 
There  ought  to  be  some  standards.  You  talk  about  creating  stand- 
ards in  the  statute.  Expediency  prevented  that  in  the  original  statute. 
Hie  statute  was  rushed  through.  It  was  brought  up  for  the  first 
time,  as  I  recall  it,  on  the  floor  of  the  House,  amended  in  the  Senate, 
and  went  right  through  without  any  committee  hearings. 

In  the  absence  of  standards,  there  is  some  doubt  in  the  minds  of 
lawyers  who  are  more  familiar  with  constitutional  law  than  I  am, 
that  the  law  as  it  now  reads  is  unconstitutional  under  the  decision  in 
the  N.  R.  A.  case. 

But,  in  any  event,  if  it  is  possible  to  insert  standards,  it  should 
be  done;  and  if  it  is  not  possible  to  insert  standards,  which  are  to 
be  binding  upon  the  tribunal — ^the  renegotiators — there  should  be  pre- 
served the  right  of  review  in  the  courts.  I  think  that  is  required  by 
our  American  system  of  Government. 

I  thank  you. 

Mr.  Cooper.  We  thank  you  for  your  appearance  and  the  informa- 
tion you  have  given  the  committee. 

Mr.  Gearhart.  I  want  to  ask  another  question  or  two,  Mr.  Chair- 
man.   I  so  seldom  have  an  opportunity  to  propound  questions  to  so 
food  a  lawyer  representing,  as  he  does,  so  widely  and  favorably 
nown  a  firm,  I  know  you  w^ll  indulge  me. 

Mr.  Simon.  I  thank  you,  sir. 

Mr.  Gearhart.  The  amendments  I  have  suggested  presuppose  the 
constitutionality  of  a  renegotiation  statute.  I  would  like  to  get  your 
views  in  reference  to  the  constitutionality  of  the  proceeding.  This 
thought  strikes  me.  When  a  contract  is  signed,  in  the  first  instance, 
property  rights  are  created. 

It  would  seem  to  me  that  property  rights  are  created  which  the 
contractor  is  very  much  interested  in  preserving.  The  Constitution 
of  the  United  States  says  that  property  shall  not  be  taken  except 
upon  due  compensation.  Do  you  think  there  is  not  some  possibility, 
or  room  for  doubt  at  least,  of  the  constitutionality  of  a  statute  which 
makes  it  possible  for  one  arm  of  the  Government,  which  happens 
to  be  a  party  to  a  contract,  to  grab  the  other  party  to  the  contract 
by  the  nape  of  the  neck  and  to  drag  him  into  a  back  room  and  say 
to  him,  "You  have  to  give  up  certain  property  rights"  without  any 
compensation  from  the  Government  whatsoever? 

Of  course,  I  am  asking  you  for  a  large  order  when  I  ask  you  to 
comment  on  that. 

Mr.  Simon.  It  is  a  very  large  order.  But  insofar  as  the  present 
statute  purports  to  be  applicable  to  contracts  made  prior  to  its  pas- 
sage, I  am  convinced  the  law  is  invalid.  The  Supreme  Court  held  in 
a  very  elaborate  opinion  by  Mr.  Justice  Brandeis,  in  the  War  Bi'iK 
Insurance  cases,  that  an  interest  in  a  contract,  whether  with  the 
Government  or  with  a  private  party,  was  a  property  right  which 
could  not  be  interfered  with  or  affected  adversely  by  a  subsequent 
congressional  act. 

As  to  contracts  made  after  this  statute  was  enacted,  the  courts 
may  hold  that  the  contracting  parties  made  the  contract  with  the 
statute  in  mind  and  that  the  statute  is  an  implied  part  of  the  con- 


tract. As  to  contracts  which  were  made  prior  to  the  passage  of  that 
statute,  I  am  convinced  that  it  is  absolutely  invalid  under  the  rule  in 
the  War  Risk  case. 

It  was  an  insurance  case  where  during  the  First  World  War  Con- 
gress passed  a  statute  authorizing  the  issuance  of  insurance  for  our 
soldiers  and  among  the  types  of  insurance  that  were  authorized  and 
issued  were  renewable  annual  term  insurance  which  were  very  low  in 
their  rates. 

During  the  wave  of  economy  that  later  hit  the  country,  the  Con- 
gress passed  a  law  eliminating  all  obligations  and  responsibilities  un- 
aer  those  term  insurance  policies.  The  Supreme  Court  held  that  Con- 
gress had  no  right  to  pass  that  statute,  that  the  insurance  policies  were 
contracts  which  were  entitled  to  the  protection  of  the  fifth  amendment 
of  the  Constitution. 

I  have  no  doubt  personally  but  that  will  be  applied  to  this  particular 
matter.  I  am  hoping  that  I  will  not  have  to  be  the  guinea  pig  to 
bring  the  case  up. 

Mr.  Gearhart.  You'll  have  my  sympathy  if  they  get  the  knife  on 
you.    You  have  made  a  most  helpful  statement,  notwithstanding. 

Mr.  Simon.  Thank  you. 

Mr.  Cooper.  We  thank  you  for  the  statement  you  have  made  and  the 
information  you  have  given  to  the  conunittee. 

The  Chair  is  advised  by  the  clerk  that  Mr.  Henry  C.  McQuatters  is 
here  and  desires  an  opportunity  to  make  a  brief  statement. 

Mr.  McQuatters,  please  state  your  name  and  address,  and  the  ca- 
pacity in  which  you  appear  for  the  purpose  of  the  record. 

STATEMENT    OF    HENRY    C.    McQUATTERS,    FIAGSTATT,    ARIZ., 
SECRETARY,  NEW  MEXICO-ARIZONA  PINE  ASSOCIATION 

Mr.  Cooper.  Mr.  McQuatters,  how  much  time  do  you  think  you 
will  need  ? 

Mr.  McQuatters.  Ten  minutes. 

Mr.  Cooper.  You  are  recognized  for  10  minutes. 

Mr.  McQuatters.  Mr.  Chairman  and  members  of  the  committee: 
I  thank  you  for  this  opportunity  to  add  to  some  of  the  remarks 
made  by  those  representing  the  lumber  industry  here  today. 

I  do  not  want  to  repeat,  out  to  try  to  add  in  behalf  of  our  region 
in  the  Southwest,  some  points  in  regard  to  renegotiation  as  it  affects 
the  lumber  industry. 

One  thing  I  think  was  not  brought  out  sufficiently  was  that  the 
interpretation  of  the  various  secretaries  on  the  exemption  of  timber 
and  its  products  has  been  issued,  exempting  only  logs.  The  point 
that  we  wish  to  make  is  that  the  first  form  or  state  in  which  the 
product,  any  product  of  timber,  is  suitable  for  general  industrial  use, 
IS  in  the  form  of  lumber.  Only  the  man  who  takes  the  standing 
free  and  processes  it  into  lumber  is  able  to  use  a  log.  No  general 
industrial  use  can  be  made  of  a  log,  as  such,  except  for  the  manu- 
facture of  lumber. 

I  would  say  less  than  10  percent  of  all  lumber  manufacturers 
buy  logs  on  the  open  market.  With  most  of  them  a  log  is  simply  one 
ininor  step  in  the  process  of  manufacturing  lumber.  He  takes  the 
standing  tree,  cuts  it  up  into  logs,  and  puts  it  through  his  mill.  There 
js  no  established  practice  within  the  industry  of  buying  logs  from  a 
^og  merchant,  except  in  very  rare  instances. 
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The  principal  thing  that  I  wish  to  bring  out,  however,  is  with  ref- 
erence to  the  practical  difficulties  imposed  upon  this  particular  in- 
dustry or,  for  that  matter,  upon  possibly  the  sellers  of  all  standard 
commercial  products,  and  that  is:  We  sell  lumber  not  by  prime 
or  direct  contract,  to  the  various  agencies  of  the  Government,  but  we 
sell  lumber  through  established  channels  of  distribution ;  wholesalers, 
retailers,  distributors  take  our  product  on  large  orders  in  the  large 
centers,  and  there  distribute  in  smaller  parcels  to  the  various  con- 
tractors, prime  or  sub,  who  are  engaged  in  war  business. 

Occasionally,  when  we  invoice  lumber  to  a  wholesaler,  we  know  the 
eventual  destination  of  that  particular  order.    More  often  we  do  not. 

Let  me  relate  to  the  committee  the  demands  that  have  been  made 
upon  some  of  our  group  by  the  Price  Adjustment  Board  of  the  United 
States  Engineers.  We  have  a  letter,  over  the  signature  of  an  Army 
officer,  in  which  he  says :  Within  10  days  you  will  submit  to  Wash- 
ington this  information :  He  wants  the  annual  report  of  the  company 
for  each  year  after  December  31,  1940,  to  which  is  attached  a  copy 
of  the  independent  audit  report  for  each  of  those  years;  to  which 
is  attached  an  interim  report  of  the  balance  sheet  of  the  company 
for  the  year  1943  to  date ;  to  which  is  attached  a  profit  and  loss  state- 
ment for  the  year  1943  to  date;  to  which  is  attached  an  analysis  of 
sales  divided  into  the  following  subdivisions — 

Sales  subject  to  renegotiation  which  are,  (a)  direct  sales  to  the 
Government;  (h)  purchase  orders  or  subcontracts  which  eventually 
found  their  way  into  Government  work.  And  then  they  want  you 
to  attach  to  that  an  analysis  of  your  sales  that  are  not  subject  to 
renegotiation  showing  the  percent  renegotiable  and  the  percent  non- 

renegotiable. 

To  all  the  foregoing  must  be  attached  an  analysis  by  percent  of  the 
sales  made  to  some  20  or  more  departments  of  the  Army,  Navy,  Treas- 
ury, or  Maritime  Commission.  All  of  those  in  quintuplicate.  We 
were  to  furnish  that  information  within  10  days,  which  was  an  obvious 
impossibility  and  was  not  complied  with  simply  because  we  were 
unable  to  furnish  the  information  in  the  time  allowed. 

If  it  were  the  fact  that  as  a  result  of  putting  10  or  12  men  in  the 
office  to  work  on  assembling  that  information  and  sending  the  of- 
ficials of  these  various  lumber  companies  all  over  the  country— it 
might  be  Washington,  it  might  be  San  Francisco,  it  might  be  Dallas; 
we  have  had  communications  from  all  three  places — if,  as  a  result  of 
that,  it  would  be  discovered  that  hugely  excessive  profits  were  being 
made  on  sales  to  the  Army  or  Navy  or  other  war  projects,  there  could 
be  no  legitimate  protest. 

The  fact  is,  however,  that  lumber  is  being  sold  under  specific  dollars 
and  cents  ceiling  prices  which  were  fixed  with  the  object  in  mind  of 
making  a  fair  price  and  preventing  excessive  profits.  Those  prices 
were  arrived  at  by  consultation  of  the  best  informed  men  in  the  indus- 
try, and  in  the  Government,  and  they  have  been  complied  with  by  the 
entire  lumber  industry.  At  the  same  time,  the  cost  involved  has  in- 
creased rapidly  since  the  ceilings  were  fixed,  and  it  might  be  interest- 
ing to  know  that  the  ceilings  were  the  level  of  prices  in  October  1941. 

Therefore  a  recapture  of  excessive  profits  will  not  result  according 
to  all  the  indications  we  have  received.  The  ceiling  prices  in  the  first 
place  determined  that,  and  the  fact  that  the  lumber  industry  has  op- 


erated on  costs  that  have  been  established  for  all  the  years  since  this 
lias  been  a  nation  is  another.  i     •      i      i. 

We  knew  when  we  went  into  it  what  the  cost  of  producmg  lumber 
would  be.     It  has  not  changed  except  to  go  upward. 

As  far  as  I  know,  no  renegotiation  with  a  lumber  manufacturer  has 
vet  been  completed  with  the  possible  exception  of  one  or  two  small 
instances.  But  all  indications  point  to  the  fact  that  the  profits  will 
be  so  far  from  excessive  that  there  will  be  no  recapture  made. 

Under  such  circumstances,  we  feel  that  to  subject  these  companies 
who  are  doing  their  best  to  get  the  product  out  for  war  use,  to  all 
this  rigamarole.  and  this  running  back  and  forth  over  the  country, 
and  the  hiring  of  extra  men  to  get  out  statistics  that  in  the  long  run 
mean  nothing,  is  unjust,  it  is  impractical,  and  it  serves  to  impede  rather 
than  to  promote  the  prosecution  of  the  war. 

Mr.  CooPEK.  Does  that  complete  your  statement  ? 

Mr.  McQuATTERS.  That  completes  my  statement. 

Mr.  Cooper.  We  thank  you  for  your  appearance  and  the  information 
vou  have  given  the  committee. 

*  Tlie  Chair  is  advised  by  the  clerk  that  our  colleague  from  Massa- 
chusetts, Mr.  GifFord,  desires  5  minutes.  We  are  very  glad  to  recog- 
nize the  gentleman  at  this  time. 

STATEMENT  OF  HON.  CHARLES  L.  GIFFORD,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  MASSACHUSETTS 

Mr.  GirroRD.  Mr.  Chairman  and  gentlemen : 

I  feel  it  is  impertinent  for  me  to  come  before  this  committee,  but  I 
have  been  here  so  long  that  I  am  not  in  the  least  afraid  of  your 
welcome. 

I  came  to  plead  with  you,  as  one  of  your  colleagues,  that  you  be  not 
lulled  to  sleep  by  the  reports  that  will  be  coming  to  you. 

Fortunately  or  unfortunately,  I  have  been  pretty  close  to  some  of 
my  people  who  are  vitally  affected  in  this  matter.  Not  one,  but 
many.  Sixty-two  businessmen  last  Friday  night  summoned  me  to 
my  city  and  renegotiation  was  the  first  on  the  agenda  for  me  to  talk 
about  and  for  them  to  talk  to  me  about. 

And  in  every  single  case  those  who  talked  to  me  begged  me  that 
they  in  particular  be  not  mentioned.  I  am  sure  the  committee  will 
find  that  these  people  do  not  want  it  to  be  known  that  they  are  making 
any  complaint.  They  have  a  fear  of  losing  their  contracts  in  the 
future. 

Personally,  I  think  the  job  has  been  done  pretty  well  thus  far.  But 
I  am  going  to  appeal  to  Mr.  Disney  and  his  subcommittee  to  report 
some  limiting  legislation.  We  have  gone  altogether  too  far,  I  am 
sure,  in  delegating  so  much  authority  without  limitation.  I  think 
the  Congress  should  surround  this  matter  with  much  limitation. 

There  are  two  things  that  I  want  to  ask  the  committee  to  look  out 
for.  One  is  prompt  settlement  after  the  war.  They  worry  about 
that ;  immediate  conversion  back  to  their  private  work.  It  will  call 
for  a  lot  of  money  and  they  are  worried  about  it.  They  do  not  want 
it  held  up  2  or  3  years. 
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I  understand  there  are  some  20,000  contracts  yet  to  be  renegotiated 
as  of  1942.    Only  less  than  6,000  have  been  renegotiated  already. 

The  proposition  that  I  present  to  you  for  my  people  is  that  a  defi. 
nite  amount  after  taxes  should  be  withheld— and  I  hope  you  grant 
this;  a  definite  amount,  perhaps  15  percent,  should  be  held  by  the 
company  after  taxes.  That  money  to  be  invested  in  Government  bonds 
and  in  withholding  it  the  company  shall  state  the  purposes  for  which  it 
is  withheld.  And  that  afterward,  if  it  is  not  used  for  those  particular 
purposes,  it  shall  be  recovered  in  taxes. 

That  seems  to  me  like  a  good  proposition,  because  the  Gov- 
ernment is  protected  at  all  times.  They  know  exactly  the  purpose 
of  it.  So  I  beg  of  you  to  consider  that  proposition.  Fifteen  percent 
they  claim  is  as  low  as  should  be  allowed.  Some  have  suggested  more 
than  15  i^ercent.    But  that  amount  it  would  be  fair  to  be  withheld. 

I  hear  some  argument  about  efficiency,  and  I  suppose  others  will 
talk  to  you  about  that.  Why  have  renegotiation  because  of 
profits,  when  those  profits  were  made  by  economies  and  abili- 
ties as  shown  in  the  management?  There  is  no  encouragement,  as 
I  see  it,  in  spite  of  Mr.  Karker's  statement  which  I  have  read,  to  a 
company  to  practice  economies.  They  would  be  rather  liberal  in  their 
payments  instead  of  practicing  economy.  But  that  may  not  enter 
into  the  matter  of  legislation. 

The  two  things  that  I  want  to  stress,  in  the  5  minutes  for  which  I 
asked,  are  immediate  settlements ;  not  to  be  held  up  for  a  long  time. 
In  other  words,  that  the  bulk  of  the  payment,  even  in  spite  of  the 
'  fact  that  it  may  be  in  renegotiation  process,  at  least  the  bulk  of  it  will 
be  paid  over  immediately.  And  the  other  is  that  a  limited  amount 
shall  be  held  back.  And  I  might  suggest  that  I  am  wondering  if  you 
are  exploring  with  reference  to  plants  of  small  capitalization,  because 
the  profit  of  those  that  have  small  capitalization  although  a  large 
investment  should  not  be  prejudiced  against. 

Another  thing  that  I  want  to  mention  is  this,  and  it  will  be  present- 
ed to  you  by  Mr.  Karker  and  others :  That  they  do  not  want  too  much 
publicity  of  those  people  who  have  been  already  renegotiated.  I  think 
they  will  try  to  tell  you  that  every  single  plant  is  different  in  their 
business,  so  that  they  do  not  write  any  formula.  Of  course  we  do  not 
know  that  any  rigid  formula  can  be  written,  but  a  broad  formula  can 
be  written.  The  method  that  they  used  to  determine  in  one  case 
could  not  be  followed  in  all  cases.  It'et,  they  have  a  right  to  say,  in  all 
probability,  'That  is  the  basis  on  which  some  are  settled,  why  can  t 
we  be  treated  in  the  same  manner  ^ "  . 

Now,  in  my  mill  country  spindles  are  going  24  hours  a  day.  and 
when  this  war  is  over  there  has  to  be  replenishment  of  spindles.  It 
might  be  said  that  those  who  are  carrying  on  this  kind  of  business  are 
triiated  less  harshly  than  others,  it  would  cost  them  large  sums  to  re- 
plenish. Companies  have  a  difficult  time  when  you  make  them  divide 
their  private  operation  with  the  work  they  have  done  for  the  Govern- 
ment, in  the  same  plant.  Tlie  bookkeeping  is  considerable  and  difficult 
to  separate  that  which  they  do  for  the  Government  and  that  which 
they  do  under  private  contract.  . 

I  represent  a  manufacturing  district.  These  men  will  lay  their 
cards  on  the  table.    They  don't  want  any  exorbitant  profits;  all  they 


want  is  that  you  shall  not  take  away  so  much  of  it  that  they  cannot 
resume  private  business  with  necessary  equipment. 

I  hope  you  will  keep  those  two  points  in  mind. 

I  ought  to  apologize  for  coming  before  this  committee.  Of  course 
all  this  is  familiar  to  you ;  but  somehow  I  feel  better  for  having  pre- 
sented it.  -1  1     •      ^ 

Mr.  Cooper  (presiding) .  I  am  sure  you  do  not  need  to  apologize  for 

anything. 
Mr.  Keed.  Mr.  Gifford,  is  it  really  difficult  to  meet  reconversion  m 

the  lines  you  have  mentioned  ? 

Mr.  GiFFFORD.  My  line  is  largely  mill  work,  and  there  may  not  be 
real  difficulty  in  keeping  on  it  funds  are  available.  But  you  can 
imagine  the  difficulties  in  reconverting  many  plants  that  have  em- 
barked on  an  entirely  different  process. 

Mr.  Reed.  AVhat  I  am  getting  at  is  this:  What  line  of  industry  do 
I  understand  you  are  referring  to,  generally  ? 

Mr.  Gifford.  In  reconversion? 

Mr.  Reed.  Yes. 

Mr.  Gifford.  There  are  many  small  businesses,  as  you  know,  even 
in  my  district,  where  they  do  not  manufacture  at  all  what  they  did 

before. 

Mr.  Reed.  You  spoke  about  spindles.  If  they  fjre  not  able  to  re- 
convert, are  not  all  of  these  companies  in  some  danger  of  having  to 
compete  with  goods  shipped  in  here  ? 

Mr.  Gifford.  Yes.  What  I  am  getting  at  is  that  these  plants 
are  working  24  hours  a  day.  Spindles  are  wearing  out.  They  have 
^ot  to  be  replenished,  and  they  must  have  some  money  held  back  for 
that  purpose. 

Mr.  Reed.  I  agree  with  you. 

Mr.  Gifford.  I  hope  you  will  agree  with  me  about  withholding  the 
15  percent.  I  repeat  that  the  15  percent  is  paid  to  the  Government.  It 
is  to  be  invested  in  Government  bonds ;  the  companies  can  be  easily 
investigated,  and  if  the  money  is  not  spent  for  that  purpose,  that  can 
be  easily  discovered. 

Mr.  Disney.  Mr.  Gifford,  referring  to  the  question  of  post-war  re- 
serves, I  think  the  Congress  last  year  made  a  mistake  in  not  specifying 
to  what  uses  this  money  could  be  put.  It  was  urged  that  it  be  held 
as  a  post-war  reserve,  and  if  not  put  to  that  use,  it  should  be  put  into 
the  taxable  income  for  that  year,  and  we  wrote  it  substantially  that 
way  in  the  House,  but  finally  when  the  bill  passed  the  only  condition 
it  had  was  that  the  bonds  should  be  renegotiable  only  after  3  years. 
But  those  conditions  ought  to  be  attached,  and  I  agree  with  you. 

Mr.  Gifford.  My  first  point  is,  please  do  away  with  the  1942  as  soon 
as  you  can ;  increase  amount  of  exemptions  as  suggested.  But,  above 
all  things,  do  not  be  lulled  to  sleep.  The  act  itself  is  so  dangerous  in 
its  potentialities  that  you  must  surround  it  with  some  limitation. 

Mr.  Disney.  Since  the  1942  excess  profits  are  90  percent,  I  think 
We  will  go  pretty  far 

Mr.  Gearhart.  You  have  spoken  very  emphatically  about  after 
<axes.    If  you  consider  that  80  percent  is  restored  to  the  Treasury 
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by  renegotiation,  and  that  70  percent  of  the  same  money  would  be 
covered  by  taxes  alone,  it  would  seem  that  these  renegotiations  would 
be  a  waste  of  time,  endeavoring  to  recover  money  that  would  be 
collected  automatically  later  on. 

Mr.  GiTFORD.  You  cannot  now  repeal  this  renegotiation  law  be- 
cause of  those  concerns  that  overcharged,  it  being  new  things  they 
were  manufacturing.  But  I  want  our  people  to  be  granted  some  relief, 
and  not  to  be  held  up  because  of  these  extraordinary  situations.  I 
agree  that  you  cannot  repeal  the  act. 

Mr.  Ge.\rhart.  We  are  getting  some  out  of  it,  and  possibly  we  can 
get  more. 

Mr.  GiFFOED.  That  four  billion  looks  large,  but  the  future  takings 

will  be  far  less. 

Mr.  Cooper  (presiding).  We  thank  you,  Mr.  Gifford,  for  your  ap- 
pearance and  for  the  information  you  have  given  the  committee. 

That  concludes  the  program  for  today. 

Mr.  Maloney.  Mr.  Chairman,  I  ask  unanimous  consent  to  place  in 
the  record,  at  this  point,  three  letters  addressed  to  me,  by  different 
persons,  relating  to  the  effect  the  present  Kenegotiation  Act  is  having^ 
on  the  businesses  they  represent. 

The  first  letter  is  from  the  Equitable  Equipment  Co.,  represented 
by  Mr.  Wilson.  He  gives  a  specific  account  of  his  case  that  is  now 
under  renegotiation,  and  includes  some  copies  of  correspondence  with 
officials  on  the  subject. 

The  second  letter  is  from  the  Southern  States  Equipment  Co., 
represented  by  Mr.  D.  B.  H.  Chaffe,  Jr.,  who  is  submitting  their  views 
and  recommendations;  and  the  third  letter  is  from  Mr.  Clem  Sehrt, 
a  prominent  lawyer  of  New  Orleans,  who  speaks  for  the  Service  Foun- 
dry, Inc.,  of  New  Orleans. 

My  reason  for  asking  that  these  letters  be  placed  in  the  record 
is  that  I  believe  they  contain  information  that  will  be  of  value  to 
the  members  of  this  committee,  and  the  further  fact  that  these  gen- 
tlemen will  not  have  the  opportunity  to  appear  in  person. 

Mr.  Cooper.  Without  objection,  your  request  is  granted. 

(The  matter  referred  to  is  as  follows :) 

Equitable  Bqxjipmekt  Co.,  Inc., 
New  Orleans,  La.,  August  26,  19 ^> 

Hon.  Paul  H.  Maloney, 

New  Orl€4ins,  La. 

Dear  Mr.  Congressman  :  Referring  to  our  recent  conversation  concerning  re- 
negotiation of  war  contracts : 

We  do  not  think  that  anyone  should  be  permitted  to  make  excessive  profits 
on  war  contracts.  Our  complaint  is  with  the  method  employed  in  determining 
the  amount  of  excessive  profits  on  renegotiable  contracts. 

We  are  of  the  opinion  that  the  renegotiation  of  profits  should  begin  after 
deduction  for  income  taxes. 

There  should  be  some  legislative  definition  of  what  constitutes  excessive  profits, 
thereby  eliminating  the  arbitrary  determination  by  the  various  bureaus. 

To  illustrate  why  profits  should  be  renegotiated  after  taxes,  we  cite  our  own 
experience: 

All  of  our  contracts  were  for  a  lump  sum ;  all  of  our  facilities  were  constructed 
and  paid  for  from  the  company's  treasury  and  we  received  no  Government  loans 
or  advances;  we  had  no  cost-plus  contracts  or  contracts  with  guaranteed  returns 
or  escalator  clauses  and  the  entire  risk  of  loss  in  the  event  of  labor  diflSculties  or 
any  accidents  or  misfortunes  and  price  advances  of  material  and  labor  was  ours. 


Total  sales  for  1942 $4, 700, 000 

j^et  profit  before  taxes ^'  ^ 

income  taxes ,  o^^'  JJJ{ 

pjet  profit  after  taxes J^S'Xaa 

Sales  subject  to  renegotiation  (included  in  above) 2,  A)T,  uuu 

Net   profit 317. 000 

Income    taxes f^^  ^ 

Net  profit  after  taxes ri'Sx!; 

Requested  refund  by  War  Department  ($97,500  or  after  taxes) ^  19,  500 

Remaining  profits  after  renegotiation 42,000 

1  Or  2.66  percent  of  sales. 
« Or  2.63  percent  of  sales. 
« Or  1.80  percent  of  sales. 

We  consider  the  profit  of  1.80  percent  after  renegotiation  grossly  inadequate 
considering  the  risk  and  have  so  advised  the  Army,  as  noted  in  our  letter  to 
them  of  June  30,  1943,  copy  attached. 

We  could  not  determine  from  the  War  Department  why  they  selected  the 
figures  requested  to  be  refunded,  except  that  it  was  their  opinion  that  10 
percent  of  sales  before  taxes  was  sufficient  profits.  The  whole  procedure  ap- 
peared to  us  to  have  been  arbitrary  and  left  to  the  whim  of  administrative 
officers  of  the  Government 
Respectfully  yours, 

Equitable  Equipment  Co.,  Inc., 

R.  H.  Wilson, 

Executive  Vice  President, 


Equitable  Equipment  Co.,  Inc., 
New  Orleans,  La.,  June  30,  1943. 

G  B   CoiT 

Major,  Army  of  the  United  States,  Chief  of  Renegotiation  Section, 
Price  Adjustment  Board,  Washington,  D.  C. 

Deab  Sie  :  Upon  my  return  to  the  city  I  have  reported  to  my  board  of  directors 
land  have  advised  them  of  the  situation  in  detail.  They  have  instructed  me  to 
advise  you  that  it  is  with  considerable  regret  that  they  find  they  are  unable  to 
agree  to  the  renegotiation  settlement  which  you  have  proposed.  We  set  forth 
below  the  reasons  for  our  position : 

First,  the  Equitable  Equipment  Co.  is  of  the  opinion  that  it  cannot  be  required 
to  renegotiate  any  contracts  whiah  were  entered  into  before  the  renegotiation 
law  became  effective  and  which  do  not  contain  any  specific  provisions  for  a  rene- 
gotiation. Otherwise,  the  Equitable  Equipment  Co.  endorses  the  principle  of 
renegotiation  when  applied  to  excessive  profits. 

The  second  reason  is  an  alternative  one.  Even  if  it  should  be  finally  held  that 
contracts  which  Equitable  Equipment  Co.  entered  into  before  renegotiation  and 
which  do  not  contain  renegotiation  provisions  are  legally  the  subject  of  renegotia- 
tion, the  Equitable  Equipment  Co.  takes  the  position  that  it  has  not  made  any 
excessive  profits  and  that  it  does  not  owe  anything,  and  that  to  limit  its  profits 
on  Government  business  to  2  percent  after  taxes  is  an  injustice  and  not  justified. 
The  2  percent  figure  is  arrived  at  on  the  basis  of  an  allowance  of  10  percent  before 
taxes  and  80  percent  taxes,  leaving  2  i)ercent  on  Government  business  after  taxes. 

So  far  as  the  statement  is  concerned  that  renegotiation  must  be  on  a  before- 
taxes  basis,  it  is  reiterated  that  Equitable  Equipment  Co.  is  not  concerned  with 
the  mechanics  of  the  situation  at  all ;  what  it  is  concerned  with  is  what  it  has 
left  after  taxes  for  its  year's  work,  and  submits  that  2  percent  is  grossly  inade- 
quate considering  the  financial  risks  taken.  Because  of  the  smallness  of  the 
Equitable  Equipment  Co.'s  tax  basis  the  effect  of  the  income  and  excess-profit 
taxes  on  this  company  is  so  severe  that  strict  adherence  to  the  principle  of  con- 
sidering only  profits  before  taxes  would  leave  this  company  so  little  after  taxes 
so  that  we  submit  that  there  should  be  taken  into  consideration  profit  after  taxes. 

It  is  to  be  noted  that  this  is  not  a  case  of  a  company  increasing  its  percentage 
of  profit  as  a  result  of  war  conditions.  The  averase  profits  earned  by  Equitable 
Equipment  Co.  for  the  10  years  1932  to  1941,  inclusive,  is  4.81  percent  after  taxes, 
and  included  in  these  10  years  are  the  year  1939,  when  the  shipyard  was  estab- 
lished, in  which  there  was  a  profit  of  only  0.60  percent,  and  the  year  1940,  when 
Equitable  Equipment  Co.  was  learning  to  build  vessels  and  paying  for  their  les- 
sons, resulting  in  a  loss  of  1.75  percent.    If  you  exclude  these  2  years,  and  we 


*■ 


498 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


499 


%>• 


'Pii- 


submit  that  such  exclusion  is  justified,  the  Equitable  Equipment  Co.'s  percentage 
of  profit  for  the  period  is  4.92  i)ercent  after  taxes. 

Finally,  it  is  the  feeling  of  Equitable  Equipment  Co.  that  it  is  unjust  to  require 
It  to  establish  a  shii)yard  at  its  expense  and  take  a  loss  while  learning  to  build 
vessels,  both  of  which  redounded  to  the  advantage  of  the  Government,  and  not 
permit  it  to  offset  that  loss  with  profits  earned  through  building  the  vessels, 
particularly  where  those  profits  are  quite  small  before  renegotiation. 

All  those  concerns  which  first  i^eceived  Government  contracts  and  then  built 
yards,  either  entirely  or  largely  at  Government  expense,  and  thereafter  learned 
to  build  ships,  also  at  Government's  expense,  are  advantaged  without  any  corre- 
sponding advantage  being  extended  to  Equitable  Equipment  Co.,  which  used 
its  own  money  to  build  the  shipyard  and  to  pay  for  its  lessons  in  building  ships. 

Furthermore,  the  Equitable  Equipment  Co.  in  a  period  prior  to  that  which 
is  covered  by  this  renegotiation,  engineered  its  designs  for  tugs  and  barges  at 
its  own  expense,  and  not  only  were  these  designs  used  to  build  government  ves- 
sels in  its  own  yards,  but  some  of  the  designs  were  used  in  other  yards,  without 
Equitable  Equipment  Co.  being  given  any  credit  for  its  engineering  expense  in 
this  renegotiation. 

Equitable  Equipment  Co.  has  kept  its  expenses  to  a  minimum  and  this  fact 
was  favorably  commented  on  by  the  renegotiators ;  as  a  matter  of  fact,  in  many 
instances  it  actually  stinted  itself.  It  could,  with  absolute  propriety,  have 
permitted  its  expense  to  rise  considerably  and,  of  course,  if  it  had  it  would  be 
in  a  better  position  today  because  it  would  be  permitted  in  this  renegotiation 
to  earn  10  percent  of  that  additional  cost.  The  present  renegotiation  penalizes 
the  eflSciency  which  these  low  costs  brought  about. 

We  respectfully  request  that  you  again  reconsider  this  matter,  and  thanking 
you  for  courtesies  extended  us  in  Washington,  we  remain 
Yours  truly, 

Equitable  Equipment  Co.,  Inc., 
R.  H.  Wilson, 

Executive  Vice  President. 


Southern  States  Equipment  Co., 
New  Orleans  11,  September  9,  19J^. 
Hon.  Paul  H.  Maloney, 

House  of  Representatives, 

Washington,  D.  C. 

Dear  Congbessman  Maloney  :  As  we  understand  that  the  Ways  and  Means  Com- 
mittee of  the  House  of  Representatives  is  now  considering  revisions  of  the  re- 
negotiation law,  we  trust  that  you  will  grant  us  the  courtesy  of  considering  our 
views  on  this  act  as  it  is  presently  interpreted  and  administered,  pertaining  to 
the  construction  equipment  distributor  industry  to  which  we  belong. 

We  are  members  of  Associated  Equipment  Distributors,  a  national  organiza- 
tion having  executive  offices  in  Washington,  D.  C. ;  ancf  we  are  now  informed 
by  the  secretary  of  this  organization  that  a  representative  of  the  Price  Ad- 
justment Board  notified  him  that  this  entire  industry  is  to  be  renegotiated. 

The  word  "renegotiation"  is  a  misnomer  insofar  as  we  are  concerned,  because 
in  the  initial  procurement  of  our  supplies  and  services  there  has  been  no  ne- 
gotiation; and  except  in  very  few  cases  there  have  been  no  direct  contracts 
with  the  Federal  Government,  none  of  which  were  contracts  to  produce  or  manu- 
facture, but  only  contracts  to  supply  equipment,  the  cost  price  of  which  is  set 
by  the  manufacturers  from  whom  we  buy  and  the  sale  price  of  which  is  limited 
by  ceilings  imposed  by  the  OflSce  of  Price  Administration.  Fully  90  percent  of 
our  transactions  were  solely  with  construction  firms,  and  all  sales  or  leases 
of  equipment  were  at  prices  fixed  or  approved  by  the  Office  of  Price  Adminis- 
tration. These  transactions  were  later  approved  by  that  branch  of  the  Govern- 
ment for  whom  the  contractor  was  constructing  the  facilities,  in  order  that  he 
might  be  reimbursed  for  the  purchase  or  rental,  and  it  is  on  that  basis  that 
this  industry  is  now  considered  subj^t  to  renegotiation  as  a  subcontractor. 

It  has  always  been  our  belief  that  a  negotiated  contract,  and  one  which  is 
subject  to  renegotiation,  is  a  contract  on  which  the  final  cost  of  production  is 
unkrown  to  the  contractor  at  the  time  the  contract  is  made ;  or,  by  some  peculiar 
condition,  the  cost  of  production  to  the  contractor  becomes  diminished,  in  which 
case  he  contract  is  subject  to  renegotiation  and  that  amount  of  money  over 
and  above  the  originally  anticipated  profit  is  returned  to  the  Government. 


The  cost  of  the  product  to  the  equipment  distributor  is  always  a  known  cost 
before,  during,  and  after  the  existence  of  the  contract.  The  list  or  sale  price 
of  the  unit  sold  by  the  equipment  distributor  is  not  set  by  him,  but  is  set  by  the 
manufacturer,  and  was,  previous  to  the  enactment  of  the  renegotiation  act,  sub- 
mitted to  and  approved  by  the  Office  of  Price  Administration.  As  unit  profi's 
have  already  been  fixed  and  approved  by  the  Office  of  Price  Administration,  in- 
creased profits  in  our  business  can  be  secured  only  by  increased  volume  in  sales 
without  a  commensurate  increase  in  overhead  expenses.  This  is  a  normal  con- 
dition in  any  line  of  business  such  as  hotels,  department  stores,  liquor  dealers, 
grocers,  and  others  that  are  not  subject  to  the  Renegotiation  Act.  We  submit 
that  income  and  excess-profit  taxes  take  care  of  this  additional  profit  and  that 
our  industry  is  no  different  from  those  industries  not  subject  to  renegotiation. 

If  renegotiation  under  these  circumstances  is  carried  out,  then  the  function 
of  the  Price  Adjustment  Board  is  not  to  determine  our  prices,  because  they  have 
been  predetermined,  but  to  decide  as  a  matter  of  opinion  whether  the  number  of 
dollars  which  were  added  to  surplus  is  equitable  or  not.  It  is  our  understanding 
that  the  administration  of  the  Renegotiation  Act  leaves  this  matter  entirely  to 
the  opinion  of  an  individual.  There  is  not,  as  in  the  case  of  taxes,  a  rule  of 
thumb  formula  as  to  what  is  the  proper  percentage  of  profits,  if  any,  to  be  re- 
turned. Two  distributors  with  generally  identical  conditions  will  be  renegoti- 
ated by  different  Price  Adjustment  Boards  and,  therefore,  there  may  be  a  wide 
difference  of  opinion  between  these  boards  as  to  disposition  of  the  case.  In  the 
absence  of  a  definite  formula,  one  distributor  may  be  given  a  release  and  another 
distributor,  due  to  opinion,  might  be  charged  a  large  percentage  of  his  profits. 

Where  there  is  no  basis  of  renegotiation,  it  would  seem  that  such  administra- 
tion develops  into  confiscatory  taxes.  As  there  is  no  appeal  from  the  decision 
of  the  Board,  it  also  develops  into  taxation  without  representation  and  definitely 
class  legislation. 

It  is  our  understanding  that  producers  of  materials  in  their  natural  state  such 
as  stone,  sand,  or  gravel,  are  relieved  from  negotiation  because  of  the  fact  that 
their  stock  in  trade  diminishes  and  is  not  replaceable.  Our  condition  is  iden- 
tical, in  that  the  Government  is  now  dealing  direct  with  the  manufacturer  and 
taking  up  to  90  percent  of  his  output,  leaving  only  10  percent  to  be  distributed 
through  our  industry.  Our  source  of  supply  is  rapidly  drying  up.  Further,  our 
products  are  no  longer  obtainable  on  an  open  market,  but  purchases  and  sales 
are  controlled  by  the  War  Production  Board  and  necessity  must  be  shown  and 
priorities  and  releases  issued  from  Washington  before  any  equipment  can  be 
added  to  our  stock  or  sold  to  prospective  customers.  Our  stock  has  been  seriously 
depleted  through  sales  without  privilege  of  replacement  and  through  recapture 
on  rental  contracts. 

The  Government  now  owns  many  millions  of  dollars'  worth  of  construction 
equipment,  some  of  which  is  now  coming  on  the  market  as  surplus  material. 
When  all  of  this  is  released,  our  industry  is  doomed,  until  absorption  of  this 
surplus  is  complete.  Yet  renegotiation  does  not  take  inventory  shrinkage  or 
post-war  cushioning  into  consideration,  and  it  is  certain  that  hard  times  are  ahead 
due  to  slackening  of  construction  work  and  a  staggering  surplus  of  idle  equip- 
ment in  the  hands  of  contractors  and  the  Government. 

In  view  of  the  above,  we  feel  that  an  amendment  should  be  made  to  the  Re- 
negotiation Act  which  will  relieve  from  negotiation  distributors  who  handle 
standard  products  which  were  manufactured  before  the  war  on  which  the  sell- 
ing or  rental  prices  have  been  under  control  of  the  Office  of  Price  Administration, 
and  that  any  profits  emanating  from  the  sale  or  rental  of  such  articles  at  prices 
not  above  the  Office  of  Price  Administration  ceiling  be  subject  only  to  the  taxa- 
tion provided  for  by  laws  passed  by  the  Congress. 

We  most  strenuously  object  to  having  taxes  levied  by  individual  opinions 
rather  than  by  laws  laid  down  by  Congress,  and  feel  that  our  industry  should 
not  be  considered  subject  to  renegotiation,  as  a  matter  of  opinion,  when  other 
businesses  whose  general  basis  of  operation  is  the  same  as  ours  are  not  subject  to 
any  further  cost  than  the  taxes  imposed  by  Congress. 
Very  respectfully, 

Southern  States  Equipment  Co. 
By  D.  B.  H.  Chaffe,  Jr. 
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EENEGOTIATION  OF  ¥AE  CONTEACTS 


THURSDAY,  SEPTEMBER  16,  1943 

House  of  Kepresentatives, 
Committee  on  Ways  and  Means, 

Washington,  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  be  in  order.  The  first  witness 
this  morning  is  Mr.  E.  C.  Alvord,  representing  the  United  States 
(Chamber  of  Commerce,  Washington,  D.  C. 

STATEMENT  OF  ELLSWORTH  C.  ALVORD,  REPRESENTING  THE 
UNITED  STATES  CHAMBER  OF  COMMERCE,  WASHINGTON. 
D.C. 

Mr.  Alvord.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Ellsworth  C.  Alvord,  Mmisey  Building,  Washington,  D.  C. 
I  appear  as  Chairman  of  the  Committee  on  Federal  Finance  of  the 
United  States  Chamber  of  Commerce. 

As  usual  I  have  a  prepared  statement  which  I  ask  be  inserted  in  the 
record,  and  I  shall  then  proceed  extemporaneously. 

I  think  perhaps  I  should  first  apologize  for  my  inability  to  state 
the  case  for  the  repeal  of  recapture  through  renegotiation  as  ably  and 
completely  as  the  advocates  of  recapture  have  stated  it. 

If  you  will  read  their  testimony,  confine  yourself  to  the  facts  and 
principles  which  they  defend  and  say  are  necessary  and  forget  all 
about  the  conclusions  which  they  reach  and  the  opinions  which  they 
express,  each  member  of  this  committee,  I  am  confident,  will  feel 
certain  that  the  advocates  of  recapture  through  so-called  renegotia- 
tion are  asking  for  its  repeal. 

But  before  I  get  into  a  discussion  of  renegotiation,  there  are  two  or 
three  preliminary  matters  that  I  would  like  to  refer  to.  The  hearings 
before  your  committee  today  are  directed  primarily,  perhaps  solely, 
to  renegotiations,  but  renegotiation  is  not  a  self-inclusive  problem. 
There  are  nmnerous  other  problems  which  must  be  considered  before 
a  policy  on  renegotiation  can  be  finally  determined — such  problems, 
for  example,  as  those  involved  in  the  termination  of  war  contracts 
and  the  problems  and  policies  involved  in  the  disposition  of  Govern- 
ment financed  or  controlled  plants.  Your  own  present  and  future 
tax  policies  are  most  directly  involved.  In  fact,  the  entire  group  of 
problems  resulting  from  the  complete  and  absolute  grip  of  Govern- 
ment upon  industry  is  directly  involved. 

I  am,  nevertheless,  happy  to  assure  you  that  if  the  objective  today 
ftnd  tomorrow  is  the  preservation  of  our  system  of  free  enterprise, 
Jjien  the  solution  of  this  tremendous  aggregate  group  of  problems 
Decomes  much  more  simple,  and  confidence  in  the  accuracy  of  your 
solutions  becomes  greater. 
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Next,  I  would  ask  that  we  be  permitted  to  express  our  highest 
esteem  of  Mr.  Maurice  Karker,  who,  as  you  know,  for  14  months  has 
been  Chairman  of  the  ^War  Department  Price  Adjustment  Section. 
The  tribute  paid  to  Mr.  Karker  by  your  own  Committee  on  Appro- 
priations  in  their  report  on  the  military  appropriation  bill  for  1944— 
although  I  think  unprecedented  in  a  report  from  that  committee— is 
most  deserving  and  proper.  All  of  us  trust  that  the  energies  which 
Mr.  Karker  has  devoted  to  renegotiatioQ  have  not  so  sapped  his 
strength  that  he  may  become  a  war  casualty.  In  fact,  I  can  go  far 
beyond  the  esteem  we  express  for  Mr.  Karker.  The  Under  Secretaries 
of  the  War  and  Navy,  the  Chairman  of  the  Maritime  Commission, 
the  members  and  the  staffs  of  the  various  types  of  Government 
boards  are  men  of  high  integrity.  Many  of  them  I  know  personally 
and  have  known  personally  for  many  years.  I  have  the  highest 
respect  for  them.  I  do  not  and  would  not  question  their  sincerity  of 
purpose  or  motive.  They  are  just  as  interested  in  the  preservation 
of  our  system  of  free  enterprise  as  I  am.  I  am  confident  they  are 
doing  the  best  possible  job  on  attempted  recapture  of  so-called  ex- 
cessive profits  through  renegotiation  procedure  under  the  present  law. 

The  renegotiation  statute  became  law  as  part  of  an  appropriation 
act,  the  Sixth  Supplemental  National  Defense  Appropriation  Act,  on 
April  28,  1942.  It  has  been  amended  three  times  since  then.  Two  of 
the  amendments  were  specifically  made  retroactive,  and  the  thu*(i, 
which  was  enacted  as  a  part  of  the  Military  Appropriation  Act,  1944, 
although  not  specifically  made  retroactive,  is,  I  am  informed,  to  be 
interpreted  as  retroactive.  I  am  confident  that  to  each  of  you,  a 
system  under  which  all  future  legislation,  all  additional  amendments 
must  be  made  retroactive  to  all  contracts  in  effect  on  April  28,  1942, 
is,  we  think,  unthinkable.  It  means,  for  example,  that  no  war 
contractor — and  during  my  entire  discussion  when  I  use  the  term 
"war  contractor"  I  mean  also  a  subcontractor — it  means  that  no  war 
contractor  can  know  what  his  earnings  and  profits  for  1941  are  until 
Congress  at  some  future  date  finally  decides  that  there  shall  be  no 
more  retroactive  legislation. 

Again,  piu-ely  as  a  matter  of  convenience,  if  it  were  not  for  the 
industry  of  the  clerk  of  this  committee,  there  would  be  nowhere  in 
existence  one  pamphlet  or  one  document  setting  forth  all  the  pro- 
visions of  the  present  law  relating  to  renegotiation. 

Now,  there  is  a  great  deal  of  confusion  in  respect  of  any  dis- 
cussion of  this  subject.  Statements  which  are  made  are  interpreted 
incorrectly.  There  is  confusion  of  thought,  confusion  of  analysis, 
confusion  of  expression,  confusion  of  understanding  because  of  the 
failure  properly  to  analyze  two  entirely  separate  and  distinct  functions 
to  be  performed  under  the  existing  renegotiation  law.  I  shall  do  my 
best  to  prevent  all  possible  misunderstanding  of  our  position. 

Function  No.  1  relates  to  pricing,  pricing  of  products  to  be  delivered 
tomorrow,  the  next  day,  the  day  after.  Pricing  today  for  future 
delivery,  is  obviously  a  procurement  function.  That  function  is 
performed  by  the  procurement  officers  of  the  services  in  the  nego- 
tiation and  renegotiation  of  contracts. 

There  is  one  other  thing  that  I  would  like  to  make  clear.  In  state- 
ments made  before  your  committee  and  before  many  other  committees, 
it  has  been  indicated,  or  inferred,  that  many  of  our  troubles  today  are 
because  of  the  inefficiency,  inexperience,  incompetence  of  the  procure- 


ment staffs  of  the  service  departments.     With  those  statements  and 
inferences,  I  take  direct  and  specific  and  unconditional  issue. 

Let  us  see  what  their  duties  and  functions  really  are.  Quite  true 
in  time  of  peace,  with  no  emergency  ahead,  procurement  officers  can 
take  ample  time  for  the  submission  of  projected  purchases,  for  the  ac- 
ceptance of  bids,  for  the  allotments  and  for  the  negotiation  and  con- 
clusion of  the  ultimate  contract;  but  in  time  of  war  that  is  not  their 
primary  function,  nor  is  it  their  primary  duty.  They  are  charged 
with  getting  equipment  and  supplies  for  our  military  forces  today. 
Equipment  and  supplies  to  be  deliveied  tomorrow  are  of  no  value  on 
the  Italian  front  today.  The  demands  of  the  military  far  outweigh 
the  desire  for  proper  pricing  and  niceties  of  negotiation.  The  demands 
of  the  military  for  tomorrow  are  always  varied  by  the  exigencies  of 
the  war.  With  the  military  and  with  industry  constantly  seeking  and 
creating  improvements,  constantly  creating  new  products  for  the 
military,  you  cannot  wait  upon  time  for  accurate  pricing  and  for  the 
niceties  of  negotiation.  In  my  opinion,  the  procurement  officers 
would  be  derelict  in  their  duty  if  they  said  pricing  is  more  important 
than  time. 

Now,  of  course,  as  production  develops  and  swings  into  full  gear, 
many  items  are  subject  to  a  better  procurement  policy,  to  better  nego- 
tiation and  pricing.  But  I  think  there  should  be  no  misunderstanding 
that  in  time  of  war  production  and  deliveries  are  far  more  important 
than  pricing.  Mr.  Chairman  and  gentlemen,  a  realization  of  that 
situation  prompted  us  several  years  ago  to  counsel  your  committee  in 
the  enactment  of  an  excess-profits  tax.  We  knew  and  you  knew  that 
exdess  profits  during  a  period  of  war  necessarily  must  be  realized. 
\\ar  contractors  and  producers  of  civilian  products  will  have  during 
a  period  of  war  excessive  profits.  It  is  utterly  impossible  to  prevent, 
by  pricing  or  any  other  system,  the  realization  of  excessive  profits. 

The  recommendations  which  we  are  submitting  to  you  today,  in 
fact,  all  the  recommendations  which  we  have  ever  submitted  with 
respect  to  renegotiation,  publicly  and  privately,  are  not  directed  to 
this  pricing  problem. 

Now,  a  second  function  supposed  to  be  performed  by  the  renego- 
tiation law  is  designed  to  meet  the  situation  which  I  have  just  ex- 
plained. Once  excessive  profits  have  been  realized,  then  the  problem 
confronting  industry,  confronting  the  public,  confronting  the  Con- 
gress is.  What  are  we  going  to  do  about  it?  By  what  methods  can 
we  reach  into  the  pockets  of  the  American  citizen  and  extract  for  the 
use  of  the  Government  funds  which  represent  excessive  profits? 

That  problem  is  peculiarly  a  problem  of  taxation.  It  was  for  that 
reason  that  on  behalf  of  industry  we  took  the  position  3  years  ago, 
and  again  2  years  ago,  and  again  1  year  ago,  and  during  the  entire 
intervening  period,  that  industry  cannot  afford  to  realize  and  keep 
excessive  profits  resulting  from  the  war.  All  the  recommendations 
which  we  are  submitting  to  you  today  relate  solely  to  this  effort  to 
recapture,  through  a  so-called  renegotiation  procedure,  profits  which 
liave  already  been  realized  and  actually  or  legally  are  in  the  pockets 
of  the  war  contractors. 

.  If  I  were  making  a  prediction  to  you,  I  would  predict  that  the 
issue  confronting  this  committee  today  on  renegotiation  will  run 
squarely  into  the  issue  which  this  committee  has  battled  over,  fought 
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over,  debated,  and  considered  for  more  than  3  years.  That  issue  I 
predict,  will  not  be  the  issue  of  renegotiation  at  all.  It  will  be  agajj] 
the  issue  of  how  do  you  measure  normal  profits.  Those  persons  who 
fought  and  opposed — and  I  respect  their  opinion  just  as  I  hope  they 
respect  mine — those  persons  who  fought  and  opposed  the  existing 
alternate  bases  for  the  determination  of  normal  profits,  I  predict,  are 
going  to  say,  **We  now  can  win  our  fight  through  renegotiation." 

Mr.  Chairman  and  gentlemen,  I  would  suppose  that  your  com- 
mittee, the  Committee  on  Ways  and  Means  of  the  House  of  Kepre- 
sentatives,  would  be  the  first  to  rise  up  and  say,  "We  knew  what  we 
were  doing,  the  Congress  knew  what  it  was  doing,  the  Treasury 
knew  what  it  was  doing,  and  the  President  knew  what  he  was  doing 
during  the  consideration,  enactment,  and  final  approval  of  the  Rev- 
enue Act  of  1942." 

I  am  not  going  to  discuss  generalities ;  I  am  going  to  analyze  specifi- 
cally the  principles  and  policies  involved  in  renegotiation,  because  I 
think  they  will  determine  whether  renegotiation  for  the  purpose  of 
recapturing  what  somebody  thinks  are  excessive  profits  will  stand  or 
fall  upon  basic  principle. 

Number  1.  The  advocates  of  renegotiation  come  before  this  com- 
mittee, this  committee  which  has  exclusive  jurisdiction  over  tax  legisla- 
tion, and  say — if  you  will  permit  me  to  paraphrase:  "Gentlemen,  you 
did  not  know  what  you  were  doing  when  you  A\Tote  the  Revenue  Act 
of  1942.  We  have  much  better  ideas  as  to  what  are  normal  profits. 
We  have  much  better  ideas  than  you  had  how  profits  are  to  be  com- 
puted; what  deductions  are  to  be  allowed;  what  credits  are  to  be 
given." 

They  rest  their  position,  first,  upon  this  plain,  unqualified  principle: 
"If  we  are  to  recapture  so-called  excess  profits  through  renegotiation, 
the  Congress  must  delegate  to  us  complete,  unlimited  legislative 
power ;  power  even  to  disregard  the  provisions  of  the  existing  revenue 
laws;  power  even  to  disregard  provisions  written  into  the  renegotia- 
tion statute;  legislative  power  to  determine,  to  prescribe,  to  promul- 
gate principles  under  which  excessive  profits  are  to  be  determined." 

They  tell  you,  for  example,  that  the  allowances  for  amortization 
which  you  gentlemen  labored  over  for  3  years  until  you  got  them  as 
nearly  correct  as  you  could,  are  unsound;  we  will  not  follow  them. 

They  tell  you  again,  for  example,  that  the  carry-back  provisions 
which  you  so  wisely  adopted  in  the  Revenue  Act  of  1942 — the  carry- 
back of  excess-profits  credit  and  the  carry-back  of  net  losses — are  un- 
sound and  they  come  before  you  and  say,  "We  will  not  apply  them." 

Now,  their  case  rests,  permit  me  to  repeat,  upon  the  absolute  nec- 
essity of  delegating  to  them  unlimited  legislative  power.  And  they 
tell  you  that  standards  to  guide  their  action,  standards  by  which  the 
propriety  of  their  action  can  subsequently  be  measured  and  deter- 
mined, are  utterly  impossible.  "We  need  unlimited  discretion,  un- 
controlled, uncontrollable." 

Gentlemen,  this  might  take  us  back  several  years,  but  I  think  you 
will  recall  innumerable  occasions  when  I  expounded  my  views  before 
this  committee  and  other  committees  of  Congress,  upon  the  delega- 
tion of  legislative  power.  I  will  not  repeat.  I  will  merely  say  that 
if  the  principles  enunciated  and  applied  by  such  outstanding  liberals 


of  our  Supreme  Court  as  Justice  Holmes  and  Justice  Brandeis — if 
those  principles  are  to  be  applied  today,  gentlemen,  the  Congress  can- 
not delegate  legislative  power  to  executive  officials,  without  adequate 
standards  by  which  the  validity  of  the  exercise  of  that  power  can  be 
determined. 

Mr.  Woodruff.  Would  the  gentleman  care  to  yield  at  that  point? 

Mr.  Alvord.  I  shall  be  very  happy  to. 

Mr.  Woodruff.  If  I  interpret  your  remarks  correctly,  you  believe 
that  the  established  ruling,  the  opinion,  handed  down  by  those  two 
very  illustrious  members  of  the  Supreme  Court,  sets  forth  the  fact 
that  the  Congress  does  not  have  the  power  to  transfer  constitutional 
authority  to  any  individual  or  bureau  unless  accompanying  that 
transfer  there  is  a  definite  formula  setting  forth  exactly  what  they 
should  do. 

Mr.  Alvord.  If  you  mean  by  formula,  at  least  general  standards 
by  which  the  Supreme  Court,  for  example,  can  determine  whether 
their  conduct  is  within  the  power  granted 

Mr.  Woodruff.  It  amounts  to  the  same  thing? 

Mr.  Alvord.  Yes;  it  amounts  to  the  same  thing,  Mr.  WoodruflF. 

Mr.  Woodruff.  That  is  all. 

Mr.  Alvord.  Number  2.  They  say,  not  only  must  you  delegate  to 
the  Secretary  of  War,  the  Secretary  of  the  Navy,  the  Chairman  of 
the  Maritime  Commission,  and  other  high  executive  officers  unlimited, 
iinguided  legislative  power,  but  you  must  give  them  the  power  to 
redelegate  down  to  whatever  subordinates  they  may  choose,  and 
under  whatever  conditions  they  may  deem  fit  to  impose.  So  that 
you  are  having  legislative  power  exercised,  not  by  the  Secretary 
of  War,  but  by  someone  to  whom  he  has  redelegated  the  power 
which  you  have  given  him.  And  I  can  find  no  standards  applicable 
to  that  redelegation  of  power. 

If  you  will  recall  the  testimony,  gentlemen — I  made  a  count  although 
I  am  not  sure  that  it  is  accurate — that  power  has  been  redelegated 
to  some  62  officials  or  organizations.  I  do  not  guarantee  the  count, 
because  I  was  not  able  to  determine  wdth  certainty  all  the  agencies 
and  officials  to  whom  legislative  power  had  been  given. 

Number  3.  They  tell  you  that  an  essential  prerequisite  to  the  proper 
administration  of  recapture  through  so-called  renegotiation  is  this  out- 
standing, unprecedented  system:  "We  cannot  be  bound  to  apply  to 
similar  cases  even  the  legislative  rules  which  we  ourselves  have  pro- 
mulgated." 

They  tell  you  that  they  must  take  each  individual  case,  apply  their 
judgment  and  discretion  to  it,  and  reach  their  decision  independently 
of  what  they  have  done  to  the  particular  contractor's  competitors. 
They  do  not  even  require  that  the  legislative  rules  which  they  have 
promulgated  shall  be  published.  They  do  not  even  require  that  un- 
published rules  shall  not  be  applied. 

Mr.  Chairman  and  gentlemen,  it  was  almost  exactly  24  years  ago 
today  when  I  arrived  from  overseas  and  happened  to  be  deposited  in 
Washington.  In  the  course  of  that  time  I  have  been  watching  the 
legislative  process  and  government  very  closely,  and  I  have  never 
Seen  a  delegation  of  such  vast  legislative  powers.  I  am  confident  that 
there  is  no  precedent. 
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This  delegation  of  legislative  power,  the  advocktes  insist,  is  essential 
even  though  the  Congress  abdicates  its  power  to  tax. 

Let  me  get  away  from  legislative  power  for  a  minute,  and  I  shall 
also  take  the  small  hurdle  and  not  discuss  so-called  administrative 
power.  I  come  now  to  a  discussion  of  the  judicial  powers  involved 
in  the  attempted  recapture  of  so-called  excessive  profits  through 
renegotiation.  It  may  become  unnecessary  for  me  to  say  much  of 
what  I  am  about  to  say.  If  I  were  convinced  of  that,  I  would  also 
jump  this  hurdle  and  not  take  the  time  of  your  committee;  but  as  I 
analyze  the  entire  picture  I  am  inclined  to  think  that  what  I  now  tell 
you  with  respect  to  judicial  power,  including  judicial  ^view,  will 
become  important  at  the  time  you  begin  to  consider  in  executive 
sessions  this  existing  law. 

Number  4:  The  advocates  of  this  type  of  procedure  for  recapture, 
by  which  some  one's  ideas  of  excessive  profits  to  be  recaptured  by  the 
Government  are  to  be  followed — that  entire  system  demands  that  un- 
controlled and  uncontrollable  judicial  power  be  given  to  precisely  the 
same  officials  to  whom  you  have  delegated  this  unlimited,  imcon- 
trollable  legislative  power. 

Certainly  there  is  no  precedent  for  that  in  the  entire  history  of  the 
United  States.  You  are  giving  to  these  agencies  complete,  uncontroll- 
able judicial  power  to  apply  their  rules,  to  a  particular  case  and  to 
reach  a  decision,  whether  or  not  they  apply  them  to  others.  "Not 
only  that,'*  they  say,  '*our  decision  must  be  absolutely  final." 

Now,  I  hope  that  what  I  have  said  with  respect  to  the  exercise  of 
judicial  power  and  its  finality  by  the  renegotiation  officials  will  prove 
unnecessary.  They  have  stated  to  you  that  they  will  be  very  happy  to 
cooperate  with  you  in  prescribing  a  system  for  judicial  control  and 
review  of  their  actions. 

Let  me  merely  point  out  to  you  one  preliminary  thing  which  to 
me  is  rather  humorous,  and  then  a  more  serious  thing.  You  mil 
find  in  the  record  of  the  hearings  on  renegotiation  an  opinion  pre- 
pared by  a  very  able  lawyer,  stating  that  there  now  is  an  existing 
procedure  by  which  a  judicial  review  of  the  actions  of  the  renegotiation 
officials  can  be  obtained.  I  know  that  lawyer  very  well.  I  am  con- 
fident that  he  is  a  better  lawyer  than  a  sophomore  student  in  law 
school.  What  he  says  might  conceivably  have  a  theoretical  basis. 
But  what  he  says  has  absolutely  no  practical  basis. 

First,  as  a  practical  matter,  under  the  existing  system,  you  could 
not  get  into  court  while  the  Secretary  of  War  was  withholding  the 
funds  due  you.  Bankruptcv  would  greet  you  first.  But  quite 
independent  of  that,  I  am  talking  altogether  of  judicial  practicality. 

Let  me  point  out  to  you  this:  Suppose  we  have  all  the  courts  in 
the  country  open  for  the  review  of  the  actions  of  the  renegotiation 
officials  in  applying  to  contractor  A  a  decision  that  he  has  so  many 
doUai-s  of  excessive  profits.  Suppose  you  tell  me  I  can  go  into  any 
court  in  the  country  and  get  that  reviewed. 

Gentlemen,  just  read  the  statute,  and  find  out  what  review  I  can 
get.  This  is  a  point  for  those  who  now  advise  you  and  formerly  ad- 
vised you  with  respect  to  the  drafting  of  statutes  and  the  grant  of 
power  and  who  have  frequently  analyzed  and  expressed  opinions. 
Kead  the  statute.     What  does  the  statute  say?    Let  us  find  out 


what  the  issue  is  going  to  be  when  I  get  into  one  of  these  open  courts. 
The  statute  says: 

Excessive  profits  are  profits  found  upon  renegotiation  to  be  excessive. 

What  is  the  issue  when  I  go  into  court?  Solely  this  one  question 
and  none  other,  leaving  aside  perhaps  my  ability  to  raise  a  constitu- 
tional question;  leaving  aside  perhaps  mjr  theoretical  privilege  of 
attempting  to  prove  wholly  arbitrary  action.  Leaving  those  two 
things  out  for  the  moment,  the  sole  issue  when  I  go  into  that  open 
court  is.  Were  the  profits  in  my  case  foimd  to  be  excessive? 

I  would  be  very  happy  to  represent  the  Government  in  every  one 
of  those  proceedings,  even  though  there  should  be  100,000  of  them 
and  I  would  do  the  job  alone.  I  could  guarantee  to  you  success  in 
100  percent  of  the  cases. 

Mr.  Reed.  Will  the  gentleman  yield? 

Mr.  Alvord.  Yes. 

Mr.  Reed.  Is  not  that  a  question  altogether  of  a  finding  of  fact? 

Mr.  Alvord.  I  am  talking  more  about  a  legal  question  now.  If 
your  question  raises  the  effect  of  administrative  fiiidings  of  fact,  I 
would  be  very  happy  to  discuss  that.  But  that  is  not  what  I  am 
now  discussing.  I  am  in  court  now  solely  on  this  one  issue:  Were 
the  profits  in  my  case  found  to  be  excessive  upon  renegotiation? 
Found  by  whom?  By  the  Secretary  of  War  or  a  subordinate  to  whom 
he  has  delegated  the  power. 

I  guarantee  you  100  percent  success,  and  I  can  handle  those  cases 
by  mimeograph,  if  you  ever  open  the  courts  to  judicial  review,  as  ' 
the  statute  now  stands. 

Mr.  Reed.  Is  not  that  absolutely  a  question  of  a  finding  of  fact? 

Mr.  Alvord.  A  finding  of  fact  absolutely.  That  is  the  pomt  that 
I  am  making. 

Mr.  Reed.  That  was  the  point  that  I  was  making. 

Mr.  Alvord.  Then  I  misunderstood  your  question,  Mr.  Reed. 
I  thought  you  were  getting  back  into  the  facts  which  led  up  to  this 
finding. 

Mr.  Reed.  No. 

Mr.  Alvord.  I  cannot  get  back  of  the  facts  upon  which  that  finding 
was  made.  That  finding  is  absolutely  conclusive,  and  I  would  prepare 
one  simple  pleading  which  would  dispose  of  all  the  cases  which  all  the 
the  contractors  in  the  country  could  bring. 

The  Chairman.  Did  I  understand  you  to  say  that  the  only  issue 
the  court  would  have  would  be,  "Have  the  profits  been  found  to  be 
excessive,"  and  not,  "Are  they  excessive?"  There  is  a  big  difference 
between  what  has  been  found  and  what  is  the  fact. 

Mr.  Alvord.  You  have  put  your  finger  precisely  on  the  point, 
Mr.  Chairman.  The  only  issue  is,  has  the  Secretary  of  War  or  one 
of  his  subordinates  to  whom  he  has  delegated  the  power  found  in  this 
particular  case  that  the  amount  which  they  have  asserted  against  my 
contractor — have  they  found  those  profits  to  be  excessive?  I  thought 
that  was  the  problem  Mr.  Reed  was  raising. 

I  cannot  raise  at  all  the  question  which  you  gentlemen  think— ^I 
liope  you  think — I  should  be  permitted  to  raise.  That  question,  is 
Are  they  excessive,  not  have  they  been  found  to  be  excessive.  The 
issue.  Are  they  excessive? — I  am  completely  barred  from  raising. 
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The  Chairb£an.  That  would  be  the  correct  issue,  would  it  not? 

Mr.  Alvord.  I  beg  your  pardon. 

The  Chairman.  That  would  be  the  correct  issue;  are  they  exces- 
sive, and  not  have  they  been  found  to  be  excessive. 

Mr.  Alvord.  I  was  going  to  discuss  that  just  a  little  bit  later  but . 

The  Chairman.  Just  proceed  in  your  own  way,  Mr.  Alvord. 

Mr.  Alvord.  But  I  thmk  I  had  better  answer  that  right  now  so 
that  this  record  as  it  will  appear  will  be  chi-onological. 

Wben  we  get  into  court,  in  challenging  the  validity  of  any  adminis- 
trative action,  the  basic  issue  is  always,  was  that  action  within  the 
power  granted  to  that  oflficial?  Normally  a  statute  sets  up  certain 
principles  by  which  the  application  to  the  individual  case  can  be 
judged.  Normally  you  have,  as  in  the  tax  laws,  very  elaborate  and 
comphcated — yes;  very  elaborate  and  complicated,  very  detailed, 
well-considered  principles,  by  which  tax  liabilities  utlimately  are  to 
be  determined.  When  I  get  into  court  on  a  question  of  tax  liability, 
the  question  is  the  basic  question:  Did  the  Commissioner  of  Internal 
Revenue  have  power  to  decide  that  I  owed  him  a  thousand  dollars? 
And  then  we  j&nd  out  whether  you  have  given  him  that  power,  un- 
controlled and  imcontrollable,  or  whether  you  have  specified,  as  you 
have,  very  detailed  provisions  imder  which  it  will  be  decided  whether 
the  Commissioner  had  power  to  exact  from  me,  to  reach  into  my 
pocket  and  demand,  $1,000. 

A  comparison  between  the  two  statutes  shows  clearly  the  contrast; 
one  containing  nothing  except  unlimited,  uncontrollable  power,  both 
legislative  and  judicial;  and  the  tax  statutes,  grown  up  over  the 
years,  with  a  procedure  under  them  well-established,  adopted  by  this 
committee  from  time  to  time  as  a  result  of  experience,  detailed  pro- 
cedure worked  out.  There  is  nothing  in  the  Renegotiation  Act  on 
procedure  or  in  the  legislative  principles  that  they  have  adopted  on 
procedure.  There  is  not  even  ^e  requirement  that  I  must  have  due 
notice  and  an  opportunity  to  be  heard,  one  of  the  basic  requirements 
under  our  form  of  government,  before  a  decision  can  be  enforced  that 
I  owe  the  Government  a  sum  of  money. 

Now,  when  we  are  in  court  on  a  tax  liability,  assuming  that  it  is 
not  a  case  where  you  have  delegated  legislative  power,  as  you  have  in 
a  very  limited  number  of  instances  under  the  tax  laws;  I  can  produce 
all  the  facts  whether  or  not  the  Commissioner  considered  them.  I 
can  produce  my  analysis  of  the  law.  I  can  take  your  actions  here  on 
this  committee  and  present  them  before  a  court  to  aid  them  in  inter- 
preting the  statute. 

The  Commissioner's  rules  and  regulations,  his  interpretations  of  the 
tax  laws,  are  not  controlling.  True,  we  have  some  principles  about 
their  legal  effect,  but  they  are  not  controlling.  I  can  say  that  he  had 
no  power  to  prescribe  those  regulations;  his  interpretation  is  wiong; 
and  any  court  that  I  can  get  into  will  listen  to  me  and  reach  a  decision 
on  that. 

Not  only  that,  but  before  the  Commissioner  of  Internal  Revenue 
by  reason  of  the  very  definite,  detailed  procedures  which  you  gentle- 
men have  worked  out  over  a  long  period  of  years — before  the  Com- 
missioner of  Internal  Revenue  can  even  say  to  me  that  I  owe  the 
Government  a  thousand  dollars,  he  must  give  me  a  complete  statement 
of  the  facts  upon  which  his  pioposed  decision  is  based.  Normally  he 
gives  me  his  interpretation  of  the  law  as  applied  to  those  facts. 


^ways — and  I  am  making  an  exception,  of  course,  of  jeopardy  pro- 
ceedings— always  he  gives  me  ample  opportunity  to  be  heard,  and 
^hen  he  reaches  his  final  decision,  he  gives  me  a  complete  statement 
of  all  the  facts  upon  which  he  relies. 

Gentlemen,  if  you  are  to  have  an  adequate  opportunity  to  review 
in  the  courts  of  this  country  the  decisions  of  the  renegotiation  oflScials, 
you  must  prescribe  precisely  the  same  thing.  They  must  be  required 
by  statute  to  tell  me  what  the  facts  are  upon  which  they  are  basing 
their  decision.  They  must  be  required  to  tell  me  what  principles 
they  are  applying  to  those  facts;  the  effect  of  those  principles;  the 
weight  to  be  given  to  them;  their  significance.  They  must  be  pre- 
pared to  tell  me  how  they  reach  that  conclusion.  If  you  do  not  so 
prescribe  by  statute,  there  will  be  no  adequate  judicial  review  of,  or 
control  over,  the  actions  of  the  renegotiation  officials. 

And  just  let  me  emphasize  in  passing,  if  I  may — and  this  is  why 
I  said  I  thought  this  discussion  would  still  be  of  value  to  you  when  you 
began  in  executive  sessions  to  consider  judicial  review — just  let  me 
emphasize  in  passing  that  they,  the  advocates  of  recapture  through 
renegotiation,  insist  that  this  sort  of  a  statement,  these  prerequisites, 
are  utterly  impossible.  They  cannot  apply  principles;  they  cannot 
teU  us  how  they  should  apply,  they  cannot  tell  us  how  they  have 
applied  them  either  in  case  A  or  case  B.  And  if  they  are  right — 
and  I  am  frank  to  confess  to  you  that  I  think  they  are — ^if  they  are 
right,  then  I  fear  that  you  must  let  the  present  system  stand, — 
unguided  legislative  power,  imcon trolled  judicial  power — or  you  must 
find  a  substitute  if  a  substitute  is  necessary. 

Renegotiation,  recapture  of  what  is  someone's  concept  of  excessive 
profits  through  renegotiation,  according  to  the  advocates,  requires 
application  of  judgment  and  discretion  in  each  individual  case;  re- 
quires the  opportunity  and  the  privilege  to  discriminate  between 
case  A  and  case  B;  requires  the  privilege  of  complete  secrecy,  not 
revealing  how,  on  what  facts,  and  by  the  application  of  what  prin- 
ciples, their  decision  that  x  doUars  are  excessive,  has  been  reached. 

Gentlemen,  I  certainly  do  not  have  to  tell  you  that  for  many,  many 
years,  as  a  citizen,  as  a  returning  veteran,  as  a  member  of  the  Ameri- 
can Legion,  as  legal  adviser  to  committees  of  Congress,  as  a  practic- 
ing attorney,  as  a  representative  of  industry,  I  have  been  much  con- 
cerned, long  before  this  war,  over  the  control*  of  excessive  profits,  once 
they  have  been  reaUzed. 

It  is  my  very  mature  judgment  that  there  is  but  one  function  you 
have,  but  one  power  to  exercise,  when  you  tell  an  executive  official, 
"You  may  reach  into  Alvord's  pocket  and  extract  funds  for  the  use  of 
his  Government.  I  do  not  care  what  name  they  apply  to  it.  The 
existing  renegotiation  system  is  justified  because  they  call  it  a  part  of 
procurement.  Let  them  apply  to  it  any  name  they  wish,  the  result 
IS  precisely  the  same.  The  hand  of  the  Government  reaches  into 
your  pocket,  Mr.  Chairman,  and  says:  "I  have  decided  that  this 
portion  of  what  I  find  in  your  pocket  must  be  taken  for  the  use  of 
your  Government. 

For  centuries,  gentlemen,  that  process  has  been  going  on. 

Under  oiu*  form  of  government  this  Congress  is  given  but  one  power 
by  which  that  process  will  be  permitted;  and  that,  Mr,  Chairman  and 
gentlemen,  is  the  power  to  tax. 
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I  have  never  been  so  shocked  in  my  life  as  I  have  been  at  the  silence 
of  the  Congress,  at  the  silence  of  the  House  of  Kepresentatives,  and 
at  the  silence  of  this  committee,  the  Committee  on  Ways  and  Means 
which  has  exclusive  jurisdiction  over  the  levying  of  taxes,  their  silence 
and  your  silence  over  this  complete  delegation  of  your  power  to  the 
executive  officials. 

I  never  would  have  dreamed  it  possible,  and  I  say,  in  justification 
of  the  Congress,  that  perhaps  it  is  the  precise  situation  upon  which 
your  pariiamentary  rules  are  based,  that  there  must  be  no  legislation 
in  connection  with  an  appropriation  bill. 

Read  the  debates,  read  everythmg  there  is  available,  as  I  think 
I  have  done,  and  you  will  find,  down  to  this  very  moment,  no  adequate 
consideration  by  a  legislative  committee  of  the  Congress  of  the  policies 
problems,  and  procedures  by  which  existing  executive  officials  are 
reaching  into  the  pockets,  into  the  pocketbooks  of  American  citizens 
under  rules  known  only  to  themselves,  under  decisions  which  they  say 
must  be  final  and  imreviewable.  You  will  find  no  consideration 
whatsoever  of  those  policies  and  procedures  by  a  legislative  com- 
mittee of  the  Congress.  Certainly  there  has  been  none  by  a  com- 
mittee of  Congress  which  has  jurisdiction  over  the  raising  of  revenues 
over  the  imposition  of  taxes,  over  the  power  granted  to  the  Congress 
to  tax. 

Now,  obviouslv,  and  certainly  necessarily,  there  must  be,  there 
are,  and  there  wiD  be,  unfortunately,  discriminations  under  this  type 
of  a  system. 

I  have  outlined  in  ray  prepared  statement  many  of  the  most  glaring 
illustrations  of  acknowledged  discrimination.  There  is  no  doubt 
about  it,  many  of  them  are  found  under  the  operation  of  the  principles 
under  which  renegotiation  officials  will  conduct  their  procedure.  1 
will  not  repeat  them.  I  will  be  very  happy  to  answer  any  questions 
about  them. 

One  of  the  defenses  of  this  system  of  renegotiation  is  that  your 
existing  tax  laws  are  inadequate,  that  the  Congress  can  not  prescribe 
rules  under  which  your  excessive  profits,  once  reahzed,  shall  be  taken 
for  the  Government. 

Mr.  Chairman  and  gentlemen,  I  am  sure  you  gentlemen  do  not  need 
me  to  rise  to  defend  this  committee.  You  can  do  that.  You  have 
done  an  excellent  job  so  far.  I  make  this  assertion— and  this  is  only 
an  estimate — but  I  challenge  its  contradiction.  Under  your  exist- 
ing tax  laws,  those  which  you  have  so  laboriously  striven  over  during 
the  last  3  years,  culminating  in  the  Revenue  Act  of  1942— if  you  con- 
sider the  effect  of  both  corporate  and  individual  taxes,  I  challenge  any 
person  to  bring  to  you  gentlemen  or  to  me  anv  single  case  where  ex- 
cessive corporate  profits  remain  in  the  hands  of  anyone  after  the 
corporation  has  paid  its  taxes  and  after  the  stockholders  have  paid 
their  taxes  upon  the  distributions  to  them. 

But  in  time  of  war,  I  admit  that  corporate  profits  cannot  be  dis- 
tributed, certainly  not  in  the  same  amounts  to  the  stockholders  as 
before  the  war. 

The  only  source  a  corporation  today  has  for  so-called  risk  capital  is 
its  own  accumulated  earnings  and  profits. 

So,  let  me  consider  solely  the  existing  taxes  applicable  to 
corporations. 

Again  I  make  this  statement,  and  I  challenge  anyone  to  prove  to  the 
contrary:  Your  present  tax  laws  will  do  just  exactly  what  you  gentle- 
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jnen  thought  they  were  doing,  and  they  will  do  it  very  well.  I  guaran- 
tee they  will  take  all  the  excessive  profits  from  every  corporate  war 
contractor  in  this  country  in  at  least  90  percent  of  the  cases.  Why 
the  remaining  10  percent? 

Ton  gentlemen  realize  as  well  as  1  do  why  there  may  be  10  percent 
of  the  cases  in  which  excessive  profits  may  remain  in  the  hands  of  the 
corporation. 

Your  principal  concern  last  year,  Mr.  Chairman— and  also  bear 
in  mind  that  the  Revenue  Act  of  1942  was  enacted  some  6  months 
after  this  renegotiation  law — your  principal  concern,  and  I  am  quite 
coi^dent  that  I  can  make  this  statement — was  not  that  the  Revenue 
Act  of  1942  was  too  liberal.  Your  principal-  concern  was  that  it  was 
too  severe.  That  was  one  of  the  reasons  why  many  of  the  provisions 
found  their  way  into  the  Revenue  Act  of  1942. 

Let  me  just  suggest  one,  for  example.  When  you  wrote  the  80  per- 
cent ceiling  provision  into  the  Revenue  Act  of  1942,  some  of  you  will 
recall  at  the  time  that  I  told  you  I  thought  it  might  be  too  liberal  but 
I  would  prefer  error  on  the  side  of  liberality  in  the  imposition  of  taxes 
at  such  unprecedentedly  high  rates. 

You  wrote  into  the  Revenue  Act  of  1942  a  provision  that  no  cor- 
poration should  be  compelled  to  pay  to  its  Government  more  than 
80  percent  of  its  surtax  net  income.  It  is  very  possible  that  that  80 
percent  ceiling  may  permit  some  corporations  to  retain  more  than 
certain  people  think  they  should. 

The  best  I  can  do  is  to  ask  you  to  consider  that.  There  were  many, 
many  fimdamental  reasons  of  policy  why  you  put  that  80-percent  figure 
in  the  law.  I  would  make  a  guess  that  most  of  those  policies  still  apply, 
but  perhaps  they  do  not,  in  some  cases.  In  any  event,  have  someone 
bring  down  to  you  illustrative  cases  in  which  someone  thinks  that 
excessive  profits  remain  after  the  corporation  has  paid  its  Federal 
taxes,  even  after  you  allow  the  present  deductions  provided  for  in  the 
present  law. 

I  have  analyzed  cases,  many  of  them,  or  I  have  attempted  to 
analyze  them.  Mr.  Henry  Femald,  whom  all  you  gentlemen  know, 
a  member  of  our  committee  of  the  chamber,  has  worked  diligently  in 
analyzing  some  10  or  11  cases  which  appear  in  Mr.  Karker's  testimony 
as  being  cases  where  excessive  profits  after  taxes  perhaps  would  remain. 

Mr.  Reed.  I  was  wondering  how  far  you  have  taken  into  considera- 
tion the  amount  of  State  taxes  a  corporation  pays. 

Mr.  Alvord.  I  wonder  if  I  may  defer  an  answer  to  that  for  just 
1  mmute? 

Mr.  Reed.  Yes. 

Mr.  Alvord.  However,  instead  of  quibbling  over  a  technicality, 
1  think  I  will  answer  you*  by  saying  that  they  allow  State  franchise 
taxes,  and  property  taxes  which  are  considered  as  part  of  the  cost  of 
doing  business.  They  allow  those  as  deductions.  A  State  income  tax, 
technically  speaking,  would  probably  not  be  allowed  as  a  deduction. 
I^u  the  other  hand.  State  franchise  taxes,  which  are  in  effect  income 
taxes  because  they  are  measured  by  income,  are  allowable  deductions. 
Jn  the  case  of  Pennsylvania,  as  in  the  case  of  New  York,  the  tax  is 
technically  a  franchise  tax  and  would  be  deductible. 

Coming  back  to  my  general  statement,  Mr.  Femald  has  attempted 
^  analyze  cases  A  to  K  which  Mr.  Karker  has  submitted,  and  which 
^re  included  as  part  of  his  testimony. 


512 


BENKGOTIATION  OF  WAK  CONTRACTS 


EENBGOTIATION  OF  WAR   CONTEACTS 


513 


:'i 


i' 


Mr.  Reed.  May  I  ask  one  more  question,  which  you  can  answer 
now  or  before  you  get  through? 

I  have  here  before  me  a  resolution  unanimously  adopted  by  the 
New  York  joint  legislative  conunittee  which  says: 

Whereas  the  retroactive  recapture  of  profits  on  renegotiation  of  war  contracts 
by  the  Federal  Government  has  subjected  various  States  to  the  risk  of  serious  loss 
of  State  tax  revenues  through  the  necessity  of  refunding  State  taxes  already 
collected  and  in  some  instances  already  distributed  to  and  expended  by  local 
governmental  subdivisions,  and  has  imposed  on  the  States  other  administrative 
and  budgetary  problems; 

That  gives  you  the  idea. 

Mr.  Alvord.  Yes;  I  am  familiar  with  resolutions  of  that  same  im- 
port and  the  action  of  their  State  officials. 

The  problem  to  which  they  are  addressing  the  resolution  is  merely 
whether  a  corporation  in  the  State  of  New  York  must  pay  an  income 
tax  to  the  State  of  New  York  on  the  basis  of  its  gross  receipts,  say,  of 
$1,000,000.  It  returns  that  as  its  taxable  net  income  and  pays  its 
taxes  to  the  State  of  New  York,  based  on  gross  receipts  of  $1,000,000. 

Now,  what  happens?  Some  time,  before  or  after  filing  its  retmn 
the  renegotiation  officials  say,  "that  we  are  going  to  reduce  your 
million-dollar  gross  receipts  to,  say,  $700,000,  and  the  other  $300,000 
which  you  have  received  are,  in  our  opinion,  excessive,  and  you  must 
pay  that  amount  back  to  the  Government  of  the  United  States." 

The  State  officials  say  that  our  State  taxes  are  collected  on  the 
basis  of  $1,000,000.  Under  this  procedure,  actually,  the  corporation 
has  paid  to  the  State  of  New  York  too  much  tax  because  it  has  in- 
cluded the  $300,000  excessive  profits.  Accordingly  the  State  is  re- 
quired to  make  a  refimd'that  because  the  taxable  mcome  of  the  cor- 
poration is  reduced  correspondingly  as  we  decrease  its  gross  receipts 
from  $1,000,000  to  $700,000. 

Mr.  Reed.  That  might  be  a  dangerous  situation. 

Mr.  Alvord.  Mr.  Reed,  our  question  depends  solelv  upon  whether 
the  renegotiation,  or  this  process  of  recapture  througn  renegotiation, 
is  to  remain  part  of  the  law.  If  it  remains  part  of  the  law,  so  far  as 
I  can  see,  that  is  one  necessary  consequence,  precisely  as  it  is  with 
respect  to  Federal  taxes. 

The  present  law  contains  no  means  and  probably  can  contain  no 
means  for  the  integration  of  State  taxes  with  renegotiation.  It  does 
contain  a  rather  hurriedly  drafted  section  attempting  to  integrate 
renegotiation  with  the  Federal  income  tax  law.  That  statute  w 
inadequate,  and  I  have  frequently  discussed  its  deficiencies  both 
with  your  experts  and  with  the  Treasury  experts.  The  Treasury  has 
done  its  best  by  getting  out  I.  T.  3611  interpreting  that  particular 
section,  section  3806,  to  which  I  refer.  !^ut  the  section  needs  con- 
siderable perfection,  which  I  think  and  trust  your  committee  should 
undertake.  , 

Mr.  Reed.  I  am  glad  to  get  your  views  on  that,  because  at  the  end 
of  your  testimony,  in  connection  with  cross-examination,  I  would 
Uke  to  introduce  this  resolution  as  part  of  the  record,  and  if  you 
have  any  further  explanation  to  make  I  shall  be  glad  to  hear  it. 

(The  resolution  above  referred  to  is  as  follows:) 


Resolution  Unanimously  Adopted  by  the  New  York  Joint  Leoislatiyi 
Committee  on  Interstate  Cooperation,  in  Executive  Session,  New  York 
City,  July  8-10,  1943 

Whereas  the  retroactive  recapture  of  profits  on  renegotiation  of  war  contracts 
by  the  Federal  Government  has  subjected  various  States  to  the  risk  of  serious 
loss  of  State  tax  revenues  through  the  necessity  of  refunding  State  taxes  already 
collected  and  in  some  instances  already  distributed  to  and  expended  by  local 
governmental  subdivisions,  and  has  imposed  on  the  States  other  administrative 
and  budgetary  problems,  and 

Whereas  certain  factors  are  taken  into  consideration  in  the  renegotiation  of 
war  contracts,  which  factors  are  not  ordinarily,  and  should  not  be,  given  effect  in 
computing  State  corporate  taxes,  and 

Whereas  the  States  do  not  participate  in  the  renegotiation  of  war  contracts, 
which  is  confided  to  the  exclusive  Jurisdiction  of  the  appropriate  departments  of 
the  Federal  Government,  and 

Whereas  certain  States  have  enacted  amendments  to  their  State  corporation 
tax  laws  to  protect  themselves  to  some  extent  against  the  effects  of  such  retro- 
active renegotiation,  and  other  States  are  likely  to  enact  various  amendments  to 
accomplish  the  same  objective,  resulting  in  confusion  and  lack  of  uniformity 
among  the  States  and  undue  burdens  on  the  taxpayers  whose  contracts  are  being 
renegotiated;  now  therefore  be  it 

Resolved,  That  the  New  York  State  Joint  Legislative  Committee  on  Interstate 
Cooperation  in  executive  session  respectfully  recommends  to  the  Congress  of  the 
United  States  and  to  the  appropriate  departments  of  the  Federal  Government  the 
adoption  of  a  method  of  renegotiation  of  war  contracts  which  will  relieve  the 
States  of  the  problems  referred  to  herein  and  obviate  the  refunding  of  State  taxes 
already  collected;  and  be  it  further 

Resolved,  That  this  committee  strongly  urges,  for  the  purpose  of  providing  a 
uniform  and  equitable  method  of  accomplishing  the  foregoing  purposes,  that 
every  contractor  be  allowed,  on  renegotiation,  credit  for  State  taxes  computed  in 
accordance  with  the  applicable  State  laws  without  adjustment  for  excessive 
profits  recaptured  after  the  end  of  the  period  on  the  basis  of  which  the  contractor's 
State  taxes  are  determined;  and  be  it  further 

Resolved,  That  the  chairman  of  the  committee  transmit  a  copy  of  this  resolution 
to  the  Council  of  State  Governments  with  a  request  that  it  take  appropriate 
action  for  securing  the  cooperation  of  the  commissions  on  interstate  cooperation 
of  the  several  States  in  urging  upon  the  Representatives  and  Senators  representing 
their  respective  States  the  enactment  of  such  legislation  as  may  be  necessary  to 
implement  the  proposal  herein,  and  that  the  chairman  transmit  copies  of  this 
resolution  to  the  Secretary  of  War,  Secretary  of  the  Navy.  Secretary  of  the 
Treasury,  and  the  Chairman  of  the  United  States  Maritime  Commission,  with  a 
request  that  such  legislation  and  administrative  procedure  be  adopted  as  will 
facilitate  the  accomplishment  of  the  purposes  herein  expressed. 

Mr.  Alvord.  Perhaps  there  are  some  cases  m  which  there  is  reten- 
tion of  excessive  profits  after  the  liabilities  imposed  by  you  gentlemen 
in  the  Revenue  Act  of  1942  are  paid. 

We  have  examined  cases  submitted  to  us;  we  have  examined  the 
cases  submitted  by  Mr.  Karker.  Of  Mr.  Karker's  cases,  A  to  K,  just 
by  coincidence,  cases  A  and  K  are  the  only  ones  where  enougrh  facts 
are  given  for  us,  by  algebraic  formulae,  to  make  some  computation 
for  you  and  show  what  remains  for  taxes. 

I  would  hke  permission  to  insert,  at  this  place  in  the  record,  that 
analysis  which  Mr.  Femald  has  made  of  cases  A  and  K.  In  other 
cases  we  can  do  nothing  because  we  have  insufficient  facts. 

Examples  op  Renegotiation  Results 

o^°  Mr.  Karker's  testimony  (p.  31  of  pt.  1,  unrevised,  of  these  hearings)  on 

September  9,  a  tabulation  was  presented  of  1942  data  on  11  large  companies 

oeiore  and  after  renegotiation.     These  examples  state  large  amounts  as  "amount 

I  recovery  on  renegotiation"  but  analysis  shows  only  small  amounts  of  recovery 

yj'^'^^gotiation  which  would  not  have  been  recovered  by  existing  taxes. 

1  he  attached  analysis  shows  a  further  break-down  of  these  figures  for  hia 

examples  A  and  K.     From  this  the  following  facts  appear: 


^ 
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Example  K 

$540,  275,  000 

124,  916,  000 

101,  875,  000 

53,  000,  000 

5,  300,  000 

4,  770,  000 


Example  A 

Sales  before  renegotiation. . . .  _ $536,  930,  000 

Taxable  profits  before  renegotiation lb4,  U»d,  uuu 

Taxes  payable  before  renegotiation l;^v,  dyy,  uuu 

Renegotiation  amount r  -  -  v  ".r  " "  I "  "  "  ^  ".r "         7  Ann  nnn 

Cash  payable  on  renegotiation  (after  tax  offset).-         7,  600,  000 

Post-war  credit  redjced 6,  840,  000 

Profits  before  renegotiation  but  after  current  tax  payments  were  for  A 
about  10  percent  less  than  the  excess-profits  credit,  and  for  K  about  10  percent 
more  than  the  excess-profits  credit.  .       ui      4. 

If  profits  were  distributed  to  stockholders  who  were  taxable  at  an  average 
of  66%  percent,  the  net  difference  in  final  Government  recovery  would  be- 

TTw^rr.  ^,irr^r.+  Y^rnfif^  $2, 533, 000         $1, 767, 000 

From  current  profits -        o  oon  nnn  1   f^QO  nnn 

From  po6t-war  credit 2,  280,  OOP  ^>  ^^^'  "»» 

^Q^^j         4,813,000  3,357,000 

=====  ^ 


Percent  of  renegotiation  recovery. 
Percent  of  sales 


OH 


Analysis  of  examples  A  and  K  presented  in  Mr.  Karker's  testimony  Sept.  9,  194S 

{Record  of  hearing,  unremsed,  p.  31) 

EXAMPLE  A 


a  a1  AQ  , . - .-.---•------ 

Profit  before  taxes ..---- ----- 

Profit  after  taxes  (including  amount  of  post-war  credit) . 

Amount  of  taxes  (net  of  post-war  credit) 

Analysis  shows  the  tax  computation  was: 

Excess-profits  credit 


Income  tax  at  40  percent .-- 

Excess-profits  tax  payable  at  90  percent. 


Before  rene- 
gotiation 


$536,930,000 

164, 083, 000 

47,802,000 

116,281,000 

40,552,000 


Total  tax  payable. 
Post-war  credit 


Tax  less  post-war  credit  as  above. 


Profits  after  tax  payments  (before  post-war  credit). 
Post-war  credit.-- — 


16,221.000 
111,178,000 


After  rene- 
gotiation 


$460,930,000 
88, 083, 000 
33, 362, 000 
54,721,000 

40,552,000 


Difference 
due  to  rene- 
gotiation 


$76,000,000 
76,000,000 
14,440,000 
61,560,000 


127,399,000 
11,118,000 


116,281,000 


Profits  after  post-war  credit. 


If  the  full  amount  of  profits  after  taxes  were  distributed  to 
stockholders  taxable  at  an  average  of  66^6  percent— first  the 
current  profits  remaining  after  taxes  payable,  and  later  the 
amount  received  as  post-war  credit— the  net  amounts  re- 
maining to  the  stockholders  would  be: 

From  current  profits — ■ 

From  post-war  credit - — 


36, 684, 000 
11,118,000 


16,221,000 
42,778,000 


58,999,000 
4,278,000 


68,400,000 


68,400,000 
6,840,000 


54,721.000 


61,660,000 


47,802,000 


Total  remaining - L""vr"j' 

This  assumes  the  profits  would  be  distributable,  not  absorbed 
by  later  losses. 


12,228,000 
3,706,000 


29, 084, 000 
4,278,000 


7,600,000 
6,840,000 


33,362,000  14,440,000 


15,934,000 


9, 695, 000 
1,426,000 


11,121,000 


2,533,000 
2  280, 000 


4,813.000 


EXAMPLE  K 


Sales - - "" 

Profit  before  taxes r-v-"i 'aIV 

Profit  after  taxes  (including  amount  of  post-war  credit). 

Amount  of  taxes  (net  of  post-war  credit) 

Analysis  shows  the  tax  computation  was: 

Excess-profits  credit 


Income  tax  at  40  percent -- 

Excess-profits  tax  payable  at  90  percent. 


Total  tax  payable- 
Post-war  credit 


Tax  less  post-war  credit  as  above. 


$540, 275, 000 

124, 916, 000 

32, 384, 000 

92,532,000 

21,098,000 

8,439,000 
93,436,000 


101,875,000 
9,343,000 


$487,275,000 
71,916,000 
22, 314, 000 
49,602,000 

21,098,000 

8,439,000 
45,736,000 


$53,000,000 
53>0,000 
10  070,000 
42^930,000 


54,175,000 
4,573,000 


92,532.000        49,602,000 


47.700,000 
4,770,(0 
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EXAMPLE  K 


Profits  after  tax  payments  (before  post-war  credit) 
Post-war  credit 


Profits  after  post-war  credit- 


Before  rene- 
gotiation 


23,041,000 
9,343,000 


32,384,000 


n  full  amount  of  profits  after  taxes  were  distributed  to  stock- 

"Kld^  tSable  at  an  average  of  66%  Perce^t-flrst  the  <nir. 

rent  profits  remaining  after  taxes  payable,  and  later  the 

JSoiSt  received  as  post-war  credit-the  net  amounts 


remaining  to  the  stockholders  would  be: 

From  current  profits 

From  post-war  credit 


This  M^^es^Se  profits  would  be  distVibutabie,"^^^^ 
by  later  losses. 


After  rene- 
gotiation 


17,741,000 
4,673,000 


22,314,000 


Difference 
due  to  rene- 
gotiation 


6,30a000 
4,770.000 


10,070,000 


7,680,000 
3,114,000 


5,914,000 
1,624,000 


10,794,000 


7,438,000 


1,767, 000 
1,690.000 


8,357,000 


I 


The  second  thing  which  you  gentlemen  did,  and  for  perfectly  sound 
reasoL  was  tMs:^^^^  wrote  into  the  Revenue  Act  of  1942  a  provision 
proSg  that  there  shall  be  a  post-war  credit  available  to  the  taxpayer 

'"^ M^DrsNEY.  Before  we  get  mto  that,  if  you  have  any  suggestion 
now  as  to  how  to  meet  these  excesses  which  you  say  may  not  be  cov- 
prpd  bv  the  1942  act,  I  would  like  to  hear  that. 

Mr  Alvord.  Mr.  Disney,  in  all  frankness  I  think  I  can  assure  you 
that  every  case  which  can  be  presented  to  you,  where  the  present  tax 
laws  axe  inadequate,  can  be  remedied  by  perfectly  appropriate  amend- 

ments  to  the  tax  laws.  „    n^    ^  •      i.  i.       ,„««* 

Mr.  Cooper.  What  are  those  amendments?    That  is  what  we  want 

^Mr^  Alvord.  I  thought  you  would  ask  me  that  question,  Mr. 

T^would  suggest  that  you  ask  the  Government  departments  to 

furnish  to  you  illustrative  cases.  .-       j        ..        +„  t^^ 

Mr  Stam  has  been  working  with  the  executive  departments  tor 
several  weeks  upon  illustrative  cases.  We  have  been  workmg  for 
several  months  upon  illustrative  cases.  14.^, 

There  are  three  possible  remedies,  any  one,  or  perhaps  two,  or 
maybe  all  three  of  which  may  be  necessary.  I  will  outhne  them  to 
you  generally,  in  connection  with  the  cases  which  I  have  considered, 
and  which  were  submitted  by  Mr.  Karker  in  his  ever-present  wdbng- 
ness  and  desire  to  cooperate  and  reach  a  right  conclusion. 

After  aU,  gentlemen,  there  is  no  dispute  among  us;  we  are  all  at- 
tempting to  reach  the  same  results.  In  none  of  those  cases,  so  tar 
as  corporations  are  concerned,  have  I  been  able  to  see  excessive  protits 
remaming  after  taxes.  I  know,  however,  of  cases  where  they  do 
exist.    I  have  pei-sonal  knowledge  of  cases. 

Perhaps  that  is  one  of  the  reasons  why  I  suggested  last  year  that 
perhaps  the  80-percent  ceilmg  might  be  too  liberal  m  some  cases. 


*i  * 
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Your  tax  laws  can  be  revised  either  in  one,  two,  or  three  ways. 
First,  as  to  certain  types  of  cases,  not  too  seriously,  the  chairman 

gut  his  finger  on  the  point  in  asking  Mr.  Karker  a  specific  question, 
[e  said,  "suppose  we  impose  a  rate  of  100  percent  on  excessive 
profits.  Then  you  would  not  have  anything  to  do."  Mr.  Karker's 
necessary  reply  was,  "Of  course  we  would  have  nothing  to  do."  That 
proves  that  in  at  least  one  type  of  cases,  the  rate  may  not  be  high 
enough.  Perhaps  this  80  percent  ceiling  is  not  enough;  perhaps  it  is 
too  liberal  in  certain  types  of  cases. 

Problem  No.  1:  In  certain  types  of  cases,  which  I  can  describe  by 
a  general  rule,  conceivably  in  such  types  of  cases  this  committee  and 
Congress  might  perhaps  decide  that  the  80  percent  ceiling  is  too  low 
and  it  should  be  boosted  perhaps  to  85  percent.  That  is  approach 
No.  1,  an  increase  in  rate. 

Or  it  is  conceivable  that  you  might  at  the  same  time,  independently 
raise  the  excess-profits  tax  rate  to  95  percent  upon  war  profits.  I 
am  now  advocating  no  such  increase  in  rate.  That  is  a  matter  upon 
which  I  hope  to  appear  before  the  committee  when  you  open  your 
hearings  on  taxation.  Those  problems  cannot  be  decided  solely  in 
their  relation  to  renegotiation. 

But  one  method  is  an  increase  in  rate  applicable  either  to  every  one, 
or  only  to  war  contractoi-s,  or  only  to  a  few  war  contractors. 

No.  2:  You  may  deny  certain  types  of  deductions  in  certain  types 
of  cases,  which  will  have  the  practical  effect  of  increasing  rates. 

The  best  illustration  I  can  give  you  of  what  I  have  in  mind  is  in 
connection  with  this  problem  of  excessive  officers'  salaries  and  com- 
missions and  partnership  interests.  For  example,  take  excessive  com- 
missions paid  upon  the  obtaining  of  war  business.  The  latter  is  now 
incorporated  into  the  renegotiation  statute.  The  former  is  governed 
by  the  revenue  laws. 

Last  year  I  made  a  suggestion  which  I  thought  would  solve  both 
of  those  problems,  but  it  was  not  adopted,  and  perhaps  wisely  it  was 
not  adopted.  I  suggested  that  excessive  salaries  and  excessive  com- 
missions be  handled  through  the  tax  law  by  a  very  simplified  device. 
Your  tax  laws  now,  as  you  gentlemen  know,  deny  deductions  for 
excessive  officers'  salaries.  Many  of  the  publicized  salaries  will  not  be 
allowed  as  deductions  by  the  Treasury  imder  the  present  law. 

But  let  me  be  practical.  These  cases  come  to  me  under  the  existing 
tax  laws,  where  excessive  salaries  are  questioned,  the  question  arises, 
How  shall  I  meet  it?  The  first  thing  I  ask  is,  Have  you  a  contract? 
If  this  officer  has  a  contract  under  which  that  salary  is  being  paid, 
the  chances  are  99  out  of  100  that  the  salary  will  never  be  declared 
excessive.  There  is  a  legal  liability  upon  the  corporation  to  pay,  and 
imder  the  statute  the  corporation  is  entitled  to  the  deduction. 

It  would  be  quite  simple,  I  think,  to  provide  against  these  tremen- 
dous increases  in  salaries  we  hear  about  and  these  exorbitant  com- 
missions, by  writing  into  the  tax  laws  a  provision  that  the  reasonable- 
ness of  those  salaries  and  conunissions  shall  be  determined  for  purposes 
of  allowable  deductions  without  regard  to  any  existing  contract. 
That,  gentlemen,  I  guarantee  will  be  more  effective  than  all  the  rene- 
gotiation you  may  require. 


And  thirdly— and  I  will  be  very  happy  to  submit  my  recommenda- 
tions in  respect  of  the  third  point— is  the  prescribing  of  a  formula^, 
which  the  advocates  have  maintained  cannot  be  prescnbed,  designed 
to  measure  normal  profits.  This  is  not  necessarily  binding  or  con- 
clusive—but  I  would  suggest  that  the  excess-profits-tax  credit  is 
nrobably  the  best  measure  of  normal  profits.  I  am  not  gomg  to 
quibble  as  to  whether  you  adjust  that  by  normal  tax,  or  not;  I  thmk 
that  is  relatively  insignificant.  ^    w.  ^ 

The  difficulty  is  that  as  the  income  increases  the  amounts  left  to 
the  taxpayer  increase.  ,  . 

Let  me  give  you  an  illustration.  If  my  income  is  exactly  the  same 
as  in  the  base  period  years,  I  can  keep  60  percent.  If  I  double  the 
volume  I  keep  10  percent  of  the  additional  income.  I  keep  another  10 
percent,  after  doubling,  trebling,  or  quadrupling  income,  or  mcreasmg 
it  five  times.  The  moment  my  income  exceeds  my  credit  by  live 
times  then  I  keep  not  10  percent  but  20  percent,  because  at  that  pomt 
the  80  percent  ceiling  applies.  The  amounts  remaining  after  taxes 
will  not  be  excessive  if  you  measure  them  correctly.  I  can  guarantee 
to  give  you  a  formula  which  will  scale  down  with  reasonable  fairness, 
the  amount  remaining  after  taxes  as  the  volume  goes  up. 

I  suggested  such  a  provision  last  year,  but  I  thmk  I  have  a  better 
one  now.  I  am  glad  now  that  you  did  not  take  the  one  I  suggested 
last  year,  but  it  was  the  best  I  could  do  at  that  time.     But  that 

formula  is  possible.  ,.    ,    ,  .    i  j 

Now,  there  is  a  fourth  thing  which  goes  a  httle  bit  beyond  your 
question,  Mr.  Disney,  that  I  would  Uke  to  suggest  at  this  time. 

Quite  independent  of  any  one  of  these  three  methods  that  I  have 
suggested  to  you,  you  can  prescribe  standards  for  renegotiation  by 
which  the  amount  of  excessive  profits  can  be  measured,  and  yo\i  can 
select  those  standards  just  exactly  as  you  gentlemen,  Members  of 
Congress,  reach  all  your  decisions,  on  what  is  fair  and  proper  under 
f  np  piTPiiirmtfliTices  • 

For  example,  suppose  you  should  decide  that  this  unprecedented 
system  of  recapture  through  renegotiation  must  remain  in  the  law. 
For  either  political  or  practical  reasons,  you  have  got  to  leave  it  in 
the  law.  You  cannot  get  rid  of  recapture.  Certainly,  among  the 
standards  which  you  could,  should,  and,  I  hope,  will  prescribe  for  the 
conduct  of  recapture  proceedings,  there  would  be,  for  example,  that 
renegotiation  officials  shall  not  be  permitted  to  disregard  the  specffic 
provisions  of  the  Revenue  Act  of  1942.  We  will  require  them  to 
measure  normal  profits  by  the  definitions  that  we  have  worked  on 
for  3  years.  We  will  require  them  to  allow  deductions,  whether  they 
like  them  or  not,  permitted  by  the  revenue  laws.  Take  the  question 
of  amortization,  for  example.  Mr.  Karker  recommends  that  that  be 
included  in  the  present  law.  I  have  covered  that  in  my  statement, 
and  I  will  not  take  your  time  to  review  it. 

Mr.  Disney.  Mr.  Alvord,  in  discussing  the  matter  of  the  delegation 
of  judicial  power  to  the  Boards,  if  I  understood  your  presentation,  you 
believe  that  it  would  be  within  our  province  to  delegate  to  the  Boards 
what  we  might  call  assistance  to  the  procurement  agencies  in  deter- 
mining price. 
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Mr.  Alvord.  They  do  not  need  it.  They  have  all  the  power  in 
that  respect  that  they  need,  I  believe. 

Mr.  Disney.  Can  the  procurement  ofl&cials  renegotiate  price  with- 
out that  law? 

Mr.  Alvord.  Under  the  existing  law  they  have  that  power. 

Mr.  Disney.  Can  they  renegotiate  a  contract  already  let? 

Mr.  Alvord.  Yes;  that  is  in  the  present  renegotiation  statute. 

Mr.  Disney.  I  mean  outside  of  that  statute. 

Mr.  Alvord.  Outside  of  the  present  renegotiation  statute,  I  do  not 
believe  that  any  person  knows  what  is  included  in  the  War  Powers 
Act.  Certainly  Congress  can  give  all  the  aid  to  the  procurement 
officers  that  is  necessary. 

Mr.  Disney.  That  would  not  be  a  delegation  of  congressional 

power?  T    •     1     • 

Mr.  Alvord.  That  Is  not  a  delegation  of  power.     It  is  the  imposi- 
tion of  an  administrative  duty. 
Mr.  Disney.  But  recapture  amounts  to  a  delegation  of  the  taxing 

nower" 

Mr.  Alvord.  There  is  no  doubt  about  it.  You  may  call  it  procure- 
ment if  you  want  to,  but  the  effect  is  precisely  the  same  as  taxes,  with 
none  of  the  safeguards  that  people  forever  have  imposed  upon  the  im- 
position of  taxes.  ^  • 

Mr.  Disney.  The  chairman  asked  you  a  question  as  to  whether  or 
not,  upon  review,  the  issue  would  be  the  fact  of  excessive  profits,  or 
what  had  been  foimd  by  the  Board  to  be  excessive  profits.  Do  you 
mean  by  that  that  under  the  terms  of  this  statute,  whatever  the  Board 
or  the  Secretaries  do  is  conclusive? 

Mr.  Alvord.  Absolutely  final  and  conclusive. 

Mr.  Disney.  And  if  we  had  the  constitutional  power  to  do  that,  it 
would  cover  the  same  ground  of  statutory  power  that  is  provided 
under  O.  P.  A.,  that  the  question  can  only  be  raised  in  the  courts  of 
the  District  of  Columbia,  no  matter  how  far  away  the  citizen  may  be? 

Mr.  Alvord.  Assuming  that  you  have  the  constitutional  power  to 
give  absolute  finality,  then  of  course  you  can  provide  for  review 
anywhere  you  want  it.  And  permit  me,  if  I  may,  to  draw  this 
distinction:  You  cannot,  of  course,  give  any  of  out  courts  created 
under  our  Constitution,  the  power  to  review  and  substitute  their 
judgment  for  the  judgment  of  the  renegotiation  officials  in  the  exercise 
of  legislative  power.  The  sole  question  there  is:  Are  the  legislative 
rules  within  the  power  delegated  to  the  executive  officials,  and  is  that 
delegation  constitutional? 

Now%  we  get  into  judicial  powers. 

Mr.  Disney.  If  there  are  no  standards,  as  there  are  not,  in  the 
renegotiation  law,  there  is  nothing  to  determine  in  the  courts,  if  you 
can  get  into  the  courts — and  I  doubt  if  you  can  under  the  statute— 
and  then  you  meet  the  conclusiveness  of  the  findings  of  the  Board. 

Mr.  Alvord.  That  is  true,  Mr.  Disney.  Now,  you  can  get  into 
court.  There  isn't  any  doubt  about  that.  I  think  I  can  get  into  court 
with  respect  to  any  administrative  action.  But  clients  do  not  pay  us 
for  going  into  court. 

Mr.  Disney.  How  do  you  get  into  court? 
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Mr.  Alvord.  File  a  petition.  You  can  easily  get  into  court,  but 
what  do  you  get  when  you  get  in  there?  In  this  case  they  will  say, 
"Sorry;  we  cannot  reverse  the  decision  of  the  Board,  because  that  is 

final." 
Mr.  Disney.  Then  what  method  of  redress  is  there? 

Mr.  Alvord.  The  noimal  redress  and  the  normal  procedure, 
I  think,  which  the  Secretary  of  War,  for  example,  will  follow  when  I 
do  not  agree  with  him  as  to  our  excessive  profits  and  how  they  must  be 
paid  back,  will  be  the  exercise  of  a  tremendous  power — the  power  to 
bankrupt  every  concern  in  the  country. 

They  owe  me,  for  example,  $100,000  on  contract  A.  Against 
that  $100,000  they  offset  $75,000  which  they  have  considered  to  be 
excessive  under  contract  B,  and  they  pay  me  $25,000.  Then,  of 
course,  I  have  the  right,  after  that,  to  sue  the  United  States  Govern- 
ment in  the  Court  of  Claims  for  $75,000.  I  could  walk  into  the 
Court  of  Claims  and  file  my  petition.  But  then  what  happens? 
The  Government  comes  in — and  these  things  will  be  mimeogi-aphed 
if  this  ever  happens — the  Government  comes  in  and  says,  "Ah,  but 
we  do  not  own  him  the  $75,000  at  all.  That  $75,000  was  found  in 
renegotiation  proceedings  to  be  excessive  profits,  and  under  the  rene- 
gotiation statute  we  were  privileged  not  to  pay  him  the  $75,000  we 
owe  him  on  contract  A."  And  the  Court  of  Claims  says,  "Good 
morning,  Mr.  Alvord,  we  are  very  glad  to  have  seen  you,  but  the 
decision  is  for  the  Government." 

Mr.  Cooper.  I  understood  you  to  say,  Mr.  Alvord,  that  no  stand- 
ing committee  of  the  Congress  had  ever  given  any  consideration  to 
this  question  of  renegotiation.     Is  that  correct? 

Mr.  Alvord.  Yes,  sir. 

Mr.  Cooper.  Do  you  think  you  are  accurate  in  that? 

Mr.  Alvord.  I  think  so,  Mr.  Cooper. 

Mr.  Cooper.  In  fact,  I  understood  you  to  say  that  no  standing 
committee  of  Congress  having  anything  to  do  with  revenue  or  tax 
matters  had  ever  given  any  consideration  to  renegotiation. 

Mr.  Alvord.  I  think  I  made  both  statements. 

Mr.  Cooper.  And  you  think  you  are  accurate? 

Mr.  Alvord.  I  think  I  am. 

Mr.  Cooper.  Don't  you  recaU  that  the  Senate  Finance  Committee 
went  into  this  matter  exhaustively,  thoroughly,  and  carefully,  even  to 
the  extent  that  a  subcommittee  headed  by  Senator  Walsh,  of  Massa- 
chusetts, the  ranking  majority  member  of  the  committee,  as  chairman 
of  the  subcommittee  and,  as  I  now  remember,  Senator  Barkley,  of 
Kentucky,  Senator  Connally,  of  Texas,  Senator  Vandenberg,  of  Michi- 
gan, and  Senator  La  FoUette,  of  Wisconsin,  were  members  of  the  sub- 
committee, went  into  it  and  recommended  about  10  amendments  that 
Were  adopted  by  the  Senate  and  adopted  in  conference,  and  are  now  a 
part  of  the  law? 

Mr.  Alvord.  I  am  quite  familiar  with  that,  Mr.  Cooper,  and  I  still 
repeat  the  statement.  I  predict  that  if  you  were  to  ask  the  chairman 
of  that  subcommittee,  and  I  think  that  if  you  were  to  read  the  pro- 
ceedings in  the  Senate  at  the  time,  you  would  learn  that  that  subcom- 
Qiittee  took  the  position  that  "we  shall  consider  no  amendments  to  the 
renegotiation  statute  except  those  approved  bv  the  service  depart- 
ments.*' 
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Mr.  Cooper.  At  any  rate,  the  matter  was  considered. 

Mr.  Alvord.  Only  the  amendments  advocated,  approved,  and 
submitted  by  the  service  departments.  . ,       ,  ,,  ^^         ^t 

Mr  Cooper.  Well,  they  certamly  considered  the  matter.  How 
could  they  adopt  10  amendments  if  they  had  not  given  any  consider- 

Mr.  Alvord.  I  am  confident  that  they  did  not  consider  the  prob- 
lems principles,  and  policies  inherent  in  this  renegotiation  statute, 
and  that  is  the  statement  that  I  think  I  made.     At  least  that  is  what 

I  intended  to  say.  •  j      *•      i.  j 

Mr.  Cooper.  I  imderstood  you  to  say  that  no  consideration  had 
ever  been  given  to  renegotiation  by  any  standing  committee  of 
Congress  having  to  do  with  revenue  or  taxation. 

Ivfi:  Alvord.  If  I  made  that  statement,  perhaps  I  made  my  state- 
ment a  Uttle  too  broad.  But  I  will  still  put  in  that  statement,  and 
add  an  exception— except  as  to  certam  technical  amendments  subject 
to  the  approval  of  the  service  departments.  .      ,     .  ^  , 

Mr.  Cooper.  All  of  those  10  amendments  were  m  the  mterest  of 
the  contractor;  were  they  not? 

Mr.  Alvord.  I  would  say  generally  that  none  of  them  was.  Ihey 
were  generally  in  favor  of  the  administration  officials. 

Mr.  Cooper.  The  contractors  were  asking  for  more  certamty  as 

to  time;  were  they  not? 
Mr.  Alvord.  So  were  the  service  departments.  ,.,  ,, 

Mr.  Cooper.  All  right.     The  contractors  wanted  that;  did  they 

^^Mr.  Alvord.  Well,  I  do  not  think  they  got  it,  but  we  will  assume 

Mr  Cooper.  All  right.  Did  not  one  amendment  provide  that 
renegotiation  must  be  begun  within  a  year  from  the  time  the  contract 
was  made?  Was  not  that  one  of  them?  You  certamly  know  what 
those  10  amendments  provided? 

Mr.  Alvord.  Oh,  yes;  I  know  every  one  of  them. 

Mr  Cooper,  I  do  not  want  to  get  into  a  technical  discussion  witu 
you  as  to  the  legal  interpretations  of  the  Renegotiation  Act  of  1942. 
Of  course,  that  was  written  into  the  statute. 

Mr  Cooper.  Another  point  in  which  contractors  were  very  mucn 
interested  was  that  there  should  not  be  a  multipHcity  of  renegotiation 
on  the  same  contract. 

Mr.  Alvord.  Both  service  departments  made  the  same  recom- 
mendation. ^^      ,     ,,  o 

Mr.  Cooper.  All  right.     Why  don't  you  answer  mer 

Mr.  Alvord.  I  am  answering  you.  r     u  u        i^  ^nA 

Mr.  Cooper.  And  they  got  that;  that  there  should  be  only  one 

renegotiation?  ,       t^*-    /^ 

Mr.  Alvord.  I  am  not  sure  they  got  that,  Mr.  Cooper. 
Mr  Cooper.  That  is  provided  in  one  of  those  amendments;  is  it  nou 
Mr  Alvord.  Whereupon  the  Congress  subsequently  passes  legis- 
lation which  is  to  be  given  retroactive  effect  and,  so  far  as  I  can  see, 
every  renegotiation,  even  those  closed  by  closmg  agreements  proviaea 
by  the  statute,  goes  out  of  the  window.  ,.j   ,.  .,      o 

Mr.  Cooper.  But  they  got  what  they  wanted,  didn  t  theyr 


Mr.  Alvord.  Yes,  sir;  the  service  departments  did. 

Mr.  Cooper.  And  you  still  say  that  no  consideration  has  been 
given  to  the  question  of  renegotiation  by  any  standing  committee  of 
Congress  having  anything  to  do  with  revenue  and  tax  legislation? 

Mr.  Alvord.  Let  me  repeat  that  statement,  so  that  the  record 
will  be  clear.  I  think  what  I  said  before  was  clear.  No  standing  or 
legislative  committee  of  Congresa  has  considered  the  basic  principles, 
policies,  and  procedures  mvolyed  in  the  recapture  provisions  of  the 
renegotiation  law  except  that  the  subcommittee  of  the  Committee  on 
Finance  of  the  United  States  Senate  did  consider,  and  did  recommend 
for  adbption,  certain  amendments  which  were  submitted  with  the 
approval  of  the  Service  departments. 

Mr.  Cooper.  All  right.  Does  it  also  come  within  your  knowledge 
that  the  Naval  Affairs  Committee  of  the  House — and  while  it  does 
not  haveJtCLdo  mt^u*6v^^^u®  ^^^  taxes,  it  certainly  has  something  to 
do  with  the  Navy  Department — has  given  prolonged  and  extensive 
"consideration  to  it,  holding  lengthy  public  hearings,  and  has  con- 
sidered the  matter  and  gone  into  it  thoroughly? 

Mr.  Alvord.  So  far  as  I  know,  Mr.  Cooper — and  the  work  done 
by  the  Naval  Affairs  Committee  and  theirjgounsel,  which  has  |been 
^emen3ous=bntrSoTar  as  1  know,  the  Naval  Affairs  Committee  of 
the  House,  so  far  as  the  present  statute  is  concerned,  has  just  com- 
pleted its  hearings  and  has  given  no  consideration  to  principles, 
policies,  and  procedures  under  the  renegotiation  statute.  They 
held  extensive  hearings,  and  the  record  of  those  hearings  is  very 
voluminous,  but,  except  for  what  they  may  have  done  since  the 
assembling  of  Congress,  I  do  not  believe  the  Naval  Affairs  Committee 
has  given  serious  consideration  to  the  renegotiation  statute. 

Mr.  Cooper.  Did  you  appear  before  the  Naval  Affairs  Committee? 

Mr.  Alvord.  No,  sir;  I  did  not. 

Mr.  Cooper.  I  think,  if  you  will  investigate  it,  you  will  find  that 
they  have  given  very  thorough  consideration  to  it  and  have  held  very 
extensive  hearings  on  it. 

Mr.  Alvord.  I  know.  I  was  scheduled  to  appear,  and  then  the 
time  for  hearings  expired,  and  I  was  one  of  those  who  did  not  appear, 

Mr.  Cooper.  You  have  taken  the  position  here,  and  your  great 
organization  has  taken  the  position  all  along,  that  there  should  be  no 
excessive  profits  made  out  of  this  war  effort? 

Mr.  Alvord.  Yes,  sir. 

Mr.  Cooper.  That  is  the  position  you  take  here,  and  that  your 
organization  has  taken  aU  along? 

Mr.  Alvord.  Yes,  sir. 

Mr.  Cooper.  That  there  should  be  no  excessive  profits  made  and 
retained  out  of  this  war  effort? 

Mr.  Alvord.  That  is  true. 

Mr.  Cooper.  And  that  is  the  purpose  sought  to  be  served  by  the 
renegotiation  law;  is  it  not? 

Mr.  Alvord.  Yes;  I  agree  that  that  is  the  objective  of  the  rene- 
gotiation law. 

Mr.  Cooper.  All  right.  Now,  then,  you  take  the  position  that  the 
renegotiation  law  should  be  repealed  and  that  some  other  method 
should  be  worked  out  and  adopted  to  accomplish  the  same  purpose, 
^0  you  not? 
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Mr.  Cooper.  That  is  the  position  you  take? 

Mr.  Alvord.  Yes,  sir;  unquaUfiedly. 

Mr.  Cooper.  All  right.  Thank  you.  You  want  the  same  thing, 
but  you  just  want  it  done  in  a  different  way?  ,        ,    •    . 

Mr.  Alvord.  I  want  to  obtain  the  same  objective,  but  do  it  in  the 
constitutional,  democratic  manner.  .  ,      t        i  j  n 

Mr.  Knutson.  In  order  to  keep  the  record  straight,  1  would  like  to 
read  from  the  conference  report  on  the  Revenue  Act  of  1942,  the  con- 
cluding paragraph  of  which  reads  as  follows: 

The  committee  of  conference  does  not  feel  that  the  amendments  which  are 
made  by  the  bill  to  the  renegotiation  law  contain  all  the  changes  and  improve- 
ments which  it  might  be  desirable  to  make.  No  attempt  has  been  made  to  study 
and  reexamine  all  the  possible  methods  for  dealing  with  excessive  profits  reahzed 
on  war  contracts.  The  bill  merely  attempts  to  remove  some  of  the  naore  pressing 
objections  to  the  present  law  and  to  make  the  law  administratively  workable. 
It  is  anticipated  that  the  Ways  and  Means  Committee  will  study  section  403  in 
connection  with  matters  now  pending  before  the  committee,  with  an  eye  to  a  more 
general  revision  than  is  contained  in  the  1942  revenue  bill. 

This  report  is  signed  by  Chairman  Doughton,  Mr.  Cooper,  Mr. 
Boehne,  Mr.  Disney,  Mr.  Treadway,  Mr.  Knutson,  and  Mr.  Reed 

Mr.  Alvord.  Thank  you,  Mr.  Knutson.  I  was  familiar  with  that 
statement  in  the  conference  committee  report. 

Mr  Jenkins.  Mr.  Alvord,  let  me  ask  you  with  reference  to  some 
of  the  questions  that  Mr.  Cooper  asked.  As  I  understand,  you  take 
the  position  that  the  hearings  that  were  held,  whatever  you  might  caU 
them,  before  the  Senate  Finance  Committee  were  not  hearmgs  with 

reference  to  a  tax  bill?  .mi. 

Mr  Alvord.  I  do  not  think  I  imderstand  your  question.  Ihere 
were  hearings  conducted  by  Senator  Walsh's  subcommittee  on  rene- 
gotiation when  the  Finance  Committee  was  considering  the  tax  bill 
last  year,  and  their  recommendations  were  adopted,  with  a  series  of 
amendments,  on  the  floor  of  the  Senate,  to  the  pending  tax  bill. 

Mr.  Jenkins.  Yes.  What  I  gathered  you  had  m  mmd  when  you 
stated  that  hearings  were  not  held  was  that  you  meant  that  hearings 
were  not  held  on  the  basic  proposition  of  determining  whether  or  not 
the  money  collected  from  renegotiation  was  legitimate  tax  money  or 
whether  it  was  money  on  the  contract.  it 

Mr.  Alvord.  May  I  correct  either  myself  or  my  understanding  oi 
what  you  have  said?  Many  hearings  have  been  held  before  standing 
committees  and  select  committees;  exhaustive  hearings  have  been 
held  on  the  subject.  Reports  have  been  made.  The  Truman  com- 
mittee, for  example,  has  made  a  report.  I  assume  that  the  JNavai 
Affairs  Committee  will  soon  make  a  report.  i    wi,  ir 

Mr.  Cooper.  If  you  will  pardon  me,  my  information  is  that  tney 
made  their  report  yesterday.  The  chakman  of  the  Naval  Altau^ 
Committee  told  me  on  the  floor  of  the  House  the  day  that  we  recon- 
vened that  they  had  a  report  in  process  of  preparation,  and  that  u 
would  be  presented  in  a  few  days.  I  understand  that  it  was  pre- 
sented yesterday,  taking  a  position  against  the  repeal  of  the  Renego- 
tiation Act.  i.       TInf  T 

Mr.  Alvord.  I  shall  be  very  happy  to  study  the  report,  dui  ^ 
just  venture  a  guess,  Mr.  Cooper,  that  that  committee— because 
I  know  many  members  of  that  committee— will  make  many  recom- 
mendations with  respect  to  the  amendment  of  the  law,  mcludmg 
adequate  judicial  review  and  nonretroactivity  and  I  also  make 


/ 


.npss  that  many  of  those  amendments  will  go  contraxy  to  the  funda- 
mental principles  which  you  have  heard  stated  to  you  by  the  advocates 
S  renegotiation  for  the  effective  administration  of  the  present  law 

Mr  Cooper.  If  my  friend  from  Ohio,  Mr.  Jenkms,  will  permit,  the 
.hairman  of  the  Naval  Affairs  Committee  told  me  that  their  report 
would  re^mmend  some  amendments,  but  that  it  would  be  opposed 

to  the  repeal  of  the  act.  .     ,    ,  ,i    . 

Mr  Alvord.  I  am  not  surprised  at  tnat.  j    •    ^u- 

Mr.  Jenkins.  What  I  am  trymg  to  develop,  Mr  Alvord,  is  this: 

Take  for  instance,  the  hearings  before  the  Naval  Affairs  Committee. 

The  Naval  Affairs  Committee  apparently  would  not  take  this  matter 

under  consideration  if  they  thought  that  basically  it  was  a  tax 

''uvYiToL'^l^^^  not  sure  of  that.    Let  us  assume  that  they 

""  M?  Tenkins.  In  other  words,  the  matters  that  they  considered 
were  not  matters  of  taxation,  but  were  matters  of  administration? 

Mr  Alvord.  Bear  this  in  mind,  Mr.  Jenkms,  that  pnor  to  the 
enactment  of  the  Revenue  Act  of  1940,  and  for  a  period  of  about  6 
years,  I  think,  there  was  on  the  statute  books  profit  limitation  rules, 
apphcable  in  the  first  mstance  to  the  Navy.  That  legi^tion  origin- 
ated in  Mr.  Vinson's  committee,  and  the  law  is  frequently  referred  to 
as  the  TSionlLct.  THey  have  given  continuous  consideration  to  the 
Venerarpfoblem  of  lunitmg  profits  on  war  contracts. 

Mr  Jenkins.  I  think  you  have  made  a  very  fine  presentation,  i 
hope  that  in  your  extension  of  remarks  you  will  take  up  exhaustively 
th^  problem.  If  you  have  not  done  so,  I  would  like  for  you  to 
elaborate  on  it  now.  It  seems  to  me  that  the  issue  that  we  have  to 
contend  with  m  this  whole  matter  is  this:  Is  this  matter  basicaUy  a 
tax  matter,  or  is  it  basicaUy  a  matter  of  contract?  I  assume  that  you 
take  it  that  it  is  a  matter  of  taxes.  ,     .  . 

Mr.   Alvord.  Unquestionably.     My    prepared    statement    covers 

this  problem  in  considerable  detail. 

Mr.  Jenkins.  All  right.  i..      .,  n^    u        v.^^« 

Mr.  Alvorod.  It  is  a  problem  of  taxes  after  the  profits  have  been 
earned;  not  with  respect  to  future  prices.  You  see,  theoretically— 
this  is  all  theoretical— if  the  prices  on  articles  purchased  by  the  Gov- 
ernment were  always  right,  there  would  be  no  excessive  profits. 
There  could  be  none.  But  that  is  pure  theory,  even  m  tune  of  peace. 
Certainly  in  tune  of  war,  as  I  attempted  to  pomt  out,  perhaps  before 

you  came  in , ,       ,  j  •  j 

Mr.  Jenkins.  I  was  here,  and  heard  every  word  you  said. 

Mr.  Alvord.  I  thought  you  were.    But  pricmg  in  and  of  itself 

will  not  prevent  excessive  profits,  and  we  might  as  weU  admit  it. 
So  we  come  to  the  problem.    Certainly  we  are  not  gomg  to  let 

those  excessive  profits— conceding  that  they  are  excessive— remam  m 

the  pockets  of  the  war  contractor.    He  has  them.     How  are  we  gomg 

to  get  them  out?  .  ^.  ^_^ 

Mr.  Jenkins.  I  think,  when  we  get  into  executive  session,  we  are 
going  to  have  to  make  a  very  important  decision.  That  decision  is 
gomg  to  be  whether  basically  this  is  a  matter  of  taxation  or  a  matter  of 
contract.     Now  let  me  ask  you  one  or  two  very  acadeniic  questions. 

Suppose  after  Pearl  Harbor  we  had  passed  no  Presidential  powers 
bill,  and  that  we  had  passed  no  renegotiation  contract  law  at  ail;  that 
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we  had  just  aUowed  the  matter  to  run  along,  letting  the  Aimy  and  the 
Navy  make  then*  contracts,  as  they  already  had  the  statutory  power 
to  do.  Suppose  we  had  permitted  them  to  go  ahead  and  make  their 
contracts,  and  as  they  made  some  contracts  they  learned  that  the  con- 
tractors were  making  excessive  profits.  Then  would  not  they  have  the 
power,  without  Congi'ess  doing  anything  further,  giving  any  Presi- 
dential power  at  all,  to  have  written  into  their  contracts  something 
that  would  amount  to  the  same  thing  that  renegotation  does  now? 

Mr.  Alvord.  Let  me  answer  that  question  in  two  ways.  They 
would  not  have  the  power  to  write  that  provision  into  existing  con- 
tracts. The  Government,  in  the  absence  of  such  a  provision  in 
existing  contracts  would  not  have  the  power  to  recover,  apart  from 
taxation,  those  excessive  profits  which  remained  in  the  hands  of  the 
contractor. 

That  is  the  decision  of  the  Supreme  Court  in  the  Bethlehem  Ship 
case.  I  suspect  that  that  decision  was  read  by  Mr.  Case,  for  whom 
I  have  the  greatest  respect.  I  think  that  decision  was  probably  the 
predominant  influence  which  prompted  him  to  write  his  profit  Hmi- 
tation  amendment  into  the  nulitary  appropriations  bill  on  the  floor 
of  the  House  in  1942,  which  was  rewritten  in  the  Senate  Appropria- 
tions Committee,  further  revised  in  conference,  and  became  the 
renegotiation  law. 

Mr.  Jenkins.  I  think  Mr.  Case's  idea  was  an  idea  he  got  because  he 
was  a  membei  of  the  Appropriations  Committee. 

Mr.  Alvord.  That  is  right. 

Mr.  Jenkins.  He  just  wanted  to  restrict  the  amounts  of  the  appro- 
priations. 

Mr.  Alvord.  He  saw  the  problem  and  attempted  to  solve  it. 

Mr.  Jenkins.  He  wanted  to  restrict  the  amounts  which  could  be 
spent,  which  was  regularly  and  properly  within  his  province. 

Mr.  Alvord.  That  is  very  true. 

Mr.  Jenkins.  And,  because  he  is  a  wide-awake  member  of  that  com- 
mittee, he  took  advantage  of  the  situation. 

Mr.  Alvord.  That  is  very  true.  May  I  just  take  one  more  step, 
that  is,  as  to  the  situation  with  respect  to  existing  contracts.  There 
would  be  procedure  for  the  recovery  by  the  Government  of  any  por- 
tion of  these  excessive  profits,  assuming  there  were  any,  of  course — 
there  would  be  no  way  for  the  lecovery  of  any  portion  of  these  exces- 
sive profits  with  respect  to  existing  contracts.  Now,  of  course,  with 
respect  to  future  contracts,  contracts  you  are  negotiating  today,  it 
would  be  perfectly  proper  for  the  procurement  officer  and  the  con- 
tractor to  agree — in  fact  they  do  it  today;  in  fact  it  is  quite  common 
in  industry — to  agree  that,  from  time  to  time,  those  prices  will  be 
reexamined  and  readjusted. 

Mr.  Jenkins.  As  I  stated  before,  if,  basically,  without  any  addi- 
tional legislation,  the  purchasing  agencies  of  the  Aimy  and  the  Navy 
have  the  power  to  renegotiate  through  a  contract  renegotiation  pro- 
gram, then  we  would  bring  into  play  a  great  American  basic  principle 
of  our  Government — the  sanctity  of  contracts  and,  if  they  make  a 
contract,  it  ought  to  be  enforced  under  the  terms  of  the  contract. 
Then  if  the  Court  of  Claims  should  dismiss  your  appeal  so  arbitrarily, 
as  you  indicated  they  would,  we  ought  to  deal  with  the  Court  of 
Claims. 

Mr.  Alvord.  Oh,  no;  the  Court  of  Claims  is  not  arbitrary  in  the 
slightest  in  dismissing  my  appeal.    They  can  do  nothing  else.    Suppose 


^Aii  and  I  should  enter  mto  a  contract  under  which  the  price  of  the 
Product  you  seU  me  wiU  be  adjusted  in  the  future  as  Chairman 
hmiffhton  determines  to  be  proper;  now  assume  you  and  I  cannot 
:jree  on  that  price  and  we  go  to  Chauman  Doughton  and  he  says, 
?f  think  the  price  should  be  reduced  by  10  percent"  Assuming  hia 
«ption  is  within  the  provisions  of  our  contract,  his  decision  is  tmal. 
There  is  no  other  place  to  go.  But  that  is  because  you  and  I  so  agree.  - 
Now  I  do  not  want  to  mislead  you,  Mr.  Jenkins.  Contracts  pro- 
viding for  future  readjustment  of  prices,  frequently  are  not  accept- 
Ible  to  contractors.  Nevertheless,  many  contracts  contain  that 
nrovision  independent  of  the  renegotiation  statute.  Of  course,  the 
TPnesotiation  statute  says  that  evei^  contract  now  must  contain 
that  provision.  But  assuming  the  Government  does  not  use  tha 
threat  to  exercise  the  power  it  has  to  take  over  your  plant  in  case 


won't  accept  that  type  ^* ^  i     ^i    ^   -^     i." 

somewhere  else.    Now,  in  time  of  war,  we  just  cannot  let  that  situation 
arise.    In  tune  of  peace,  it  is  quite  different.  .,  •    ,     • 

Mr  Jenkins.  I  see,  then,  what  you  mean.  I  take  this  basic  posi- 
tion that  the  contracting  agencies  of  the  Government  have  a  right  to 
write  into  all  of  their  contracts  a  renegotiation  program;  then,  if  that 
was  written  in  expUcitly,  so  that  everybody  understands  it  the  dis- 
pute, then,  would  naturally  find  its  way  into  the  Court  of  Claims. 

Mr.  Alvord.  That  is  right. 

Mr.  Jenkins.  And  nobody  would  deny  that/ 

Mr.  Alvord.  Not  in  the  slightest.  The  question  would  be  on  the 
interpretation  of  the  contract.  n  *      i 

Mr  Jenkins.  But  you  say  because  there  are  so  many  collateral 
things  that  come  because  of  the  exigencies  of  war,  pressure  and  stress 
is  put  upon  different  contracting  parties  so  that  the  contract  cannot 
be  carried  out  fully  in  every  detail? 

Mr  Alvord.  No.  Let  me  attempt  to  make  myself  clear,  now. 
It  Is  not  because  of  the  exigencies  of  the  war  nor  because  of  v^mg 
circumstances,  factors,  influences,  desh-es,  or  any  thmg  else.  When 
I  go  into  court  under  a  contract,  I  must  prove  that  under  that  con- 
tract I  am  entitled  to  recover.  I  show  my  facts;  I  show  the  contract; 
I  show  the  law.  Now,  when  I  go  mto  court  on  a  Government  con- 
tract, payment  under  which  has  been  withheld  by  reason  of  an  otf- 
settmg  renegotiation  procedure,  then  the  question  is  precisely  the 
same— does  the  Government  owe  me  the  money  under  the  terms  of 
the  contract?  Normally  I  would  again  establish  my  facts  and  prove 
my  contract;  I  would  discuss  the  law.  But  the  renegotiation  statute 
says  that  the  normal  procedure  no  longer  exists;  the  only  issue  when 
I  go  into  the  Court  of  Claims  is  not  with  respect  to  whether  the  money 
is  owing  to  me  under  the  contract— not  at  all;  the  sole  issue  is:  Were 
those  excessive  profits  the  amounts  of  which  were  used  to  offset  what 
the  Government  owed  me  under  the  contract;  were  those  exce^ive 
profits  found  by  the  renegotiation  official,  by  the  Secretary  of  War, 
for  example,  to  be  excessive?    That  is  what  your  statute  does. 

Mr.  Jenkins.  I  do  not  want  to  press  it  further,  except  to  say  this 
agam,  that  I  think  our  committee  is  going  to  be  called  upon  to  make 
two  very  important  decisions;  one  is  as  to  the  basic  constitutional 
provision  that  provides  that  this  committee  has  a  nght  to  originate 
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all  tax  legislation,  and  another  is  as  to  what  does  it  mean  when  the 
Constitution  and  our  laws  talk  so  much  about  the  inviolability  of 
contracts. 

Mr.  Alvord.  I  quite  agree,  Mr.  Jenkins,  and  I  will  be  very  sur- 
prised if  the  decision  of  this  committee  is  not  imanimous  that  this 
fimction  is  a  taxing  function,  that  this  power  is  a  taxing  power,  and 
that  this  committee  has  exclusive  jurisdiction  over  the  recapture  of 
excessive  profits  once  they  have  been  realized, 

Mr.  Jenkins.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Alvord,  just  a  question  or  two.  It  seems  to 
be  admitted  by  you  and  by  members  of  the  committee  that  the  purpose 
of  the  renegotiation  law  is  to  prevent  the  making  and  retaining  of 
excessive  profits  on  war  contracts. 

Mr.  Alvord.  Yes,  sir. 

The  Chairman.  Now,  is  it  your  belief  or  contention  that  under  the 
law  as  written  and  administered  and  linder  the  legislative  and  judicial 
power  that  you  say  is  contained  in  the  law,  contractors  may  not  be 
able  to  receive  and  retain  all  the  profits — ^not  excessive,  but  all  the 
reasonable  profits  to  which  they  are  entitled?  Do  you  get  my  ques- 
tion? 

Mr.  Alvord.  I  get  your  question.  I  have  not  made  that  state- 
ment, Mr.  Chairman. 

The  Chairman.  I  say  is  that  your  belief?  If  it  is  not,  if  there  is  not 
any  reasonable  possibility  under  the  law  that  the  contractor  will  be 
permitted  to  make  and  retain  all  of  the  profits  to  which  he  is  entitled, 
I  do  not  see  where  his  grievance  would  come  in. 

Mr.  Alvord.  Mr.  Chairman,  just  let  me  expound  for  a  minute. 
Unquestionably  there  are  cases  where  normal  profits  ai'e  recaptured, 
where  the  amounts  recovered  are  not  excessive — that  is,  where  renego- 
tiation oflScials  take  more  than  the  amount  of  excessive  profits  properly 
computed.  However,  I  prefer  not  to  discuss  the  administration  of  the 
statute  as  apphed  to  specific  cases.  I  much  prefer  to  assume  that  the 
present  ofiicials  are  giving  us  the  best  possible  administration  of  an 
impossible  statute. 

The  Chairman.  Well,  that  is  not  the  question  I  asked. 

Mr.  Alvord.  No;  but  let  me  come  to  it.  We  can  agree  for  present 
purposes  that  it  is  true  that,  under  the  present  administration,  not  one 
single  penny  is  taken  away  from  the  contractors  unless  it  is  unquestion- 
ably excessive.  We  can  agree  to  that.  I  suspect  that  some  contrac- 
tors and  probably  a  good  many  people  would  not  agree,  but  we  can 
assume  it  is  so. 

Now,  then,  just  let  me  ask  this  question:  WiU  the  present  officials 
responsible  for  the  administration  of  renegotiation  remain  perman- 
ently on  the  job  so  that  everyone  from  now  on  will  receive  precisely 
this  same  fair,  equitable  treatment  as  others  have  received  in  the  past? 
Of  course  they  won^t.  There  is  an  ever-changing  personnel.  Mr. 
Karker's  resignation,  unfortunately  because  of  ill  health  which  is  at- 
tributable, in  large  part  and  perhaps  wholly,  to  his  devotion  to  duty 
to  the  Government  in  renegotiation,  became  effective  yesterday.  I 
have  not  made  any  effort  to  count,  but  I  would  make  a  rough  guess 
that  the  personnel  of  the  Renegotiation  Boards,  certainly  of  the  Army 
and  the  Navy,  has  turned  over  at  least  twice  since  April  28,  1942,  in  a 
year  and  a  half.  Now  who  is  there  who  will  underwrite  equal  sincer- 
ity, ability,  and  fairness  of  the  successors  to  the  present  officials? 


That  is  why,  Mr.  Chairman,  a  democracy  says  we  shall  have 
government  by  law  and  not  by  men.  I  think  it  also  is  why  every 
dictator  seeking  more  power  always  says  "Ah,  but  I  will  exercise  those 
powers  with  fairness,  equity,  justice,  sincerity." 

The  Chairman.  Another  question  I  would  like  to  ask:  It  would 
seem  that  if  the  administration  of  this  act  so  far  has  been  right,  fair, 
and  equitable  and  contractors  have  not  been  imposed  upon  in  any 
way,  we  could  assmne  that  policy  would  continue.  But  leaving  that 
aside,  is  it  your  contention  that  under  the  Renegotiation  Act  as 
written  and  administered  a  contractor  is  not  on  an  equal  footing  with 
the  Government  in  having  his  rights  determined,  where  there  is 
disagreement  between  the  Government  and  the  contractor  and  that, 
in  the  courts,  he  does  not  have  the  same  opportunity  to  have  his 
rights  protected  that  he  would  have  imder  similar  conditions  before 
the  Commissioner  of  Internal  Revenue,  or  in  a  court  of  justice? 

Mr.  Alvord.  Those  two  circumstances  which  you  have  just 
described  are,  I  think,  conceded  by  everyone  to  be  true. 

The  Chairman.  Well,  if  the  committee,  in  its  discretion,  should 
decide  to  not  repeal  the  law  but  should  decide  that  the  proper  thing 
to  do,  in  its  duty,  in  its  responsible  position,  is  to  amend  the  law  so 
as  to  give  the  contractor  the  same  rights  to  present  and  protect  his 
interests  that  the  Government  has,  would  that  help  the  law? 

Mr.  Alvord.  Unquestionably  it  would.  Let  me,  however,  go  a 
step  further,  if  I  may.  As  I  read  the  testimony  of  the  advocates  of 
the  recapture  provisions  in  the  present  law,  I  would  guess  that  they 
would  tell  you  they  could  not  administer  the  law  as  so  amended.  I 
am  not  sure  of  that,  but  I  think  they  would. 

The  Chairman.  They  could  not,  if  it  was  so  amended? 

Mr.  Alvord.  If  it  was  amended  so  as  to  place  the  contractor  on  an 
equal  footing  with  the  Government  and  give  him  an  adequate  oppor- 
tunity to  go  into  court  to  review  the  action  of  the  Government  officials. 

The  Chairman.  Why  could  not  he  be  given  the  same  opportunity 
that  is  given  him  now  under  our  tax  laws  to  present  his  case  fully  and 
fairly  before  the  Bureau  of  Internal  Revenue? 

Mr.  Alvord.  He  can  be;  but  to  do  that  requires  the  specification 
in  the  statute  of  a  great  many  rules  and  principles  which  will  bind  the 
administrative  officials  in  their  administration  of  that  statute.  Now, 
if  you  can  write  those  principles,  rules,  specifications,  and  details  into 
the  renegotiation  statute  for  the  purposes  of  renegotiation,  you  can 
write  them  into  the  tax  statute  for  the  purpose  of  taxation — and  the 
necessity  for  renegotiation  goes  out  the  window. 

The  Chairman.  Several  witnesses  have  appeared  here  who  have 
not  directly  or  definitely  recommended  the  repeal  of  the  law,  but  they 
have  submitted  certain  important  amendments  which  they  think  are 
essential  to  protect  the  rights  of  the  contractor.  Now,  if  the  com- 
inittee,  in  its  discretion,  should  decide  not  to  repeal  the  law,  then  have 
you  certain  amendments  which  you  can  present  to  the  committee, 
as  other  witnesses  have? 

Mr.  Alvord.  I  have,  Mr.  Chairman. 

The  Chairman.  That  you  think  would  protect  the  contractor  and  do 
^qual  justice,  as  far  as  possible,  between  the  Government  and  the 
contractor? 

.  Mr.  Alvord.  I  have,  Mr.  Chairman,  and  most  of  them,  where  the 
tune  was  available — and  I  had  limited  time  in  preparing  them,  most 
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of  my  recommendations  are  incorporated  in  the  written  statement 
which  I  have  filed  with  you.  There  are  others  that  I  did  not  analyze 
for  you. 

The  Chairman.  You  did  not  follow  your  manuscript. 

Mr.  Alvord.  No,  sir;  I  did  not. 

The  Chairman.  Because  you  spoke  without  reference  to  your 
manuscript,  and  I  just  listened  to  you,  rather  than  following  your 
manuscript. 

Mr.  Alvord.  That  is  right,  and  I  did  not  discuss  these  vanous  pro- 
posed  amendments,  because  I  tried  to  get  over  to  you,  in  as  brief  a 
time  as  I  could,  my  basic  position  in  respect  to  this  problem. 

We  have  recommended  several  amendments;  the  administration  has 
reconmiended  several  amendments,  some  of  which  I  would  approve, 
some  of  which  I  would  not  approve;  other  people  have  recomniendcd 
amendments,  many  of  which  I  have  not  even  seen.  But,  just  as 
always,  I  would  be  very  happy  to  be  available  to  you  and  your  experts 
to  discuss  any  of  those  amendments. 

Mr.  Knutson.  Mr.  Alvord,  as  I  see  it,  the  problem  before  us  is 
one  of  profits  rather  than  prices? 

Mr.  Alvord.  Very  true,  sir— profits  already  realized. 

Mr.  Knutson.  Already  realized? 

Mr.  Alvord.  Yes. 

Mr.  KNUTfeON.  Now,  will  you  please  explain  to  us— I  am  sure  you 
can— how  it  is  possible  to  renegotiate  a  contract  upon  which  all  of 
the  obligations  incident  to  its  performance  have  not  been  met.  I 
think  you  know  what  I  mean. 

Mr.  Alvord.  That  is  a  very  appropriate  question,  Mr.  Knutson, 
and  the  answer  to  that  question  will,  I  trust,  help  Mr.  Jenkins  in  his 
position  as  to  whether  this  is  a  taxation  of  profits,  or  whether  this  is 
procurement.  .        .. 

The  way  the  negotiation  procedure  operates  is  we  do  not  wait  until 
the  end  of  the  contract.  By  no  means.  The  end  of  the  contract  is 
immaterial.  We  take  the  fiscal  year  of  the  contractor;  if  he  is  on  a 
calendar-year  basis,  we  take  his  calendar  year,  the  calendar  year  1942, 

for  example.  ™.    ,    ,  ,  n*. 

We  do  not  reprice.  We  cannot  reprice.  We  look  at  the  prow 
and  our  function  is  to  determine  how  much  profit  should  be  realized 
by  that  contractor  during  that  fiscal  year.  That  is  the  issue  before 
the  renegotiation  officials;  that  is  the  way  they  must  function;  that 
is  the  way  they  do  function.  .    .      .     ^ 

Mr.  Knutson.  If  the  renegotiation  is  not  a  tax,  then  it  is  clearly 
unconstitutional? 

Mr.  Alvord.  It  is  a  tax  and  it  is  unconstitutional. 

Mr.  Knutson.  It  is  not  due  process  of  law. 

Mr.  Alvord.  Even  if  it  is  a  tax,  I  predict  it  should  be  held 
unconstitutional. 

Mr.  Knutson.  Well,  I  am  coming  to  that.  It  is  taking  property 
without  due  process  of  law;  is  not  that  right— unless  you  recognize 
that  the  Bureau  is  a  court.  And  then,  if  it  is  a  tax,  a  recapture  tax, 
it  is  also  unconstitutional,  because  Congress  cannot  delegate  the 
power  to  tax  to  any  other  department. 

Mr.  Alvord.  Certainly  no  one  would  suppose  that  the  Congress 
could  constitutiondly  delegate  powers  which  they  have  attempted  to 
delegate  in  the  renegotiation  statute. 


Mr.  Knutson.  There  is  no  thought  on  anyone's  part  that  they 
should  make  excessive  profits;  but  there  are  men  on  this  conmaittee 
who  feel  that  any  remedy  to  correct  such  an  evil  should  be  along  legal 
and  constitutional  lines  that  will  protect  the  contractor,  as  well  as 
the  Government. 

Mr.  Alvord.  I  have  enough  confidence  in  this  committee  to 
be  certain  that  the  decision  of  the  committee  on  that  point  will  be 
unanimous.  We  may  differ  on  constitutional  processes,  but  certainly 
the  vote  will  be  unanimous  that  only  constitutional  processes  must 
be  used. 

Mr.  Robertson.  Mr.  Alvord,  will  you  explain  the  difference  be- 
tween the  statutory  formula  for  the  ascertainment  of  normal  income 
and  the  renegotiation  formula? 

Mr.  Alvord.  Let  me  be  as  brief  as  possible. 

Mr.  Robertson.  Take  all  the  time  you  want,  so  far  as  I  am  con- 
cerned. 

Mr.  Alvord.  First,  there  is  no  formula  for  renegotiation  now.  Mr. 
Cooper  asked  the  same  question  a  few  days  ago.  The  facts  on  which 
the  determination  of  excessive  profits  by  the  renegotiation  officials 
are  based,  are  in  large  part  entirely  distinct,  separate,  unrelated  to  the 
facts  upon  which  tax  liability  is  determined.  For  example  the 
principles  which  have  been  published  have  practically  nothing  to 
do  with  the  facts  upon  which  tax  liabilities  are  determined.  They 
deal  with  such  problems  as  this — is  the  contractor  a  low-cost  producer; 
does  he  produce  efficiently;  are  his  deliveries  on  time;  is  his  manage- 
ment sound;  has  he  cooperated  with  others;  has  he  shared  his  patents 
with  others;  how  much  of  his  profits  are  renegotiable  and  how  much 
are  nonrenegotiable— and  just  take  my  word  for  it  that  I  could  be  here 
for  2  days  before  I  could  draw  the  line  between  renegotiable  and  non- 
renegotiable profits — how  much  of  his  own  funds  has  he  invested; 
what  does  he  have  at  risk;  how  does  he  subcontract? 

Those  facts  and  factors,  Mr.  Robertson,  have  nothing  whatsoever 
to  do  with  the  determination  of  tax  liabilities.  And  when  we  are  pre- 
paring, as  I  am  almost  every  day,  for  renegotiation,  we  are  preparing  a 
case  which  has  not  the  slightest  semblance  to  a  tax  case.  As  a  matter 
(Jf  fact,  Mr.  Robertson — this  is  going  to  be  a  Httle  exaggeration,  now — 
every  time  I  attempt  to  discuss  tax  liabilities  I  am  told  "Look  here, 
Alvord;  you  have  discussed  all  that  with  us  before.  Now  let  us  get 
down  to  this  matter;  let  us  get  down  to  renegotiation." 

I  hope  that  will  also  answer  Mr.  Cooper ^s  question  the  other  day. 
They  are  entirely  separate  and  distinct.  The  work  you  do  for  one  has 
Very  little  bearing  upon  the  work  you  do  for  the  other.  That  is  one 
of  the  reasons  why  so  much  additional  time  is  taken  by  the  contrac- 
tor's executive  staff  and  legal  advisers,  in  getting  ready  for 
renegotiation. 

Just  one  more  word  on  that.  Another  reason  why  so  much  of  the 
executives'  time  is  taken  with  renegotiation — and  the  executives  of 
the  corporations  I  am  familiar  with  devote  too  much  time  to  renego- 
tiation— is  because  renegotiation  is  new.  There  is  no  one  in  the 
organization  who  knows  about  it;  there  is  no  way  that  they  can  set  up 
a- reserve  for  renegotiation;  they  do  not  know  what  their  liabilities  are; 
T  \}^  lias  great  effect  on  their  bank  credit;  it  creates  tremendous 
problems  for  the  executive;  whereas  in  taxes,  whether  or  not  justified, 

^on't  attempt  to  say,  the  executive  is  accustomed  to  rely  upon  his 
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tax  department.  He  professes  to  know  nothing  about  taxes;  he  signs 
the  return  for  his  corporation  blindly,  if  he  signs  it  at  all.  He  pays  no 
attention,  except  generally,  to  the  determination  of  tax  liabilities; 
he  leaves  it  to  the  tax  department,  to  the  lawyers  and  accountants. 
But  with  renegotiation,  he  gives  that  his  own  personal  and,  for  a 
considerable  period  of  time,  imdivided  attention. 

Mr.  Robertson.  I  believe  you  agree  with  me  that  steps  must  be 
taken  to  protect  the  taxpayers  dm-ing  the  war  period  from  war  con- 
tractors making  excessive  profits  out  of  war  contracts? 

Mr.  Alvord.  No  one  disagrees  with  that  objective,  Mr.  Robertson. 

Mr.  Robertson.  I  gather  from  your  prepared  statement  and  from 
your  oral  statement  that  you  would  not  recommend  that  we  give  up 
completely  the  Renegotiation  Act  and  rely  upon  taxes,  unless  and  until 

we  strengthen  the  tax  laws?  ,     ,   ..^r    „       j  ^.xt   ,. 

Mr.  Alvord.  I  could  answer  that  question  both  "Yes    and    JNo." 
Mr.  Robertson.  Well,    that    would    not    do    me    much    good. 

[Laughter.]  ,     . , 

Mr.  Alvord.  No.  Then  let  me  explain  my  answer— you  should 
/  •«  give  up  the  recapture  of  excessive  promts  through  renegotiation  even 
'  though  you  find  no  substitute,  because  the  system  cannot  be  justified 
with  or  without  a  substitute.  But  you,  are  confronted  with 
a  practical  situation.  This  committee  is  about  to  consider  tax  legis- 
lation. There  is  no  necessity  for  giving  up  recapture  until  you  supple- 
ment your  tax  laws  in  such  a  manner  as  you  gentlemen  believe  to  be 
appropriate  and  necessary  to  prevent  the  retention  of  excessive  profits 
Mr.  Robertson.  In  checking  over  some  of  your  recommended 
changes,  in  case  the  committee  decides  to  keep  the  law,  I  feel  that 
several  of  them,  instead  of  fixing  standards  and  placing  a  limitation 
upon  the  delegation  of  power,  really  increase  the  delegation  of  power, 
when  you  recommend  "a  reasonable  allowance  for  probable  losses  on 
the  termination  of  war  contracts'^ ;  "a  reasonable  allowance  for  probable 
losses  resulting  from  idleness  during  the  process  of  reconversion,  and 
the  readjustment  of  the  deduction  for  amortization."  Those  things 
have  not  happened  when  a  price  on  a  given  item  is  fixed  as  f au*  or 
imfair,  and  they  go  into  a  different  field  if  they  try  to  anticipate  what 
it  amounts  to.     I  do  not  believe  the  war  is  over  yet.  ' 

Mr.  Alvord.  That  is  an  exceptionally  appropriate  question,  il  i 

may  say  so,  Mr.  Robertson.  ,     .      ,     ^  a   ^    /  1049 

Here  is  the  difference.  For  example,  m  the  Revenue  Act  of  m^ 
you  gentlemen  adopted  this  policy— rightly  or  wrongly  I  ana  ^^J 
aiding  now— that  excessive  profits  during  the  war  period  shall  oe 
measured  by  the  experiences  throughout  the  war  period.  1  hat  is 
why  you  have  a  net  loss  carry-over,  that  is  why  you  have  a  credu 

carry-back.  .  .    ,  j- 1     ^^  c«iv 

Now,  you  were  forced  to  determme  a  period,  so  you  did  not  saj 
"during  the  war,"  you  said  ^'roughly,  5  years.  TVe  wiU  /et  you 
average  your  profits  over  a  period  of  5  years  before  it  is  finally  cieiei 
mined  that  you  have  excessive  profits;  in  fact,  before  it  is  hnaii) 
determmed  that  you  have  any  profits  at  all."  That  is  pomt  No.  1. 
Point*  No.  2:  There  is  no  delegation  of  legislative  power  in  deiei 
mining  the  reasonableness  of  allowances  for  future  or  anticipate 
losses,  or  future  or  anticipated  happenings.  That  is  sunply  and  soie^j 
an  admmistrative  function.  Why?  Because  when  you  adopt  i" 
provisions  with  respect  to  judicial  review,  I  can  go  mto  court  ana  s»J 


fhP  renegotiation  officials  did  not  allow  me  enough.  These  are  the 
fits  And  I  get  a  complete  review,  an  onginal  determination  of 
Whether  reasonable  allowances  were  made.  ^There  is  no  finality  to 
The  decisions  of  the  renegotiation  officials.  There  is  no  delegation  of 
Illative  power.  Quite  true,  they  will  prescribe  regulations  which 
will  2uide  their  own  officials,  control  themselves  and  others  in  the 
Government,  but  they  are  not  controlling  or  binding  upon  me.  I  can 
accept  them  or  reject  them  as  I  wish.     That  is  the  fundamental 

^^^m/ Robertson.  In  the  case  the  committee  decides  to  continue  the 
oct  to  which  of  your  recommended  change   do  you  give  priority? 

Mr   Alvord.  I  suppose  in  these  days  of  priorities  I  ought  to  be 
w-illing  to  list  them.     I  would  say  certainly  No.  1,  judicial  review. 
Mow  that  is  a  big  bite.     That  means  an  awful  lot. 
^  Mr  Robertson.  That  means  review  bv  a  circuit  court  of  appeals; 
is  that  where  you  better  go,  or  where  would  you  have  it? 

Mr.  Alvord.  Bear  in  mind  that  you  must  first  put  the  statute  m 
shape  so  you  can  get  adequate  judicial  review. 

Mr  Robertson.  There  seems  to  be  a  good  deal  of  sentiment  de- 
veloped as  we  go  along  for  some  kind  of  review,  but  there  has  not  been 
any  clear  picture  presented  as  to  who  would  do  the  reviewing. 

Mr.  Alvord.  Let  me  make  my  specific  suggestions. 

First  the  most  important  thing  to  do  is  to  get  your  statute  m  shape 
so  that' there  will  be  some  issues  by  which  we  can  test  the  propriety 

of  the  administrative  acts.  .    ,.  •  ,        •         u  xi  ^„ 

Second,  I  think  that  I  should  be  entitled  to  judicial  review  whether 
or  not  I  have  agreed  to  the  proposed  excessive  profits  determmation 
because  the  power  of  the  Government  is  so  tremendous  that  many 
times  I  will  be  compelled  to  agree  with  my  fingers  crossed. 

Third,  you  must  have  a  statement  of  facts  in  a  record  so  that  we 
can  decide  precisely  what  facts  the  Government  official  relied  upon. 

Fourth,  we  must  have  a  statement  of  the  prmciples  apphed  to  those 
facts  so  that  we  will  know  whether  these  principles  are  prmciples  of 
general  application,  or  whether  somebody  just  pulled  them  out  of 
the  air  for  this  particular  case.  .         rr.  •  1    ^  • 

Fifth,  we  must  have  the  decision  of  the  renegotiation  othcials  tymg 
the  facts  and  the  principles  together. 

Now,  confidential  facts  cannot  be  revealed  at  the  present  time,  and 
we  are  going  to  have  to  wait  for  a  while.  Perhaps  time  will  remove 
much  of  their  confidential  character.  If  it  does  not,  you  must  have 
judicial  review  without  revealing  those  permanently  confidential 
facts.  Then  on  that  basis  you  have  a  judicial  issue  arismg  between 
the  Government  and  the  contractor.  That  issue  can  be  presented  to 
any  court.  It  could  be  presented  to  the  United  States  Tax  Court. 
It  should  be  presented  to  a  court  or  tribunal  of  original  jurisdiction. 
It  should  be  presented  to  a  court  of  original  jurisdiction  so  that  the 
facts  can  be  reexamined,  additional  facts  certainly  on  the  part  of  the 
contractor  can  be  given.  Apart  from  a  petition,  for  example,  in  the 
United  States  Tax  Court,  perhaps  the  best  procedure  that  I  can  out- 
line to  you  would  be  the  established  procedure  followed  with  respect 
to  declaratory  judgments.  Nobody  is  compelled  to  pay  money. 
The  issue  is  framed.  We  walk  into  a  court  and  get  its  determmation 
as  to  the  validity,  the  propriety  of  the  action  of  the  administrative 
officials. 
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Now,  it  is  simple  enough  to  prescribe  the  procedure  once  you  agree 
that  adequate  opportunity  for  judicial  review  is  going  to  be  aflForded 

Mr.  Robertson.  All  right.  That  is  one  amendment.  Now  do 
you  have  any  more  you  think  vital?  * 

Mr.  Alvord.  That  bites  off  an  awful  lot,  Mr.  Robertson. 

Mr.  Robertson.  I  reaUze  that. 

Mr.  Alvord.  Second,  there  must  be  no  retroactive  extension  or 
application  of  the  act  prior  to  the  date  of  enactment  of  the  act  or  the 
new  legislation. 

Here  is  what  happens,  for  example.  The  renegotiation  statute 
specifically  provides  that  it  shall  be  apphed  retroactively  regardless 
of  when  a  contract  was  entered  into,  if  payment  under  that  contract 
had  not  been  completed  prior  to  April  28,  1942. 

There  is  just  no  justification  in  principle,  in  constitutional  principle 
and  doctrine,  in  democracy,  for  that  sort  of  statute.  Let  it  apply 
from  the  date  of  its  enactment  on.  That  apphes  not  only  with 
respect  to  the  original  law,  but  with  respect  to  each  succeeding 
amendment.  I  predict  there  will  be  many  before  this  problem  is 
finally  disposed  of  if  you  keep  recapture  through  renegotiation  as  part 
of  your  system  of  taxation. 

Third,  I  would  specifically  provide — this  ought  to  be  second  in  my 
list  of  priorities — that  every  deduction  which  is  allowed  for  tax  pur- 
poses will  be  allowed  for  the  determination  of  excessive  profits  under 
renegotiation.  For  example — this  shows  the  discriminations  that  are 
bound  to  occur  even  with  the  best  administration — take  the  problem 
of  foreign  war  losses  which  you  gentlemen  struggled  with  in  the 
Revenue  Act  of  1942.  This  is  what  your  renegotiation  oflicials  say— 
"We  shall  not  consider  in  determining  excessive  profits  foreign  war 
losses  imless  they  are*directly  related  to  the  war  contract." 

Now,  what  happens?  Ofttiand,  that  sounds  like  a  sensible  rule. 
Why  should  I  offset  against  war  contracts  foreign  war  losses?  We  do 
it  for  tax  purposes  because  you  gentlemen  thought  it  greatly  affected 
the  determination  of  excessive  profits.  But  this  is  what  happens 
under  that  principle.  Contractor  A,  a  patriot  in  the  beginning,  turns 
his  entire  factory  over  to  war  production  and  in  the  year  in  which  he 
sustains  the  foreign  war  losses  has  nothing  but  war  profit — income  from 
his  war  production.    He  gets  no  deduction  in  renegotiation. 

Contractor  B  stays  in  civilian  production.  He  gets  the  entire 
amoimt  of  his  foreign  war  loss  in  the  computation  of  his  excessive 
profits  for  tax  purposes. 

Amortization.  You  gentlemen  realized  that  you  could  not  pick  a 
period  over  which  the  amortization  of  the  cost  of  war  facilities  should 
be  spread,  so  you  said  if  the  war  ends  before  the  expiration  of  5  years, 
you  can  go  back  and  recompute  the  deduction  over  the  war  period. 

Mr.  Robertson.  Two  years  or  three  years? 

Mr.  Alvord.  That  is  true,  anything  under  5  years. 
Your  renegotiation  officials  say  in  the  exercise  of  their  legislative 
power:  "You  did  not  know  what  you  were  doing.  Not  only  will  we 
not  let  you  go  back  and  recompute  your  amortization,  but  we  will 
not  give  you  as  of  right  the  amortization  which  you  are  entitled  to 
imder  the  tax  laws.  We  just  take  that  into  consideration  in  reaching 
our  determination  of  the  amount  of  your  excessive  profits." 

In  my  statement  under  "discrimination"  I  list  quite  a  few  illustra- 
tions— not  critical  in  the  slightest — just  necessary  consequences  of 
this  type  of  recapture  of  excessive  profits.     That  certainly,  I  should 


gay,  might  be  No.  2  in  my  list  of  priorities.  Judicial  review  is  No.  1, 
tax  deductions  No.  2,  and  nonretroactivity  No.  3. 

If  I  continue  with  a  list  of  priorities,  I  will  get  all  my  recommen- 
dations in,  so  I  suppose  that  I  should  stop  with  those  three. 

Mr.  Robertson.  If  we  should  adopt  those  three,  you  think  the 
administration  of  the  act  would  be  measurably  improved? 

Mr.  Alvord.  It  would  be  immeasurably  improved,  if  I  make  this 
one  assumption.  This  is  an  exceedingly  unfair  assumption  because 
I  have  all  the  confidence  in  the  world  in  the  opinion  of  Mr.  Karker, 
for  example.  If  I  make  the  assumption  that  recapture  can  still 
exist,  then  certainly  from  the  general  point  of  view  its  administration 
would  be  immeasurably  improved  although  not  as  completely  as  it 
could  be.  But  if  I  accept  Mr.  Karker's  statement  that  the  institu- 
tion of  this  principle  in  renegotiation  wiU  make  renegotiation  utterly 
impossible  of  administration,  then  where  are  we? 

Mr.  Robertson.  Thank  you  very  much. 

Mr.  Dewey.  In  your  tax  deductions,  Mr.  Alvord,  it  is  to  be  pre- 
sumed that  the  10  percent  reduction  for  post-war  profits  would  be 
made  prior  to  any  recapture  because  if  you  recapture  under  renegotia- 
tion, it  may  work  out  that  there  are  no  excess-profits  taxes,  there  is 
no  excess-profits  tax  against  which  you  could  deduct  lO-percent 
post-war  deduction,  and  as  a  result  no  resei-ves  are  set  up  for  that 
period  of  reconversion  when  liquid  capital  will  be  needed. 

Mr.  Alvord.  The  post-war  credit  is  not  a  deduction,  Mr.  Dewey, 
but  the  point  you  make  is  absolutely  true.  The  renegotiation  officials 
have  said  to  the  Congress:  "Gentlemen,  you  did  not  know  what  you 
were  doing  when  you  set  up  a  post-war  credit  of  10  percent  of  the 
excess-profits  taxes  because^very  pgnfiy  we  recapture  just  reduces 
the  post-war  credit  bylO_pejcent_of^^  You  do  notnget 

the  post-war  credit  which  meT^ongressthought  you  should  have,  and 
to  the  extejxt  that  exce§siv.e  profits  are  recaptur^dj^  the  poat^war  credit 
provisions  of  the^evenue  Act  of  1942  disappear. 

Mr.  Dewey.  Under  your  suggestion,  or  imder  any  suggestion,  is 
it  necessary  that  that  10  percent  post-war  credit  shoiud  be  computed 
on  corporate  taxable  income  prior  to  recapture? 

Mr.  Alvord.  Yes.  The  post-war  credit  works  this  way,  Mr. 
Dewey:  I  pay  $100,000  of  excess  profits. 

Mr.  Dewey.  Yes. 

Mr.  Alvord.  At  either  the  90-percent  rate  or  the  80-percent  rate,  I 

Mr.  Dewey.  Yes. 

Mr.  Alvord.  The  post-war  credit  provisions  say  that  I  shall' 
receive,  sometime,  a  bond  in  the  amount  of  10  percent  of  that  $100,000, 
or  $10,000.    That  bond  becomes  mine. 

Mr.  Dewey.  Yes. 

Mr.  Alvord.  Now,  we  have  a  lot  of  trouble  with  respect  to  futui 
adjustments  because  it  may  finally  be  determined  that  my  tax  liability 
was  $1,000,000,  or  it  may  be  finally  determined  my  tax  liability  was 
zero.  That  is  just  one  of  the  technical  practical  problems  in  connec- 
tion with  your  existing  post-war  credit  provisions,  but  you  do  get  10 
percent  of  the  tax  finally  determined. 

Mr.  Dewey.  But  if  there  is  a  recapture  of  $100,000? 

Mr.  Alvord.  The  $IU;000-post-w«r  credit  is  lost. 

Mr.  Dewey.  Therefore  my  ^theory  is  the  computation  should  be 
^ade  before  recapture  as  long  as  the  law  stands  as  it  is. 
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Mr.  Alvord.  That  would  be  the  solution,  I  think,  Mr.  Dewey. 
That  is,  have  the  law  provide  that  in  the  computation  of  post-war 
credit  that  computation  shall  bej[)^8ed  upon  tiia_^cesa=4jrQfits  tox 
which  would  have  been  paid  had  the  refund  not  been  made. 

Mr.  Dewey.  Thank  you  very  much. 

The  Chairman.  Mr.  Lynch. 

Mr.  Lynch.  Mr.  Alvord,  I  was  rather  pleased  when  I  heard  your 
testimony  to  the  effect  that  you  thought  that  production  was  more 
necessary  than  pricing  in  this  war  effort,  and  that  you  felt  the  procure- 
ment officers  of  the  various  services  had  done  a  relatively  good  job. 

Mr.  Alvord.  They  have  gotten  the  goods. 

Mr.  Lynch.  They  have  gotten  the  goods. 

Mr.  Alvord.  And  they  got  them  quickly. 

Mr.  Lynch.  And  they  have  got  them  quickly,  and  they  did  not 
very  much  care  about  the  price  when  they  got  them.  The  only  thing 
they  were  concerned  with,  they  wanted  to  get  the  tanks,  airplanes, 
and  what  not,  and  they  did  get  them. 

Mr.  Alvord.  Very  true,  sir. 

Mr.  Lynch.  As  a  result  of  that,  whatever  military  success  we  have 
had  thus  far  is  due,  in  large  part,  to  the  fact  that  we  did  get  the 
production. 

Now,  I  was  rather  disappointed,  however,  when  you  did  not  carry 
that  through  as  I  thought  probably  you  should  when  you  said  that 
they  were  concerned  only  with  production  and  we  were  not  so  much 
concerned  with  price. 

Mr.  Alvord.  More  concerned  with  production. 

Mr.  Lynch.  More  concerned  with  production  than  they  were  with 
price,  and  that  you  felt  that  under  those  circumstances  whether  or  not 
there  were  excess  profits — of  course,  you  did  not  say  this,  but  this  is 
as  I  took  the  tenor  of  your  statement — whether  or  not  they  were  ex- 
cessive profits,  that  no  effort  should  be  made  to  recapture  those  excess 
profits  except  through  revenue  tax  laws.     That  in  substance  is  correct? 

Mr.  Alvord.  That  is  absolutely  correct.  Once  those  profits  have 
been  reahzed,  Mr.  Lynch. 

Mr.  Lynch.  Now,  it  seems  to  me  that  that  is  hardly  fair  to  the 
Government  that  had  to  go  out  into  the  market  and  had  to  make  pur- 
chases without  competition  and  any  price  that  industry  could  charge 
would  have  to  be  paid  by  the  Government.  I  do  not  think  that  is  fair 
either  to  the  Government  or  to  the  taxpayer. 

Mr.  Alvord.  That  is  not  quite  the  situation,  Mr.  Lynch,  but  let 
us  assume  that  it  is. 

Mr.  Lynch.  It  is  the  situation  in  a  great  many  instances. 

Mr.  Alvord.  That  is  true.  In  any  event,  the  price  which  is  agreed 
upon  finally  proves  to  be  much  too  high. 

Mr.  Lynch.  That  is  right,  and  as  an  evidence  of  that  you  have  the 
case  that  I  cited  the  other  day  where  General  Motors  Corporation 
found  out,  much  to  their  surprise,  that  they  had  apparently  been  in 
the  way  of  making  some  $550,000,000  which  they  thought  excessive, 
and  that  has  been  returned  to  the  Government  either  by  dkect  pay- 
ment or  by  a  reduction  in  price,  or  by  a  reduction  in  the  future  price 
of  material. 

Now,  that  being  so,  do  you  not  think  that  it  was  merely  proper  to 
have  a  body  that  would  go  out  and  tiy  to  renegotiate  and  see  what 
the  fair  price  of  that  material  was  so  that  the  thing  that  you  wanted 
to  see  accomplished,  and  the  thing  the  Government  wanted  to  see 


accomplished — there  would  be  no  excessive  profits — would  in  fact 
become  a  reality? 

Mr.  Alvord.  Let  me  point  out  one  or  two  things  before  I  answer 
your  question  specifically. 

We  do  not  propose  to  disturb  the  system  of  voluntarily  reducing 
prices  or  the  system  of  voluntarily  refunding  profits  in  heu  of  reducing 
prices. 

Mr.  Lynch.  I  understand  that. 

Mr.  Alvord.  The  system  that  you  described  was  the  system  that 
was  in  force  prior  to  the  act  of  April  28,  1942.  You  had  the  Price 
Adjustment  Boards  rather  recently  set  up,  but  they  were  set  up, 
designed  to  do  exactly  that  thing.  No  power  other  than  power  of 
persuasion,  which  frequently  enough  was  exercised.  I  suppose  I 
probably  was  a  party  to  one  of  the  first  voluntary  refunds  which  was 
made.  We  knew  that  the  profits  we  had  realized  were  excessive  and 
we  thought  they  ought  to  be  refunded  independent  of  the  tax  law. 
The  1942  act  did  not  happen  to  be  in  force  then.  This  happened  to  be 
1941  profit. 

Now,  that  system  can  still  stand.  Any  time  any  citizen  wants  to 
pay  to  the  Government  of  the  United  States  any  amount  of  money 
that  he  decides  should  be  paid,  he  has  that  privilege,  and  he  always 
has  had  that  privilege.     Sometimes  you  run  into  some  practical  snags. 

Mr.  Lynch.  Do  you  not  think  that  it  is  rather  the  unusual  case 
and  it  is  only  done  probably  by  some  large  corporations  which  have 
fear  of  losing  the  public  goodwill  that  they  have  built  up  over  a 
period  of  years,  do  you  not  think  it  is  only  in  those  few  instances 
where  businessmen  voluntarily  come  to  the  Government  without  any 
suggestion  on  the  part  of  the  Government  and  give  back  money? 

Mr.  Alvord.  I  do  not  think  so,  Mr.  Lynch,  but  I  am  willing  to 
make  that  concession  if  it  is  leading  up  to  another  question. 

Mr.  Lynch.  Do  you  know  of  any  instance  where — ^let  me  put  it 
this  way,  one  instance  would  not  be  enough — of  all  the  15,000  or 
20,000  contracts  that  are  to  be  renegotiated  outside  of  all  the  other 
thousands  upon  thousands  of  contracts  and  subcontracts,  do  you  know 
of  one  one-hundredth  of  1  percent  of  contractors  who  have  volun- 
tarily come  to  the  Government  without  any  suggestion  on  the  part  of 
the  Government  and  said,  "Here  is  our  check.  We  have  made  too 
much  money  on  our  war  production"? 

Mr.  Alvord.  I  think  the  general  policy  of  price  reduction  upon 
future  deliveries  has  been  adopted  by  a  very  large  number  of  con- 
tractors. That  is  what  your  procurement  oflScers  are  doing  all  the 
time.     That  does  not  answer  your  question. 

Mr.  Lynch.  That  does  not  answer  the  question. 

Mr.  Alvord.  With  respect  to  profits  already  realized,  I  am  per- 
fectly willing  to  concede  that  only  an  hifinitesimal  percentage  of  con- 
tractors voluntarily  make  refunds  to  the  Government  of  the  amount 
which  somebody  else  thinks  excessive. 

Mr.  Lynch.  That  is  a  question  of  fact,  what  is  excessive.  That  is 
the  whole  nub. 

Mr.  Alvord.  That  is  the  whole  nub,  yes. 

Mr.  Lynch.  Do  you  not  think  under  those  circumstances  that  it 
Was  necessary  for  the  Government  to  enact  some  kind  of  law  that 
would  bring  the  price  of  this  material  down? 
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Mr.  Alvobd.  Well,  1  attempted  to  draw  the  line  between  prices 
and  excessive  profits  because  I  thought  that  might  be  where  you  were 
leading  in  your  question. 

I  tlunk  I  understand  your  question.  Certainly,  Congress  should 
pass  a  law  making  it  impossible  for  war  contractors,  and  civilian 
contractors,  for  that  matter,  to  retain  in  their  pockets  profits  which 
in  the  mind  and  view  and  judgment  of  the  Congress  are  excessive,  and 
you  have  done  it. 

Mr.  Lynch.  Well,  I  understood  you  to  say  that  there  was  no  present 
necessity  for  the  repeal  of  the  Renegotiation  Act  pending  any  possible 
strengthenii^  of  the  income-tax  laws. 

Mr.  Alvord.  My  statement  was  quite  to  the  contrary.  My 
statement  was  there  is  every  necessity  for  repeal  of  the  recapture  pro- 
vision; there  is  no  justification  for  leaving  them  in  the  law. 

Mr.  Lynch.  In  any  event? 

Mr.  Alvord.  In  any  event. 

Mr.  Lynch.  So  that  you  think  that  even  with  those  contractors 
who  made  these  excessive  profits  in  the  beginning  of  1942,  profits  which 
we  will  assume  to  be  imconscionable — for  instance,  where  a  man  had 
an  invested  capital  of  $600,000  and  he  made  in  1  year  $700,000  on  his 
investment — ^you  do  not  think  that  the  Government  should  renegotiate 
those  contracts  out  of  which  he  had  obtained  that  $700,000? 

Mr.  Alvord.  Without  knowing  many  more  facts,  Mr.  Lynch,  I 
cannot  concede  even  in  the  case  you  have  put,  $700,000,  or  any  sub- 
stantial part  of  it  is  excessive.  But  let  us  agree  that  some  of  it  is 
excessive  so  I  can  answer  yoiu*  question  specifically. 

Mr.  Lynch.  And  I  think  we  ought  to  be  able  to  agree  on  the  fact 
that  $700,000  profit  in  1  year  on  a  $600,000  investment  is  excessive 
in  wartime. 

Mr.  Alvord.  Not  at  all,  Mr.  Lynch. 

Mr.  Lynch.  You  do  not  think  so? 

Mr.  Alvord.  No,  sir.  The  reason  you  wrote  the  earnings  base 
into  the  statute  is  because  the  investment,  particularly  where  Amer- 
ican ingenuity  is  responsible  for  profits,  is  not  a  proper  guide.  It 
is  possible  that  same  gentleman  with  no  more  investment  in  the 
business  during  the  base  period  made  $1,000,000.  I  must  know 
more  facts  before  I  can  agree  that  any  part  of  the  $700,000  is  excessive, 
but  let  us  assume  that  some  part  is. 

Mr.  Lynch.  Let  us  not  assume  that  some  part  is.  We  will  go  back 
to  your  statement.  Now,  you  say  that  in  your  opinion  it  is  quite 
conceivable  that  on  a  $600,000  investment,  $700,000  profit  in  one  year, 
or  even  $1,000,000  in  one  year — and  I  assume  that  you  would  go  on 
up  to  even  $10,000,000  or  $20,000,000? 

Mr.  Alvord.  I  will  go  to  $50,000,000. 

Mr.  Lynch.  To  any  amount? 

Mr.  Alvord.  That  is  right. 

Mr.  Lynch.  Would  not  be  excessive? 

Mr.  Alvord.  Because  I  know  of  cases  where  investment  has 
absolutely  nothing  to  do  with  profit.  That  is  true  in  every  case 
where  success  is  due  to  the  ingenuity,  the  brains,  the  abiHty,  of  the 
individual  rather  than  the  financial  strength  of  a  large  corporation. 

Mr.  Lynch.  Do  you  beheve,  then,  because  a  man  has  brains,  that 
in  time  of  war  he  is  to  be  recompensed  for  the  use  of  his  brains  in  the 
production  of  war  material  to  such  an  extent  that  in  1  year  he  might 


get  $1,000,000  or  $10,000,000  out  of  the  war  effort  because  of  using  his 
brains  in  the  war  effort,  just  like  a  man  who  uses  his  hands  in  the  war 
effort? 

Mr.  Alvord.  I  will  make  this  statement  unqualifiedly:  If,  under 
the  excess-profits  tax  laws  as  they  now  stand,  he  has  left  less  than  his 
excess-profits  tax  credit,  then  he  has  no  excessive  profits.  He  has 
none  applying  the  definitions  which  you  gentlemen  wrote — and  I 
realize  quite  fully  there  was  dissent  on  these  principles — into  the 
1940  act,  the  1941  and  the  1942  acts — and  I  trust  in  every  excess- 
profits  tax  act  you  will  use  as  the  measure  of  normal  profit  the  abiHty 
to  earn  profits  in  some  prior  period,  picking  as  normal  a  period  as 
you  can. 

Mr.  Lynch.  Have  you  finished? 

Mr.  Alvord.  Yes. 

Mr.  Lynch.  Let  us  go  back  to  the  question:  Do  you  think  that  if  a 
man,  by  reason  of  his  genius  or  his  ingenuity  or  brains  or  something 
else  besides  his  capital,  uses  that  in  time  of  war  to  aid  this  country  in 
the  war  effort,  do  you  think  that  he  is  entitled  to  get  for  these  services 
$1,000,000,  $10,000,000,  $100,000,000,  regardless  of  the  amount  that 
he  gets  simply  because  of  the  employment  of  his  genius  for  production? 

Mr.  Alvord.  Plus  the  fact  that  he  had  earned  the  same  amount  in 
the  prior  nonwar  period. 

Mr.  Lynch.  Now  you  are  putting  in  something  entirely  different. 
.    Mr.  Alvord.  Not  at  all. 

Mr.  Lynch.  We  are  talking  about  war  profits. 

Mr.  Alvord.  Not  in  the  shghtest.  We  have  been  talking  about 
excessive  profits. 

Mr.  Lynch.  I  am  talking  about  the  man  who  has  the  genius  and 
has  the  ability,  and  in  time  of  war  you  say  if  he  employs  that  to  the 
advantage  of  his  country  he  is  entitled  to  anything  that  he  can  get. 
That  is  what  your  statement  really  is. 

Mr.  Alvord.  Mr.  Lynch 

Mr.  Lynch.  I  think  that  is  your  statement. 

Mr.  Alvord.  I  do  not  think  I  came  anywhere  near  making  that 
statement,  and  if  you  misunderstood  it,  let  me  go  over  it  again.  One 
measure  of  what  that  man  is  entitled  to  get  during  the  period  of  the 
war,  before  he  has  excess  profits,  is  what  he  earned  in  a  pre-war 
period.  If  his  brains,  his  abilitjr  earned  X  dollars — ^you  can  fiU  in  your 
own  amount — in  the  base-penod  years,  assuming  that  his  invested 
capital  is  away  below  his  earning  power,  and  his  earning  power  is 
represented  by  his  own  ingenuity  and  ability  and  experience — then  I 
agree  precisely  with  the  Congress  that  he  should  be  able  to  earn  that 
same  X  mmiber  dollars  in  the  war  period  before  he  has  excessive 
profits.  And  I  am  inclined  to  think  that  the  Government  could 
probably  afford  to  pay  that  type  of  fellow  much  more  than  they 
^ave  in  order  to  get  his  brains  and  abihty  and  genius  into  war 
production. 

2^^n '  -^T^.^^-  Now,  you  take  the  case  of  a  man,  any  one  of  the 
*?>000  millionaires  that  were  made  during  the  last  war,  a  man  who 
$^  nn^^  come  anywhere  near  to  making  a  million  dollars  a  year,  or 
a  H  v?'^^^  a  year,  until  the  war  effort  came  along,  and  he  has  genius 
M  he  has  brains  and  he  has  employed  his  genius  and  his  brains  to 
^e  extent  where  he  makes  for  himself  a  profit  of  say  five  or  ten 
'^^lon  dollars.     Do  you  think  under  those  circumstances  that  that 
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man  is  entitled  to  that  tremendous  income,  that  it  is  justifiable  in 

time  of  war?  ,    ,     ^  a        i. 

Mr.  Alvord.  Mr.  Lynch,  I  will  defend  the  Revenue  Act  of  1942 
as  it  applies  to  that  man  anywhere  in  this  country.  Let  me  tell  you 
what  you  do  under  that  act — leaving  invested  capital  out  for  the 
present.  We  find  out  what  that  man  earned  dm-ing  this  pre-war 
period.  It  may  be  a  Uttle  bit  complicated,  with  determinations  and 
adjustments,  but  we  will  forget  that  for  the  moment.  We  find  out 
what  his  excess-profits  tax  credit  is.  Let  us  say  it  is  X  dollars. 
Perhaps  we  ought  to  find  some  way  to  adjust  that  upward  for  persons 
such  as  you  describe.  But  so  fai,  the  ingenuity  of  man,  of  your  own 
experts,  has  not  been  able  to  work  out  a  system,  so  that  he  is  limited 
to  his  average  base  period  earnings,  which  are  X  dollars.  If  he  earns 
a  dollar  more  than  that,  whether  or  not  on  war  production,  during 
1942  or  1943,  he  will  pay  90  cents  of  that  dollar  to  his  Government. 
He  has  10  cents  left.  Now,  suppose  he  distributes  that.  His  busi- 
ness is  a  corporation.  He  distributes  that  to  himself  as  a  stock- 
holder. How  much  of  that  10  cents  does  he  have  left?  The  average 
will  be  about  3  cents. 

Mr.  Lynch.  I  think  you  are  changing  the  subject  completely. 

Mr.  Alvord.  I  do  not  think  so. 

Mr.  Lynch.  You  are  referring  again  to  the  tax  law.  Now  let  me 
take  the  case  of  a  company  that  made  $12,000,000  in  1941  and  $50,- 
000,000  in  1942  as  a  result  solely  of  war  production.  They  may  have 
done  it  unwittingly,  of  course,  I  admit.  They  may  not  have  mcreased 
their  prices  for  the  material.  But  this  great  volume  of  production 
that  they  are  able  to  put  into  the  war  effort  makes  it  possible  for  them 
to  make  this  $50,000,000  of  profit.  Now,  I  quite  agree  with  that, 
but  my  point  is  this:  Do  you  not  believe  it  would  be  far  better, 
and  that  it  is  far  better,  to  have  some  Renegotiation  Act,  such  as  we 
have,  which  by  reason  of  its  very  existence  now  will  force  prices  down, 
will  make  industry  a  Uttle  more  careful  as  to  the  prices  that  they 

charsre  ? 

Mr.  Alvord.  That  does  not  happen  to  be  our  conclusion  as  to  the 

effect,  but  let  us 

Mr.  Lynch.  At  least,  that  is  my  conclusion. 

Mr.  Alvord.  Yes,  sir;  there  may  be  a  difference  of  opimon  on  that. 

Mr.  Lynch.  In  the  question  that  I  am  going  to  propound,  that  is 
my  conclusion.  They  make  this  $50,000,000.  Do  you  not  tlunk 
that  imder  those  circumstances  the  Government  is  wholly  justilied  in 
renegotiating  that  price,  when  they  did  not  know  when  the  contract 
was  entered  into,  nor  did  the  management,  what  the  cost  of  produc- 
tion would  be?  ,.     ,        ,  ,.      •  j.i/1 

Mr.  Alvord.  If  that  $50,000,000  was  realized  on  deliveries  made  to 
the  Government,  then  I  tell  you  without  fear  of  substantial  criticism 
by  anyone,  leaving  out  the  opponents  of  our  alternate  bases  of  com- 
puting the  excess  profits  tax  credit 

Mr.  Lynch  (interposing).  And  leaving  me  out.  , 

Mr.  Alvord.  You  were  not  on  the  committee  in  those  days,  so  a 
do  not  know  how  you  stand  on  that.  But  the  computation  o 
normal  profits  was  a  matter  of  considerable  debate,  and  differences  o 
opinion.  That  is  why  we  have  Congress,  to  iron  out  differences  o 
opinion  and  to  determme  principles  and  standards  of  general  ^VV^^ 
tion  throughout  the  country.  Now,  whatever  he  has  left  after  tax 
is  not  excessive  unless  he  happens  to  be  in  this  10-percent  group 


cases.    I  suspect  that  is  case  C  under  Mr.  Karker's  table;  I  am  not 
sure.    It  sounds  a  little  like  it. 

Mr.  Lynch.  No;  that  was  not  case  C.     I  just  happened  to  hear 
about  it,  but  I  did  not  have  the  opportunity  to  cross-examine  about  it. 
y[x.  Alvord.  It  sounds  a  little  like  that  case,  but  I  do  not  know 
enough  of  the  facts  to  tell  you  what  would  be  left  after  taxes. 

I  will  almost  guarantee  to  you  that  he  will  not  have  left  under  the 
present  tax  laws  one  single  penny  of  excessive  profits.     Just  look  at 
vour  tax  system ;  a  90  percent  rate  of  excess-profits  tax. 
'  Mr.  Lynch.  It  may  not  be  90  percent.     Does  not  that  depend 
largely  upon  his  base  period? 

Mr.  Alvord.  If  he  is  not  in  excess-profits  brackets,  then  it  is  a 
40  percent  rate.  But  we  start  with  the  assumption  that  he  has  excess 
profits  and  if  he  has,  90  percent  of  them  will  be  paid  into  the  Treasury 
under  the  present  law.  Quite  true,  the  post-war  credit  will  apply 
and  perhaps  thereafter,  the  carry-back  provisions.  At  any  rate,  90 
percent  goes  to  the  Treasury.  He  keeps  10  percent.  Then  he  dis- 
tributes.    Say  he  distributes  half  of  that  to  his  stockholders.     The 

I  corporation  keeps  5  percent  and  gambles  on  future  losses  as  to  that 
5  percent.  If  they  win,  the  stockholder  eventually  will  get  money. 
If  they  lose,  he  gets  nothing.  So  you  cannot  figure  much  on  that 
5  percent;  5  percent  goost  to  the  stockholder,  and  the  chances  are  that 
under  the  present  rates  about  2)^  percent  will  be  left.  Bear  in  mind 
that  you  levy  a  50  percent  rate  on  a  $14,000  net  income;  that  is  a  little 
bit  stiff.     And  you  put  a  24  percent  rate  upon  the  first  dollar  of  net 

t income.     And  a  93  percent  rate  on  all  income  in  excess  of  $200,000. 
Mr.  Lynch.  Well,  we  are  at  war.     Wliy  raise  a  question  about  the 

I  rates? 
Mr.  Alvord.  Mr,  Lynch,  I  am  not  criticizing  the  rates  in  the 

I  slightest.  If  you  want  my  straight-out  opinion,  I  think  the  Revenue 
Act  of  1942  was  an  excellent  job,  and  I  think  Congress  knew  what  it 
Avas  doing  when  it  wrote  it.  That  5  percent  goes  to  a  stockholder.  I 
will  suppose  that  on  the  average  more  than  50  percent  of  that  goes  to 
the  Treasury.  The  stockholder  gest  2^  cents  out  of  every  dollar  of  net 
income  which  the  corporation  has  made.  That  is  not  going  to  be  very 
excessive,  even  if  you  have  a  net  income  of  $50,000,000,  Mr.  Lynch. 
Mr.  Lynch.  Mr.  Alvord,  here  is  the  way  it  appears  to  me.  I  never 
licard  of  any  businessmen  coming  down  and  saying  they  were  perfectly 

K'illins^  to  pay  excess-profits  taxes,  or  receive  so  many  letters  saying 
that  they-^were  ready  to  pay  excess- profits  taxes  as  since  we  have 

ptarted  these  renegotiation  heariiigs.     I  am  beginning  to  believe  that 
the  excess^^profiirtaTis  really  a  popular  measure,  especially  among 
these  big  corporations. 
Mr.  Cooper.  It  would  be  interesting  to  hear  this  same  man  when 

|hp  comes  back  on  that  subject. 
Mr.  Alvord.  Correct,  Mr.  Cooper;  and  I  know  exactly  what  I  am 

ping  to  tell  you. 
Mr.  Lynch.  However,  when  it  comes  to  putting  into  effect  what 

perybody  now  says  they  are  for,  and  that  is  that  there  shall  not  be 

Kdue  profits  made  out  of  this  war,  the  whole  story  seems  to  change. 
1  have  come  to  the  firm  conclusion  that  the  industries  of  this  country 

Rought  that  it  was  just  a  saying,  that  there  was  no  sincerity  in  it, 

r'hen  the  administration  said  in  the  beginning  of  the  war  that  there 

poiild  be  no  war  millionaires,  and  no  unreasonable  profits. 
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Now,  in  your  statement,  as  I  remember  it,  or  sometime  during  the 
examination  later  on,  I  think  you  stated  that  the  Price  Adjustment 
Boards  do  not  allow  State  income  taxes  in  their  computations. 

Mr.  Alvord.  That  is  true,  sir. 

Mr.  Lynch.  I  think  you  are  in  error  in  that,  Mr.  Alvord.  I 
believe,  and  I  think  probably  now  that  your  memory  is  refreshed 
you  will  agree  with  me,  that  payments  made  to  States  on  income 
taxes  are  taken  into  consideration  and,  as  a  matter  of  fact,  if  there  is 
any  reduction,  the  contractor  has  to  pay  the  reduction  back  to  the 
Government;  is  not  that  right? 

Mr.  Alvord.  You  are  talking  now  about  another  problem,  Mr. 
Lynch.  If  corporation  X  has  paid  to  the  State  of  Pennsylvania,  for 
example,  a  tax  of  $100,000  and  if,  as  a  result  of  renegotiation,  it  is 
subsequently  decided  in  the  State  of  Pennsylvania  that  he  should 
only  have  paid  $80,000  instead  of  $100,000,  then  that  $20,000  goes 
to  Washington.  That  is  another  problem  than  the  one  that  I  stated. 
The  $100,000  will  be  allowed  as  a  deduction  in  computing  excessive 
profits.     Is  not  that  so,  Mr.  Mcintosh? 

Mr.  McIntosh.  No;  it  is  allowed  as  a  deduction  always,  in  every 
case.  The  provision  for  the  refund  would  only  have  effect  because  it 
is  only  necessary  because  of  the  determination  of  the  fact  that  it  sub- 
sequently does  not  have  to  be  paid  and  the  taxpayer  gets  credit, 
Instead  of  keeping  that,  he  has  turned  that  over,  because  the  full 
amount  of  the  tax  must  be  allowed. 

Mr.  Alvord.  Thank  you  very  much  for  the  correction. 

Mr.  Lynch.  Now,  you  mentioned  something  about  the  10  percent 
reserve  prior  to  recapture  by  renegotiation.  That  was  in  response  to 
Mr.  Dewey. 

Mr.  Alvord.  The  post-war  credit? 

Mr.  Lynch.  The  post-war  credit. 

Mr.  Alvord.  Yes,  sir. 

Mr.  Lynch.  And  you  thought  that  that  post-war  credit  of  10  per- 
cent, insofar  as  renegotiation  is  concerned  now — I  am  not  talking  now 
about  the  tax  bill — were  you  referring  to  the  10  percent  post-war  credit 
insofar  as  the  income  tax  bill  is  concerned  now,  or  were  you  referring 
to  the  10  percent  post-war  credit  that  should  be  had  prior  to  renegotia- 
tion? . 

Mr.  Alvord.  Mr.  Dewey's  question  and  my  answer  were  confined 
to  the  provisions  of  the  present  law  relating  to  post-war  credits. 

Mr.  Lynch.  Then  I  misunderstood  you.  I  misunderstood  both 
the  question  and  the  answer.     That  is  all,  Mr.  Chairman. 

Mr.  Alvord.  I  wonder  if  I  could  just  make  one  statement?  Mr. 
L.  H.  Parker  made  a  very  exhaustive  survey  of  what  happened  to  the 
23,000  millionaires  created  by  the  last  war.  I  think  you  will  find  thai 
interesting  to  read. 

Mr.  Lynch.  No  matter  what  happened 

Mr.  Alvord.  I  am  not  defending  them,  bear  in  mind.  We  should 
not  create  them  now,  I  quite  agi-ee. 

Mr.  Lynch.  No  matter  what  happened  to  them,  they  came  into 
existence. 

Mr.  Alvord.  That  is  right. 

Mr.  Dewey.  Wlien  was  the  excess-profits  tax  put  on  in  the  last 
war? 

Mr.  Lynch.  They  came  into  existence  and  neither  you  nor  I  want 
to  see  another  23,000  millionaires  created  as  a  result  of  the  war  effort- 


Mr.  Alvord.  As  to  that  we  agree. 

Mr.  Cooper.  These  poor  corporations,  with  these  little  5  perconts 
and  little  2%  percents  that  you  have  been  talking  about,  they  retained 
$24,000,000,000  after  taxes  during  the  last  3  war  years. 

Mr.  Alvord,  May  I  make  one  statement  in  reply  to  that?  Those 
were  the  Treasury  figures,  I  think.  I  do  not  know  that  it  was 
$24,000,000,000.     It  seems  to  me  that  it  was  $12,000,000,000  after 

taxes. 

Mr.  Cooper.  After  dividends. 

Mr.  Alvord.  You  are  right,  $12,000,000,000  after  dividends. 

Mr.  Cooper.  $24,000,000,000  after  the  payment  of  taxes  and 
$12,000,000,000  after  the  payment  of  dividends. 

Mr.  Alvord.  Mr.  Cooper,  before  you  attribute  any  particular 
significance  to  that,  please  have  the  Treasury  give  you  also  the 
corresponding  increases  in  liabilities  and  you  will  see  that  those 
liabiUties  will  far  exceed  the  $12,000,000,000. 

Mr.  Dewey.  Wlien  was  the  excess-profits  tax  put  into  effect  during 
World  War  No.  1?  When  did  World  War  No.  1  start,  so  far  as  the 
United  States  was  concerned? 

Mr.  Alvord.  For  my  purposes,  and  I  think  for  yours,  it  started 
on  the  6th  of  April,  1917. 

Mr.  Dewey.  When  was  the  tax  bill  put  into  effect? 

Mr.  Alvord.  It  was  not  quite  an  excess-profits  tax,  but  they  had 
an  increase 

Mr.  Dewey.  When  did  the  personal  income  and  corporation  tax 
become  effective  in  the  last  World  War? 

Mr.  Alvord.  For  the  calendar  year  1918  it  was  enacted  in  February 
of  1919,  as  I  recall. 

Mr.  Dewey.  And  that  was  when  the  excess-profits  tax  went  into 

effect? 

Mr.  Alvord.  No,  sir.  You  remember  there  was  the  act  of  March 
3,  1917,  which  was  then  superseded  almost  immediately  by  another 
act  which  was  passed  October  3,  1917.  The  real  war  profits  tax,  an 
excess-profits  tax,  was  the  Revenue  Act  of  1918,  passed  in  February 
1919. 

Mr.  Dewey.  Do  you  recall  what  were  the  first  corporation  profit- 
tax  rates? 

Mr.  Alvord.  In  1918  you  had  two  rates,  a  flat  12  percent  normal 
tax  and  an  80  percent  rate  on  what  was  called  war  profits. 

Mr.  Dewey.  And  those  became  effective  when? 

Mr.  Alvord.  1918.  In  1917,  there  was  a  graduated  rate  based  on 
invested  capital,  the  top  bracket  being  60  percent  on  income  in 
excess  of  33  percent  of  the  invested  capital. 

Mr.  Dewey.  The  second  war  year? 

Mr.  Alvord.  That  is  right. 

Mr.  Dewey.  The  war  had  been  going  on  for  1  year? 

Mr.  Alvord.  That  is  right. 

Mr.  Dewey.  And  prior  to  that,  we  had  been  dealing  with  the 
Allies  since  August  1914? 

Mr.  Alvord.  That  is  right. 

Mr.  Dewey.  That  is,  many  of  these  corporations  had  been.  So 
is  it  not  a  fact  that  most  of  the  profits  were  made  prior  to  our  entry 
into  the  war? 
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Mr.  Alvord.  I  have  seen  statistics  proving  that.  I  have  never 
had  them  analyzed,  to  find  out  whether  they  were  accurate. 

Mr.  Dewey.  Is  it  not  a  fact  that  the  New  York  Stock  Market 
reflected  a  tremendous  gain  in  corporate  dividends  by  rising  to  very 
high  prices  prior  to  our  entry  into  the  war,  and  then  followmg  the 
time  we  entered  the  war,  fell  sharply  and  maintaining  those  prices 
at  a  plateau  of  lower  levels? 

Mr.  Alvord.  That  I  think  is  true,  Mr.  Dewey. 

Mr.  Lynch.  And  is  it  not  a  fact  that  during  that  period,  say  from 
1916  to  1919 — taking  that  as  a  comparable  area  with  1940  to  1943 — the 
net  profits  of  the  corporations  did  not  come  anvwhere  near 
$26,000,000,000? 

Mr.  Alvord.  If  you  want  to  take  the  proper  issue,  you  had  also 
better  take  gross  amounts  and  compare  them  with  gross  amounts 
during  the  Fii-st  World  War. 

Mr.  Lynch.  I  am  talking  about  profits  after  taxes. 

Mr.  Alvord.  Profits  mean  nothing  unless  you  also  compare 
activity. 

Mr.  Lynch.  After  taxes. 

Mr.  Alvord.  I  do  not  know,  Mr.  Lynch.  I  have  not  seen  those 
figures. 

Mr.  Dewey.  I  would  hke  also  to  brmg  out  the  fact  that  the  public 
debt  of  the  United  States,  when  it  was  all  over,  was  $26,000,000,000 
which  represented  the  expenditures  by  the  L^nited  States  Government 
during  the  last  war,  as  compared  with  a  public  debt  today — and  we 
have  not  yet  completed  the  war— of  $194,000,000,000. 

Mr.  Alvord.  Almost  $200,000,000,000. 

Mr.  Dewey.  Almost  $200,000,000,000.  Naturally,  there  is  that 
great  amount  of  money  flowing  into  the  channels  of  trade  because  of 
the  conduct  of  this  war,  which  naturally  means  increased  profits, 
because  so  much  money  is  being  spread  around. 

The  Chairman.  If  there  is  nothing  further,  we  thank  you,  Mr. 
Alvord,  for  the  statement  y^ou  have  made  and  the  information  you 
have  given  the  committee. 

Mr.  Disney.  Mr.  Alvord's  manuscript  has  not  been  offered  in 
evidence  yet,  Mr.  Chairman. 

The  Chairman.  Without  objection,  it  may  be  incorporated  in  the 
record  at  this  point. 

(The  matter  referred  to  is  as  follows:) 

Statement  of  Ellsworth  C.  Alvord 

(Presented  to  the  Committee  on  Ways  and  Means  of  the  U.S.  House  of  Represen- 
tatives, at  hearings  on  renegotiation  of  war  contracts.  September  16,  1943) 

Mr.  Chairman,  gentlemen,  I  am  Ellsworth  C.  Alvord,  of  Washington,  D.  C. 
I  appear  as  chairman  of  the  committee  on  Federal  finance  of  the  Chamber  of 
Commerce  of  the  United  States. 

INTRODUCTION 

Inasmuch  as  the  present  hearings  are  directed  primarily  to  renegotiation,  our 
present  discussion  and  recommendations  will  be  similarly  restricted.  However, 
the  position  we  take  is  not  based  solely  upon  the  problems  of  renegotiation.  Many 
other  problems  must  be  given  mature  consideration,  such  as  (a)  policies  and  pro- 
cedure upon  the  termination  of  war  contracts ;  (fe)  the  disppsition  of  Government- 
owned  property  and  facilities  acquired  or  financed  for  v.ar  purposes;  (c)  present 


and  future  fiscal  and  tax  policies;  and  (d)  the  financial  strength  of  industry  upon 
the  cessation  of  hostilities,  and  its  ability  to  obtain  adequate  risk  capital  and 
credit  for  peacetime  operations.  The  solution  of  these  problems  will  fix  the  place 
of  private  enterprise — the  foundation  of  our  democracy — in  the  post-war  period. 
If  private  enterprise  is  the  objective,  the  solution  becomes  simplified  and  more 
certain. 

MAURICE    KARKER 

I  am  confident  that  I  can  express  on  behalf  of  industry  the  keenest  regret  upon 
the  resignation  of  Mr.  Maurice  Karker  as  Chairman  of  the  War  Department 
Price  Adjustment  Board  which  became  effective  yesterday,  September  15.  We 
trust  that  his  health  has  not  been  seriously  impaired  by  the  unselfish,  patient,  and 
constant  devotion  of  his  time  and  strength  for  more  than  14  months  to  the  prob- 
lems and  policies  of  renegotiation. 

We  ask  the  privilege  of  joining  in  the  statement  of  the  Committee  on  Ap- 
propriations of  the  House  of  Representatives  in  its  report  on  the  Military  Estab- 
lishment appropriation  bill  for  the  fiscal  year  1944  (Rept.  No.  566,  78th  Cong., 

"The  War  Department  and  the  Government  are  exceptionally  fortunate  in 
having  a  man  of  Mr.  Karker's  experience  and  ability  and  conception  of  the  spirit 
of  the  renegotiation  statutes  in  charge  of  the  Army's  renegotiation  work.  He  is 
an  outstanding  example  of  men  of  high  caliber  who  are  making  available  their 
time  and  talents  to  the  Government." 

THE    PREVENTION    OF    EXCESSIVE    WAR    PROFITS 


Industry  insists,  and  was  among  the  first  to  insist,  that  there  must  be  no  ex- 
cessive profits  during  the  present  war;  that  the  word  "profiteer"  be  erased  com- 
pletely from  America's  current  vocabulary.  The  outstanding  accomplishments 
of  American  management  and  labor  in  war  production  for  our  armed  forces  will 
not  be  blurred  or  blotted.  There  is  neither  justification  nor  necessity  for  excessive 
war  profits. 

Can  the  earning  of  excessive  war  profits  be  prevented  in  all  cases  by  pricing? 
It  is  our  opinion  that  the  answer  must  be  "No."  If  not,  then  how  can  excessive 
war  profits  be  recovered  or  recaptured  after  they  have  been  earned?  Is  so-called 
renegotiation  the  only  or  the  best  or  the  preferable  procedure  for  reaching  into  the 
pockets  of  the  American  citizen  to  remove  a  portion  of  the  profits  he  has  already 
realized?     The  answer  again  must  be  "No.'" 


}} 


NEGOTIATION    OF    PRICES 

Negotiation  of  prices  and  timely  readjustments  of  prices  are  procurement 
functions.  Sound  procurement  policies  will,  of  course,  do  much  to  restrict  the 
future  realization  of  excessive  profits.  If  prices  were  "right,"  there  would  be  no 
excessive  profits.  But  during  war  the  first  duty  of  procurement  officers  is  to  meet 
the  demand?  of  the  military.  Production  and  deliveries  are  of  first  importance. 
Time  is  more  important  than  price.  Lives,  victory,  peace  are  involved.  Better 
a  thousand  bombers  now,  regardless  of  price,  than  10  next  month  at  a  reasonable 
price  painstakingly  computed  prior  to  awarding  the  contract. 

As  war  production  moves  into  gear  and  as  military  demands  become  more 
stabilized,  then  there  is  time  for  better  cost  estimates  and  closer  pricing.  And 
procurement  officers  and  industry  become  more  experienced.  But  under  the 
exigencies  of  war  the  military  and  industry  are  always  seeking  new  products, 
always  striving  for  improvements.     Time  is  always  more  important  than  price. 

Even  if  there  were  adequate  time,  there  are  innumerable  factors  which  make 
estimated  costs  prove  too  high.  The  efficiency,  ingenuity,  and  resourcefulness 
of  management  and  labor  and  their  tireless  insistence  upon  simplified  production 
methods;  changes  in  design;  substitution  of  cheaper  materials;  decreased  costs, 
or  better  delivery,  of  raw  materials;  increased  volume  (which  frequently,  but  not 
always,  results  in  lesser  costs) ;  increases  in  allowable  tolerances;  extensions  of 
delivery  dates;  better  facilities;  quicker  shift-over  to  new  tools  and  dies;  more 
experienced  management;  more  efficient  labor;  better  performance  by  subcon- 
tractors; allowances  for  contingencies  which  do  not  occur — these  and  many  other 
factors,  constantly  recurring,  unforeseeable,  unpredictable,  contribute  to  de- 
creased costs.  (Other  factors,  of  course,  frequently  create  increases  in  cost.) 
So  long  as  American  ingenuity  remains,  however,  even  though  procurement 
officers  and  management  cooperate  and  exercise  their  greatest  skill,  some  exces- 
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eive  profits  will  be  realized.  In  brief,  the  control  of  excessive  prices  cannot  rest 
solely  upon  sound  procurement  policies.  Accordingly,  the  second  problem  is 
presented:  How  can  excessive  profits  be  recaptured,  once  they  have  been  earned? 
Much  confusion  exists  by  reason  of  a  failure  to  distinguish  between  the  two 
distinct  policies  involved:  (1)  Negotiation  and  readjustment  of  prices;  and  (2) 
the  recovery  or  recapture  of  excessive  profits  after  they  have  been  earned.  To 
remove  all  misunderstanding  and  confusion,  we  state,  by  way  of  repetition,  our 
position  specifically:  We  are  recommending  no  change  with  respect  to  (1).  Nor 
do  we  propose  to  disturb  the  privilege  of  voluntary  refunds  by  contractors  who 
prefer  to  make  lump-sum  payments  rather  than  specific  price  adjustments.  Our 
recommendations  are  confined  to  (2) — ^that  is,  the  recapture  of  excessive  profits 
once  they  have  been  earned. 

THE  POSITION  OF  THE  ADVOCATES  OF  RECAPTURE  BY  RENEGOTIATION 

The  advocates  of  recapture  by  so-called  renegotiation  of  excessive  profits 
already  in  the  pockets  of  the  contractor  concede  that  their  approved  policies  and 
procedure  require — 

(1)  The  delegation  by  the  Congress  to  executive  officials  of  unlimited  legislative 
power,  including  the  power  to  ignore  laws  duly  enacted  by  the  Congress — and  the 
Congress  must  prescribe  no  standards  to  guide  them,  or  by  which  the  propriety  of 
their  actions  can  be  judged; 

(2)  The  power  to  redelegate  to  subordinates  of  their  own  choosing  all  or  any  of 
the  unlimited  legislative  powers  leceived  from  the  Congress — and  the  statute  must 
impose  no  limitations  upon  the  power  to  redelegate  and  no  standards  for  the 
exercise  of  the  legislative  powers  so  delegated; 

(3)  That  the  legislative  rules  so  prescribed  by  them  may  be  altered,  amended, 
supplemented,  or  repealed  at  the  will  of  an  ever-changing  personnel — and  the 
citizen  can  be  afforded  no  protection; 

(4)  The  exercise  by  an  executive  official,  or  by  a  subordinate  of  his  own  choosing, 
of  judicial  power  to  apply  to  specific  cases  the  legislative  rules  so  prescribed  by 
them,  whether  or  not  those  rules  have  been  published  and  whether  or  not  they 
have  been  or  will  be  applied  to  others — and  the  exercise  of  that  judicial  power 
must  be  uncontrolled  and  uncontrollable,  and  none  of  the  accepted  principles 
invariably  prescribed  for  the  exercise  of  judicial  power  must  be  applicable.  That 
is,  there  need  be  no  requirement  of  due  notice;  no  reasonable  opportunity  to  be 
heard;  no  record  of  the  proceedings;  no  findings  of  fact  based  upon  an  established 
record;  and  no  formal  decision; 

(5)  That  there  must  be  no  effective  appeal  to  superior  executive  officers  from 
the  judicial  decisions  of  the  subordinates — and  any  attempt  to  appeal  must  be 
discouraged; 

(6)  That  there  must  be  no  review  by  or  appeal  to  the  courts  from  their  judicial 
decisions,  even  of  the  constitutionality  of  the  statute: 

(7)  That  under  the  above  circumstances  they  may  choose  those  who  have 
earned  excessive  profits  and  those  who  have  not,  their  determinations  being 
governed  solely  by  the  particular  rules  they  may  wish  to  apply  in  the  particular 
case — and  their  determination  must  be  final; 

(8)  That  under  the  above  circumstances,  they  may  determine  how  much  of 
the  profits  in  the  pocket  of  each  person  so  selected  are  in  their  opinion  excessive — 
and  they  cannot  apply  the  same  principles  to  his  neighbor  or  his  competitor; 

(9)  That  under  the  above  circumstances,  they  may  reach  into  the  pockets  of 
any  American  citizen  who  has  contributed  to  war  production  and  take  out  as 
much  or  as  little  as  in  their  opinion  is  excessive — and  then  silence  his  objections 
by  "persuasion,"  misstatements  of  fact,  threats,  or  duress; 

(10)  That  they  must  have  the  power  to  bankrupt  every  or  any  war  contractor 
or  subcontractor — and  the  exercise  of  that  power  must  likewise  be  uncontrolled 
and  uncontrollable; 

(11)  That  if  power  is  granted  to  act  for  the  benefit  of  a  contractor  (i.  e.,  power 
to  renegotiate  "upward"),  that  power  must  be  most  carefully  circumscribed, 
limited  and  guarded — but  these  "safety"  provisions  must  not  be  applicable  to 
the  power  to  act  to  the  detriment  of  a  contractor; 

(12)  That  there  can  be  no  finality,  for  every  change  in  the  statute  must  be 
applied  retroactively — and  closing  agreements  assuring  finality  are  ineffective; 

(13)  That  fundamental  principles  of  American  democracy  and  constitutional 
government,  and  legislative  precedents,  must  be  disregarded  and  discarded^ — 
and  we  must  accept  a  government  by  men  and  not  by  law ; 


(14)  That  every  war  contract  entered  into  by  the  Government  of  the  United 
States  of  America  must  be  but  a  scrap  of  paper. 

If  the  law  is  dangerous  and  un-American,  as  they  concede  it  to  be,  is  there  no 
ipfis  dangerous  and  more  American  method  available? 

Before  attempting  a  discussion  of  this  question,  let  us  review  specifically  and 
carefully  how  the  powers  conferred  have  been  exercised. 

DISCRIMINATIONS   UNDER   PRESENT   LAW   AND   POLICIES 

It  is  impossible  to  enumerate  all  the  discriminations  resulting  from  the  present 
law  the  general  principles  promulgated  thereunder,  and  their  administration. 
The  advocates  of  recapture  through  so-called  renegotiation  confess  that  discrimi- 
nations are  necessary  and  vital  to  the  procedure  they  approve.  They  concede 
that  discriminations  are  inherent  in  the  system  they  approve.  They  admit  that 
they  have  no  suggestions  to  prevent  or  correct  or  mitigate  them.  The  following 
are  some  of  the  more  glaring  illustrations: 

(1)  Against  war  contractors,  and  in  favor  of  nonwar  enterprises; 

(2)  Against  cases  which  are  renegotiated,  and  in  favor  of  cases  which  will  not 

be  "caught"; 

(3)  Against  the  financially  weak,  and  in  favor  of  the  financially  strong; 

(4)  Against  those  in  need  of  working  capital,  and  in  favor  of  those  having 

adequate  working  capital;  j..    ,  ^i.  ^  i       •      u  i        ^ 

(5)  Against  those  to  whom  the  post-war  credit  of  the  present  law  is  vital,  and 
in  favor  of  those  who  are  more  fortunate; 

(6)  Against  those  whose  profits  have  been  invested  in  new  plant,  facilities,  or 
equipment,  and  in  favor  of  those  whose  profits  are  in  cash  or  liquid  assets; 

(7)  Against  the  slow  turn-over  industries,  and  in  favor  of  the  quick  turn-over 
infiiistriGS  * 

(8)  Aga'inst  those  who  were  not  paid  prior  to  April  28,  1942,  and  in  favor  of 
those  who  were  paid;  . 

(9)  Against  those  whose  1941  profits  are  reflected  on  a  fiscal-year  basis,  and  m 
favor  of  those  whose  1941  profits  are  reflected  on  a  calendar-year  basis; 

(10)  Against  those  who  are  operating  under  one  contract  (or  extensions  thereof), 
and  in  favor  of  those  who  have  taken  separate  contracts; 

(11)  Against  those  who  operate  within  the  United  States,  and  in  favor  of  those 
who  operate  outside  the  United  States; 

(12)  Against  those  who  have  contracts  covered  by  the  Military  Appropriation 
Act,  1944  (i.  e.,  contracts  with  the  Defense  Plant  Corporation,  Metals  Reserve 
Company,  Defense  Supplies  Corporation  and  Rubber  Reserve  Company),  and 
in  favor  of  those  who  have  no  such  contracts; 

(13)  Against  those  who  are  subcontractors  of  contractors  who  are  exempt 
from  renegotiation  by  administrative  action,  and  in  favor  of  those  who  are  sub- 
contractors of  contractors  who  are  exempt  from  renegotiation  by  the  statute 
(although  we  understand  that  this  rule  has  perhaps  been  reversed) ; 

(14)  Against  those  whose  contracts  involve  personal  property,  and  in  favor  of 
those  whose  contracts  involve  real  property; 

(15)  Against  those  who  have  engaged  in  war  production  and  who  have  had 
foreign  war  losses,  and  in  favor  of  those  who  have  remained  out  of  war  production 
and  who  have  had  foreign  war  losses; 

(16)  Against  those  to  whom  the  "carry-back"  provisions  of  the  revenue  laws 
would  apply,  and  in  favor  of  those  to  whom  the  "carry-forward"  provisions  apply 
(that  is,  against  those  who  have  a  year  of  loss  following  a  year  of  profit,  and  in 
favor  of  those  who  have  a  year  of  loss  preceding  a  year  of  profit) ; 

(17)  Against  those  who  realize  losses  on  nonrenegotiable  business,  and  in 
favor  of  those  who  realize  losses  on  renegotiable  business; 

(18)  Against  certain  industries,  and  in  favor  of  other  industries; 

(19)  Against  contractors  in  the  same  industry,  and  in  favor  of  contractors  in 
the  same  industry ; 

(20)  Against  competitor  A,  and  in  favor  of  competitor  B; 

(21)  Against  citizen  A,  and  in  favor  of  citizen  B; 

(22)  Against  those  whose  aggregate  war  volume  exceeds  $100,000  annually, 
and  in  favor  of  those  whose  aggregate  war  volume  does  not; 

(23)  Against  those  whose  aggregate  war  volume  exceeds  $500,000  annually, 
and  in  favor  of  those  whose  aggregate  war  volume  does  not — if  an  unconditional 
tixemption  is  adopted; 

(24)  Against  those  who  will  not  "break  up"  their  contracts  or  curtail  their 
volume  so  as  to  be  within  the  statutory  exemption,  and  in  favor  of  those  who 
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will  "break  up"  their  contracts  or  slow  up  their  volume  so  as  to  be  within  the 
statutory  exemption. 

DURESS 

Without  attempting  to  determine  whether  the  element  of  legal  duress  was 
present,  the  following  statements  by  members  of  Price  Adjustment  Sections  in 
the  field  have  been  made,  in  order  to  induce  an  acceptance  of  the  Section's  decision- 

(1)  You  will  be  reported  to  the  Congress. 

(2)  Your  case  will  be  widely  publicized. 

(3)  You  will  receive  no  new  contracts. 

(4)  Your  existing  contract  commitments  will  be  "cut  back." 

(5)  Your  existing  contracts  will  be  terminated. 

(6)  \ye  will  be  compelled  to  make  an  extensive  audit  in  your  case. 

(7)  You  have  received  the  best  treatment  of  anyone  in  your  industry. 

(8)  Your  allowable  rate  of  profit  for  next  year  will  be  considerably  reduced. 

(9)  You  may  appeal  to  Washington,  but  Washington  invariably  sustains  us. 

(10)  You  may  appeal  to  Washington,  but  you  will  get  worse  treatment. 

(11)  Funds  now  due  you  will  be  withheld. 

We  know,  on  the  other  hand,  that  Price  Adjustment  officials  in  Washington 
have  done  and  are  doing  their  utmost  to  prevent  the  use  by  officials  in  the  field 
of  improper  methods  of  "persuading."  In  defense  of  the  officials  in  the  field,  we 
are  confident  that  in  most  cases  they  do  not  intend  to  use  improper  methods. 
It  is  improbable  that  frequently  they  do  not  realize  that  many  citizens  constantly 
fear  reprisals  on  the  part  of  their  Government  and,  consequently,  do  not  appreciate 
the  effect  of  their  statements  upon  the  contractor. 

THE    ONLY    ISSUE 

There  is  but  one  issue  before  your  committee  and  the  Congress,  as  we  have  said: 
Is  there  a  less  dangerous  and  more  American  method  by  which  excessive 
profits  already  realized  can  be  recovered  or  recaptured? 

JUSTIFICATION  OF  RECAPTURE  THROUGH  SO-CALLED  RENEGOTIATION 

The  advocates  of  recapture  through  so-called  renegotiation  assert  in  justifi- 
cation of  the  present  law: 

(1)  It  is  well  administered; 

(2)  It  is  an  essential  aid  to  procurement — whereas  it  seriously  interferes  with 
procurement; 

(3)  It  compels  reductions  in  costs — whereas  it  actually  contributes  to  increased 
costs; 

(4)  It  will  protect  industry  from  criticism  and  condemnation — whereas  experi- 
ence to  date  proves  emphasis  upon,  and  the  publication  of,  fantastic  and  mis- 
leading statements  about  the  war  profits  of  industry; 

(5)  It  has  been  responsible  for  billions  in  refunds  and  in  known  price  reduc- 
tions— whereas  substantially  all  the  refunds  would  have  been  paid  into  the 
Treasury  under  the  present  tax  laws;  and,  to  the  extent  that  the  unreduced 
prices  would  have  resulted  in  excessive  profits,  substantially  the  entire  amount 
thereof  would  have  been  paid  into  the  Treasury  under  the  present  tax  laws; 

(6)  Recapture  of  excessive  profits  through  so-called  renegotiation  is  a  procure- 
ment function — whereas  it  is  peculiarly  and  solely  a  function  of  taxation,  which 
is  the  only  method  (regardless  of  the  name  attached  to  the  process)  recognized  in  a 
democracy  by  which  the  hand  of  Government  reaches  into  the  pocketbooks  of  its 
citizens; 

(7)  Essential  flexibility  can  be  gained  only  through  renegotiation — whereas 
whatever  flexibility  results  from  recapture  through  so-called  renegotiation  is  lost 
by  the  immediate  imposition  of  taxes.  This  argument  is  valid  only  if  our  tax  laws 
are  repealed  insofar  as  they  would  otherwise  apply  to  cases  subject  to  renegotia- 
tion; 

(8)  They  approve  of  the  enactment  by  the  Congress  of  appropriate  amend- 
ments providing  for  adequate  judicial  review — whereas  their  fundamental  position 
denies  all  possibility  of  an  adequate  judicial  review. 

(9)  Tax  laws  cannot  recapture  excessive  profits — whereas  our  present  tax  laws 
probably  already  impose  unjustifiable  burdens  in  most  cases. 

Let  us  discuss  further  each  of  the  above  assertions  in  support  of  tke  present 
law. 


ADMINISTRATION    OF   RECAPTURE    BY   RENEGOTIATION 

The  administrators  of  recapture  through  so-called  renegotiation  require  no  de- 
fense. Were  it  not  for  their  ability  and  integrity,  the  administration  of  the 
recapture  provision  of  the  present  law  would  have  broken  down  long  ago.  But 
the  task  and  burdens  imposed  upon  them  are  impossible. 

On  the  other  hand,  there  has  been  and  will  continue  to  be  an  everchanging  per- 
sonnel in  charge  of  the  administration  of  the  law.  Will  the  present  officials  agree 
to  remain  until  the  last  case  has  been  completed?  How  many  of  them  will  remain 
after  the  cessation  of  hostilities?     The  ability  of  their  successors  cannot  be 

assumed. 

The  administration  of  the  law  is  not  under  attack.  Nor  are  the  past  or 
present  officials  who  have  been  responsible  for  its  administration.  Our  position 
18  directed  solely  to  the  underlying  principles  and  consequences  involved  in  an 
attempt  to  recapture  excessive  profits  through  so-called  renegotiation. 

We  merely  add  that  the  high  caliber  of  the  administration  does  not  justify 
the  delegation  of  powers  which,  in  the  hands  of  others,  would  be  tyrannical. 

EFFECT   UPON    PROCUREMENT 

It  is  our  judgment  that  the  recapture  provisions  of  the  present  law  have  a 
seriously  adverse  effect  upon  war  production.  It  is,  of  course,  impossible  for 
any  nongovernmental  organization  to  ascertain  all  the  relevant  facts.  However, 
important  and  perhaps  determinative  facts  are  unquestionably  in  the  possession 
of  the  executive  departments.  It  is  respectfully  suggested  that  your  committee 
ask  for  the  presentation  to  you  of  all  memoranda  submitted  to  them  relating  to 
the  effect  of  recapture  upon  procurement,  as  weU  as  all  memoranda  reflecting 
oral  reports  upon  this  point  by  procurement  officers.  If  thereafter  there  is  any 
doubt  about  the  soundness  of  our  judgment,  we  suggest  that  your  committee 
call  lead^g  procurement  officers  to  testify,  without  restraint  from  their  superior 
officers. 

REDUCTIONS   IN   COSTS 

Much  credit  is  claimed  for  reductions  in  costs — an  objective  desired  and  sought 
by  everyone — as  a  result  of  recapture  through  so-called  renegotiation.  It  is 
inferred  that  reductions  in  costs  would  not  have  resulted  except  for  the  recapture 
provisions.  On  the  contrary,  reductions  in  costs  actually  eflFectuated  are  attrib- 
utable to  the  factors  we  have  heretofore  discussed.  The  actual  decreases  have 
resulted  in  spite  of  recapture.     Many  others  would  have  resulted  but  for  recapture 

PROTECTION    OF   INDUSTRY 

It  is  our  firm  conviction  that  renegotiation  aflFords  industry  no  protection  from 
public  criticism  or  condemnation.  Industry's  accomplishments  in  production, 
both  for  war  and  essential  civilian  needs,  are  too  well  known.  Its  leadership  in 
urging  the  prevention  of  excessive  profits  and  its  insistence  upon  unprecedentedly 
high  excess  profits  tax  rates,  are  too  well  known.  The  publication  of  fantastic 
figures  and  misstatements  of  fact — for  most  of  which  the  recapture  provisions 
are  responsible — is,  of  course  unfortunate  and  regrettable.  But  the  overwhelm- 
ing majority  of  the  public  is  quite  familiar  with  the  true  facts;  and  the  true  facts 
will  some  day  be  known  to  the  remaining  small  minority  who  may  be  interested 
in  them. 

SAVINGS  CLAIMED  FOR  RECAPTURE 

The  actual  statistics  showing  cash  refunds  and  price  reductions  to  the  Govern- 
ment are  reported  in  the  hearings.     It  is  not  necessary  to  repeat  them. 

There  seems  to  be,  however,  some  misunderstanding  with  respect  to  the  amounts 
which  would  be  paid  into  the  Treasury  under  our  present  tax  laws,  if  recapture 
did  not  exist  and  if  the  known  price  reductions  had  not  been  made.  It  is,  of 
course,  not  our  desire  to  minimize  the  efi'ect  of  the  price  reductions  upon  the  costs 
of  the  war,  upon  the  fiscal  requirements  of  the  Treasury  and  upon  our  economy — 
ftnd  probably  the  most  important  effect  must  be  attributed  to  price  reductions 
^vhich  are  not  known,  cannot  be  ascertained,  and  cannot  be  measured.  Quite 
to  the  contrary.  Unquestionably,  the  actual  aggregate  price  reductions  are 
Jfiany,  many  times  the  amount  of  the  known  price  reductions — certainly  if  a 
future  effect  of  past  and  present  and  future  price  reductions  is  taken  into  con- 
sideration. 
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The  point  we  wish  to  make  is  tJiat,  for  all  practical  purposes,  at  least  80  percent 
and  in  many  cases  90  percent,  of  the  amounts  refunded  would  have  been  paid  into 
the  Treasury  under  the  present  tax  laws;  and  to  the  extent  that  former  prices 
(that  is,  prices  prior  to  the  known  and  unknown  reductions)  resulted  in  excessive 
profits  to  the  recipient,  a  corresponding  80  or  90  percent  would  have  been  paid 
into  the  Treasury  under  the  present  tax  laws.  And  these  percentages  give  no 
effect  whatsoever  to  the  amount  of  taxes  which  are  paid  or  would  have  been  paid 
by  the  individual  stockholders  upon  the  corporate  profits  distributed  to  them.  A 
computation  based  upon  a  so-called  eflFective  rate  is  incorrect.  It  is  also  improper 
to  attempt  to  reduce  the  rates  by  an  estimated  amount  of  the  post-war  credit 
accruing  to  every  payor  of  excess-profits  taxes.  Any  effort  to  adjust  the  amount 
by  reason  of  the  existing  post-war  credit  provisions  merely  raises  the  following 
questions:  (1)  Are  the  existing  post-war  credit  provisions  too  liberal;  and  (2) 
what  is  the  present  value  of  the  bonds,  to  be  delivered  to  the  excess-profits  tax- 
payer at  some  indefinite  time  in  the  future  and  in  some  indeterminable  amount 
which  may  prove  to  be  zero?  ' 

RECAPTURE    AS    A    PROCUREMENT    FUNCTION 

If  we  were  to  select  the  one  ground  upon  which  the  advocates  of  recapture 
through  so-called  renegotiation  place  their  greatest  defense  of  the  system,  we  would 
state  their  position  as  follows:  Recapture  through  so-called  renegotiation  is  not  a 
method  of  raising  revenue;  it  is  not  the  exercise  of  the  power  to  tax;  it  is  the  exer- 
cise of  a  function  of  procurement. 

We  see  nothing  to  be  gained  by  an  attempt  to  label  the  process.  Names  are 
frequently  misleading.     A  simple  description  of  the  function  will  suffice: 

Under  recapture  through  so-called  renegotiation,  the  hand  of  Government 
reaches  into  the  pockets  of  certain  of  its  citizens  and  extracts  funds  for  its  own  use. 

This  function  has  been  known  as  long  as  there  have  been  Governments.  It  was 
a  function  exercised  freely  and  gleefully  by  monarchs.  Revolutions  and  wars  have 
taken  that  power  from  executives  and  placed  it  in  the  hands  of  elected  representa- 
tives. Every  executive  has  viewed  that  power  with  an  ambitious  and  selfish  eye. 
Every  executive  has  attempted  to  take  that  power  away  from  the  elected  repre- 
sentatives. Even  other  committees  of  the  House  of  Representatives  seek  at  times 
to  usurp  the  jurisdiction  of  the  Committee  on  Ways  and  Means.  And  the 
Senate  has  been  known  to  trespass  on  the  exclusive  power  of  the  House  of  Repre- 
sentatives to  originate  tax  legislation.  Without  fear  of  contradiction,  we  assert 
that  this  is  the  first  occasion  upon  which  the  Congress  of  the  United  States  has 
been  led  into  a  surrender  to  executive  oflficials  of  its  power  to  tax. 

Regardless  of  the  name  by  which  recapture  through  renegotiation  is  called,  it 
remains  the  power  to  tax. 

FLEXIBILITY   THROUGH    RENEGOTIATION 

By  flexibility,  the  defenders  of  recapture  through  so-called  renegotiation  mean 
the  recapture  from  each  individual  contractor  or  subcontractor  of  the  amount 
which  they  or  their  subordinates  determine  are  excessive.  Flexibility  is  gained 
by  the  lack  of  rules  or  principles  of  general  application;  by  the  fact  that  they  are 
not  bound  to  give  the  same  weight  to  the  same  factors  in  similar  cases;  by  the 
application  to  each  case  of  their  own  uncontrolled  and  uncontrollable  judgment 
and  discretion. 

Assuming  that  recapture  through  so-called  renegotiation  produces  the  flexi- 
bility claimed  and  sought  by  its  advocates,  it  is  the  precise  result  which  in  our 
opinion  must  be  avoided.  The  exercise  of  legislative  power  means  the  promul- 
gation of  rules  of  general  application.  Competitor  A  must  receive  the  same  treat- 
ment as  competitor  B,  in  substantially  similar  circumstances.  Citizen  A  received 
the  same  treatment  as  citizen  B.  The  separation  of  legislative  power  from  execu- 
tive power  was  insisted  upon  in  order  to  avoid  discriminations.  The  permission 
and  the  privilege  to  discriminate  are  foreign  to  our  concepts  of  justice  and  democ- 
racy. They  condemn,  they  cannot  justify,  recapture  through  so-called  renego- 
tiation. 

JUDICIAL   REVIEW 

The  advocates  of  recapture  through  so-called  renegotiation  now  concede  that 
the  Congress  should  adopt  specific  provisions  assuring  adequate  judicial  review  of 
and  control  over  their  decisions.  If  our  recommendations  are  adopted,  then  the 
necessity  for  such  provisions  probably  disappears.     Accordingly,  our  discussion 


of  judicial  review  is  postponed  to  our  consideration  of  the  problems  and  policies 
involved  if  our  recommendations  are  not  adopted  and  the  device  of  recapture 
through  so-called  renegotiation  is  retained. 

ADEQUACY    OF   OUR   TAX   LAWS 

Industry  took  the  lead  in  urging  the  enactment  of  unprecedentedly  high 
excess  profits  tax  rates.  The  Revenue  Act  of  1942  (which  became  Law  on 
October  21,  1942 — 6  months  after  the  enactment  of  the  renegotiation  statute) 
imposes  rates  of  40  percent  upon  corporate  normal  profits,  and  90  percent  upon 
corporate  excess  profits,  subject  to  an  80  percent  ce'ling  upon  the  aggregate  tax. 
In  addition,  it  again  taxes  the  same  profits,  when  distributed  to  stockholders,  at 
rates  ranging  from  22  up  to  91  percent.  For  example,  the  rate  of  22  percent 
applies  to  the  first  dollar  of  net  income;  an  effective  rate  of  50  peicent  applies  to 
net  incomes  of  approximately  $14,000;  and  the  maximum  rate  of  91  percent  is 
reached  in  the  case  of  net  incomes  exceeding  $200,000. 

If  only  the  corporate  rates  are  considered,  we  are  confident  that  they  success- 
fully recapture  for  the  Government  all  excessive  profits  in  at  least  90  percent  of 
the  cases.  In  fact,  there  was  much  more  concern  in  the  Congress  over  the 
severity  of  the  1942  act  than  over  its  liberality. 

If  the  effect  of  both  corporate  and  individual  taxes  under  the  Revenue  Act 
of  1942  is  considered,  and  assuming  current  distributions  approximating,  say, 
50  percent  of  the  corpoiate  profits  remaining  after  corporate  taxes,  the  number 
of  possible  cases  of  excessive  profits  melt  into  both  theoretical  and  practical 
insignificance. 

RESTATEMENT   OF   ISSUES 

Let  us  assume  that,  considering  only  the  existing  taxes  upon  corporate  profits 
under  the  Revenue  Act  of  1942,  our  estimate  is  substantially  coirect:  That  the 
existing  tax  upon  corporate  profits  under  the  Revenue  Act  of  1942  will  success- 
fully recaptuie  for  the  Government  all  the  excessive  profits  realized  by  corpora- 
tions (whether  or  not  engaged  in  wax  production)  in  at  least  90  percent  of  the  cases. 

The  real  issue  now  confronting  your  committee  and  the  Congress  can  be 
narrowed: 

Can  the  dangerous  and  un-American  process  of  recapture  tlirough  so-called 
renegotiation,  and  its  application  to  all  war  contractors  and  subcontractors,  be 
justified,  in  order  to  reach  10  percent  of  the  cases?     Our  answer  is  "No." 

Restating  the  issue: 

Is  it  possible  to  prescribe  a  less  dangerous  and  a  more  American  procedure  to 
reach  the  10  percent?     Our  answer  is  "Yes." 

Again  restating  the  issue: 

Assuming  that  our  present  tax  laws  are  adequate  to  recapture  for  the  Govern- 
ment all  excessive  profits  in  at  least  90  percent  of  the  cases,  is  it  possible  to  perfect 
them  so  that  they  will  prove  adequate  in  the  remaining  10  percent  of  the  cases? 
Our  answer  is  "Yes." 

SUMMARY   OF  OUR  POSITION 

(1)  The  recapture  of  excessive  profits  through  so-called  renegotiation  cannot  be 
justified. 

(2)  The  delegation  of  unlimited  and  uncontrollable  powers  essential  to  an 
administration  of  recapture  through  so-called  renegotiation  is  dangerous  and 
un-American. 

(3)  The  power  of  taxation  is  the  only  acceptable  power  granted  to  the  Con- 
gress by  which  profits  in  the  possession  of  a  citizen  can  be  taken  for  the  use  of  his 
Government. 

(4)  If  the  Congress  determines  that  our  existing  tax  laws  are  inadequate  to 
prevent  in  every  case  the  retention  of  excessive  profits,  then  the  tax  laws  should 
be  amended. 

(5)  If  appropriate  amendments  to  existing  tax  laws  are  adopted,  they  should 
become  effective  as  of  April  28,  1942;  and  every  war  contractor  or  subcontractor 
should  have  the  option  to  pay  the  additional  taxes  thus  imposed  upon  his  1942 
profits  or  to  remain  subject  to  renegotiation. 

(6)  It  is  not  coincidence  that  among  the  defenders  of  recapture  through  so- 
called  renegotiation  will  be  found  those  who  opposed  the  alternative  bases  adopted 
by  the  Congress  for  measuring  normal  profits. 
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PROCUREMENT    POLICIES    OF   GREAT    BRITAIN 

In  testimony  before  your  committee,  it  has  been  stated  that  in  Great  Britain 
war  contractors  are  allowed  a  return  of  only  7>^  percent  upon  their  investment  and 
all  profits  in  excess  thereof  were  recaptured.  We  are  reasonably  confident  that 
this  testimony  is  based  upon  a  misunderstanding.  There  is  no  renegotiation 
statute  or  procedure  in  Great  Britain  and  there  is  no  eflFort  made  to  recapture 
excessive  profits  through  so-called  renegotiation.  The  policy  referred  to  is  solely 
a  procurement  policy.  That  is,  procurement  officers,  in  the  letting  of  certain 
types  of  contracts,  attempt  to  agree  upon  prices  which  will  give  the  contractor 
no  more  than  an  estimated  yield  of  7>^  percent  upon  his  investment.  Our  in- 
formation is  that,  nevertheless,  Great  Britain  relies  upon  its  tax  laws  for  the 
recovery  or  recapture  of  excessive  profits. 

NECESSARY  AMENDMENTS   IF  RECAPTURE   THROUGH  RENEGOTIATION   REMAINS 

Let  US  now  discuss  necessary  amendments  which,  in  our  opinion,  should  be 
adopted  if  recapture  through  so-called  renegotiation  remains  in  the  law. 

RETROACTIVITY 

The  act  of  April  28,  1942,  should  not  be  applied  retroactively  to  profits  accruing 
prior  to  January  1,  1942.  Its  retroactive  application  admittedly  is  unfair,  creates 
unnecessary  and  avoidable  discriminations,  and  is  unquestionablv  unconstitutional 

Nor  should  extensions  of  the  act  be  given  retroactive  effect. ' 

STANDARDS 

Appropriate  standards  must  be  adopted  by  the  Congress  to  guide  and  control 
the  executive  officials  in  the  exercise  of  the  legislative  powers  delegated  to  them. 
If  the  principles  consistently  pronounced  and  applied  by  Justices  Holmes  and 
Brandeis,  for  example,  are  applied,  the  statute,  in  the  absence  of  adequate  stand- 
ards, is  unquestionably  unconstitutional.  We  merely  point  out  in  passing  that 
if  appropriate  standards  can  be  prescribed  for  recapture  through  renegotiation, 
similar  standards  can  be  adopted  as  part  of  our  tax  laws.  Whereupon  recapture 
through  renegotiation  becomes  unnecessary. 

A  few  standards  are  suggested: 

(1)  The  definitions  of  "normal  profits"  adopted  by  the  Congress  in  the  revenue 
laws  should  be  applicable. 

(2)  Renegotiation  should  be  confined  to  the  elimination  of  excessive  profits 
resulting  from  specified  causes,  such  as  (o)  increased  quantities,  (b)  allowances 
for  contingencies  which  do  not  occur,  and  (c)  changes  in  specifications  which 
result  in  decreased  costs. 

(3)  There  should  be  no  recapture  through  renegotiation  if  after  Federal  taxes 
(as  shown  on  the  income  and  excess-profits  tax  return)  there  is  left  to  the  war 
contractor  less  than  its  excess-profits  tax  credit  (as  shown  on  the  return) . 

(4)  In  no  event  should  renegotiation  reduce  profits  to  a  point  less  than  the 
excess-profits  tax  credit  (as  shown  on  the  return). 

(5)  Any  refund  paid  or  payable  pursuant  to  a  renegotiation  agreement  must  be 
subject  to  further  adjustment  in  the  event  that  the  "carry-back"  provisions  of 
the  revenue  laws  are  applied. 

(6)  Profits  subject  to  renegotiation  should  first  be  reduced  by  (a)  a  reasonable 
allowance  for  probable  losses  on  the  termination  of  war  contracts  or  as  a  result 
of  "cut-backs";  (h)  a  reasonable  allowance  for  probable  losses  resulting  from 
idleness  during  the  process  of  reconversion;  and  (c)  the  readjustment  of  the 
deduction  for  amortization.  (A  discussion  of  reserves  for  possible  post-war 
contingencies  will  be  postponed  to  the  hearings  on  proposed  tax  legislation) . 

(7)  There  should  be  no  recapture  through  renegotiation  if  the  contract  provides 
for  refunds  or  adjustments  in  prices  if  actual  co.sts  are  less  than  estimated  costs. 

(8)  The  statute  or  the  legislative  rules  promulgated  thereunder  should  specifi- 
cally provide  that  the  contractor  must  be  afforded  an  adequate  opportunity  to  be 
heard,  after  due  notice. 

PUBLICATION  OF  LEGISLATIVE  RULES 

All  rules  and  principles  should  be  published,  and  no  unpublished  rule  or  principle 
should  be  applied. 


JUDICIAL    REVIEW 

An  adequate  opportunity  for  judicial  review  of  the  decisions  of  renegotiation 
officials  can  be  afforded  only  if  the  statute  provides  that  the  decision  of  the 
renegotiation  officials  must  be  based  solely  upon  facts  in  the  record,  must  contain  a 
detailed  statement  of  the  facts  relied  upon  to  support  their  decision,  must  set  forth 
each  of  the  principles  applied  and  the  effect  of  each,  and  must  be  furnished  to  the 
contractor.  (Confidential  facts  not  within  the  knowledge  of  the  contractor,  of 
course,  must  not  be  disclosed.  But  the  Government's  files  should  contain  a 
detailed  statement  of  such  confidential  fact«,  and  they  should  be  furnished  the 
contractor  as  the  reasons  for  their  confidential  character  disappear.)  Wo  point 
out  that  this  is  precisely  what  the  advocates  of  recapture  through  renegotiation 
assert  cannot  be  done. 

In  addition,  the  provision?-  of  the  present  law  which  define  "excessive  profits"  to 
mean  "any  amount  of  a  contract  or  a  subcontract  price  which  is  found  as  a 
result  of  renegotiation  to  represent  excessive  profits"  must  be  repealed. 

Although  it  should  not  be  exclusive  judicial  agency  to  review  the  decisions  of 
renegotiation  official,  it  is  suggested  that  serious  consideration  be  given  to  con- 
ferring appropriate  jurisdiction  upon  the  tax  court  of  the  United  States. 

Finally,  in  order  to  afford  adequate  protection  against  improper  m.ethods  of 
persuasion,  the  opportunity  for  judicial  review  should  be  afforded  whether  or 
not  a  bilateral  agreement  is  entered  into. 

INTEGRATION  WITH  EXISTING  TAX  LAWS 

Section  3806  of  the  code  was  inserted  by  the  1942  act  to  insure  that  amounts 
determined  by  renegotiation  to  be  excessive  profits  for  any  year  would  be  elimi- 
nated in  determining  taxal^le  income  for  that  year,  and  that  the  amount  refund- 
able to  the  Government  with  respect  to  such  excessive  profits  should  be  reduced 
by  any  amount  of  taxes  which  had  been  paid  or  would  be  payable  with  respect 
to  the  excessive  profits  eliminated.  The  section  was  hurriedly  drafted  and  does 
not  properly  cover  various  situations  which  arise.  The  Bureau,  by  I.  T.  3611 
(1943-12  I,  R.  B.  7),  has  endeavored  to  set  forth  sound  interpretaticno.  But  the 
section  should  be  redrafted  and  expanded. 

RENEGOTIATION  UPWARD 

It  is  only  fair  that  specific  power  be  given  to  increase  prices  if  power  to  decrease 
prices  is  to  remain.  Reliance  should  not  be  placed  solely  upon  the  limited  powers 
found  in  the  First  War  Powers  Act,  1941  (which  can  be  exercised  only  "to  facilitate 
the  ]jrosecution  of  the  war").  We  are  not  unmindful,  however,  of  the  problems 
involved. 

It  is  interesting  to  note  the  insistence,  by  the  advocates  of  recapture  through 
so-called  renegotiation,  upon  statutory  limitations  in  the  event  of  a  grant  of  power 
to  increase  prices,  and  their  insistence  upon  no  limitations  upon  the  exercise  of 
power  to  decrease  prices. 

CONCLUSION 

We  can  find  no  justification  for  the  recapture  of  excessive  profits  through  so- 
called  renegotiation. 

Citizens'  funds  should  be  taken  by  the  Government  only  through  taxation. 

Our  present  tax  laws  are  adequate,  or  they  can  be  made  adequate,  to  recapture 
for  the  Government  all  excessive  profits  realized  by  corporate  war  contractors. 
Iwen  if  this  were  not  the  case,  there  would  be  no  justification  for  recapture 
through  so-called  renegotiation. 

The  recapture  provisions  of  the  present  law  are  indeed  dangerous  and  un- 
American. 

Mr.  Cooper.  1  move  that  the  committee  recess  until  2  o'clock. 
(Wiereiipon  a  recess  was  taken  until  2  p.  m.) 

AFTERNOON   SESSION 

The  committee  reassembled,  pursuant  to  the  taking  of  recess,  at 
-  P^  m.,  Hon.  Robert  L.  Dough  ton  (chairman)  presiding. 

The  Chairman.  The  committee  will  please  come  to  order.  The 
nrst  Witness  we  will  hear  this  afternoon  is  Mr.  Thorvald  S.  Ross. 

Will  you  please  give  yom-  full  name  and  address  to  the  reporter, 
^nd  state  the  capacity  in  which  you  appear? 
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STATEMENT  OF  THORVALD  S.  ROSS,  PRESIDENT.  RIVETT  LATHE 
&  GRINDER,  INC.,  BOSTON,  MASS.,  ACCOMPANIED  BY  ALBERT 
B.  HUNT,  TREASURER,  RIVETT  LATHE  &  GRINDER  CO.,  BOSTON, 
MASS. 

Mr.  Ross.  Mr.  Chairman,  my  name  is  Thorvald  8.  Ross;  I  am 
president  of  the  Rivett  Ijathe  &  Grinder,  Inc.,  and  also  represent  the 
National  Machine  Tool  Builders*  Association,  partictdarly  with  respect 
to  a  printed  report  which  I  would  like  to  offer  to  the  conmiittee. 

I  should  like  to  offer  this  prepared  report  of  the  National  Ma- 
chine Tool  Builders'  Association,  and  I  should  hke  to  read  three 
paragraphs  from  the  report  before  proceeding  in  an  informal  way  to 
tell  the  committee  about  the  experience  of  my  own  company  in  its 
renegotiation. 

The  industry  is  the  machine  tool  industry,  which,  of  course,  you 
reahze  is  a  vital  one,  and  also  one  particularly  cycHcal.  Even  in 
normal  times  our  business  fluctuates  violently  in  extreme  curves. 
That  is  shown  in  this  report. 

The  report  is  accompanied  by  a  letter  of  transmittal  to  the  com- 
mittee, and  the  letter  of  transmittal  has  made  it  plain  that  the  report 
deals  only  with  the  point  of  view  and  the  subject  of  the  machine  tool 
industry,  the  members  of  which  are  building  and  have  been  building 
their  regular  products  during  the  war,  and  their  regular  products  are 
to  a  large  extent  not  expendable. 

It  is  suggested  in  this  report  that — 

1.  Renegotiation  on  the  basis  of  profits  before  taxes  should  be  abandoned. 
Agreements  should  be  made  wholly  in  the  light  of  profits  after  taxes.  Any  other 
approach  brings  disagreement  and  demands  that  are  inequitable  and  unjust. 

The  conmiittee  wants  me  to  emphasize  that  that  statement  is 
limited  to  the  view  we  are  taking  of  our  own  industry — people  doing 
their  own  business  as  they  have  before. 

2.  The  extent  to  which  a  company's  product  is  expendable  in  the  war  effort 
should  be  taken  into  consideration  in  determining  the  amount  of  the  company's 
earnings  to  be  recovered  by  the  Government  through  renegotiation.  In  short, 
due  allowance  should  be  made  for  the  peacetime  use  inherent  in  the  equipment 
after  the  Nation's  war  needs  have  been  met. 

3.  Companies  which  have  saturated  their  post-war  markers  by  reason  of  their 
wartime  production  should  be  permitted  to  retain  out  of  their  earnings  the 
reserves  necessary  to  maintain  their  service  to  the  industries  dependent  upon 
machines  already  installed,  to  finance  the  engineering  research  that  leads  to  new 
developments,  and  to  finance  those  new  developments  through  the  stages  of 
experiment  to  production  for  use.  Only  by  this  means  can  the  American  machine 
tool  builders  maintain  employment  and  restore  their  market  position  in  the 
post-war  period. 

If  I  may,  I  w^ould  rather  answer  any  questions  which  pertain  to  that 
part  of  the  report  which  I  have  read  after  I  have  made  my  informal 
statement  about  my  own  company  in  connection  with  renegotiation. 

When  we  were  called  by  the  regional  renegotiators  after  a  pre- 
liminary conversation,  I  submitted  a  letter 

Mr.  Carlson.  What  is  the  name  of  your  company? 

Mr.  Ross.  It  is  Rivett  Lathe  &  Grinder,  lur.,  of  Boston,  Mass. 

The  letter  I  have  just  referred  to,  in  substance,  set  forth  that  we 
have  been  in  business  since  1884,  that  we  built  nothing  but  machine 
tools  during  the  period  to  be  renegotiated,  1942;  that  our  machines 
usually  have  a  life,  which  is  also  approximately  true  of  tlie  industry 


gs  a  whole,  of  about  20  years,  but  that  during  wartime  those  ma- 
chines may  be  considered  as  being  mishandled,  so  that  possibly  their 
life  may  be  reduced  to  approximately  15  years;  that  in  1919  the  com- 
pany apparently  was  a  well-to-do  concern,  but  that  it  did  not  retain 
enough  of  its  war  profits;  that  in  the  years  1920  and  1921,  in  de- 
clining from  a  war  schedule  production  to  a  peacetime  production 
rate  it  lost  $207,000,  and  that  in  1923  it  was  in  receivership. 

We  presented  in  addition  to  that  letter  to  the  Board  a  statement 
of  our  condition,  showing  just  how  we  actually  stood  on  December 
31  1942,  and  we  said  we  did  not  think  we  should  be  asked  to  return 
any  profits  other  than  those  already  taken  by  the  excess-profits  tax 
to  the  Government  because  our  liquid  capital  situation  would  not 
permit  of  it,  if  we  are  to  have  any  security  in  the  post-war  period. 

Our  total  current  assets  as  of  that  date  were  $1,383,104.70,  includ- 
ing our  inventories,  which  would  have  no  value  in  the  event  that  the 
demand  period  had  ended  at  that  time  because  these  are  not  the  type 
of  goods  that  can  be  sold  over  the  counter.  That  inventory  cannot 
be  liquidated,  and  neither  can  any  other  machine-tool  builders' 
inventory  be  liquidated  if  the  market  has  fallen  away. 

Our  current  assets,  exclusive  of  inventories,  amounted  to 
$1,035,049.12.  Our  total  current  liabilities,  including  excess-profits 
taxes,  amounted  to  $885,680.61.  Our  net  current  assets,  exclusive  of 
inventories,  amounted  to  $149,368.51. 

The  purchase  price  of  defense  plant  machinery  amounted  to 
$79,338.50.  Less  the  rental  payments  amounting  to  $4,763.34,  that 
gave  the  net  purchase  price  of  defense  plant  machinery  at  $74,575.16. 
Our  net  liquid  assets,  including  cash  and  Government  bonds  amounted 
to  $74,793.35. 

The  committee,  nevertheless,  proceeded  to  renegotiate  us. 

We  put  in  these  facts.  Our  net  percentage  of  profit  after  taxes  to 
net  sales  in  the  base  years  amounted  to  9  percent  in  1936,  11.27  percent 
in  1937,  8.4  percent  in  1938,  and  7.57  percent  in  1939,  making  an  aver- 
age of  9.2  percent. 

For  1942,  before  renegotiation  it  was  8.9  percent,  or  approximately 
1  percent  less  than  in  our  base  years,  and  our  percentage  of  profits  for 
1942  after  the  proposed  renegotiation  refund  would  be  5.9  percent. 

Our  percentage  of  net  profit  before  taxes  to  net  sales  in  the  base 
years  was  as  follows:  For  1936,  10.8  percent;  1937,  13.9  percent; 
1938,  9.7  percent;  and  1939,  9.1  percent,  making  an  average  of  10.9 
percent. 

In  the  base  years,  our  taxes,  in  percentage  of  net  sales,  were  1.7. 
In  1942,  taxes  in  percentage  of  net  sales  were  23.2. 

In  our  base  years,  the  percentage  of  Federal  taxes  to  net  profits 
was  16.4.  In  1942  the  percentage  of  Federal  taxes  to  net  profits 
^vas  72.  If  sales  and  profits  before  taxes  are  to  be  arbitrarily  reduced 
by  $400,000,  which  is  what  the  committee  has  tentatively  suggested, 
and  to  which  we  have  not  agi-eed,  our  retained  net  profits  would  be 
^114,000.  The  dividends,  and  this  is  on  a  volume  of  business  amount- 
ing to  $3,000,000,  were  $29,400,  the  same  dividend  as  in  several  prior 
years. 

Our  capitalized  items  were  in  buildings,  $3,800;  in  machinery, 
$22,000,  and  our  defense-plant  machinery  for  which  we  must  ulti- 
niately  pay  $79,338.50,  leaving  as  a  result  of  renegotiation,  an  im- 
proved net  position  including  post-war  refund  as  a  receivable  of  only 
$11,441. 
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We  have  to  increase  our  inventory  by  about  $50,000  during  the 
year  in  order  to  meet  the  demand  of  our  Government  for  our  neces- 
sary machine-tool  productions. 

We  cannot  count  our  inventory  as  a  part  of  quick  assets,  as  we  cannot 
realize  upon  it  at  will  and  accordingly  for  this  practical  critical  test 
of  course  and  effect  we  capitalize  it  and  disclose  the  startling  fact 
that  instead  of  having  an  improved  quick  of  $11,441  in  reality  we  are 
$40,000  weaker  in  our  net  quick  position  today,  or  at  the  end  of  1942 
than  at  the  beginning  of  that  year.  "' 

I  now  suggest  that  if  our  securities  were  listed  and  mcluded  the 
callable  bonds  or  prefen-ed  stock,  and  if  we  applied  to  the  Securities 
and  Exchange  Commission  for  permission  to  retire  $112,000  worth 
which,  in  prospect  of  a  severe  depression  would  reduce  our  liquid 
position  in  that  year  by  $40,000,  our  application  would  suiely  be  re- 
fused. 

And  yet,  renegotiation,  another  instrumentality  of  the  same  Gov- 
ernment, proposes  an  even  more  reckless  step. 

I  like  to  think  that  there  is  some  purpose  and  meaning  in  this  dis- 
cussion in  which  you  are  engaged  other  than  merely  the  question  of 
whether  this  company  made  a  larger  or  smaller  profit. 

In  the  first  place,  alone,  we  are  not  reported,  but  we  are  probably 
somewhat  typical  of  hundreds,  and  perhaps  several  thousand  com- 
panies also  in  durable  goods  industries  producing  things  which  are 
not  dispensable.  Therefore  we  are  interesting  and  important,  if  we 
are  truly  typical.  It  is  not  that  we  did  not  make  or  retain  an  ade- 
quate profit  for  distribution  to  our  stockholders.  If  v\^e  do  nort  etain 
a  sufficient  amount  of  cash  or  assets  to  enable  us  to  survive  this  war 
period  we  will  be  in  an  unfortunate  situation. 

Our  Government  calls  upon  us  as  one  of  the  critical  industries  in 
the  country.  Without  the  machine  tool  industry  we  certainly  would 
have  already  lost  this  war.  Without  my  little  company  we  would 
have  lost  one  rather  important  little  item. 

We  cannot  survive  unless  we  have  enough  cash,  and  I  rather 
foresee  what  will  happen  to  Rivett  Lathe  &  Grinder,  Inc.,  now, 
that  which  happened  to  the  company  in  1921  and  1922.  It  did  not 
have  enough  to  provide  for  rehabilitation,  and  it  will  not  have  enough 
to  provide  for  survival  through  what  is  now  going  again  to  be  a 
severe  depression. 

During  normal  production  we  are  just  about  in  line  with  our  in- 
dustry as  a  whole,  and  our  normal  production  has  been  about  $300,000 
a  year.  During  1942  it  was  about  $3,000,000.  We  did  manufacture 
during  1942  approximately  as  much  as  we  would  make  in  10  normal 
years.  We,  therefore,  look  for  a  very  severe  depression  because  our 
machine  tools,  as  I  have  already  told  you,  have  at  least  a  15  year  life. 
I  think  there  will  be  more  than  7  lean  years  this  time  to  deal  with. 

It  is  a  pretty  old  principle  that  if  we  do  not  put  away  in  reasonably 
good  crop  periods  for  bad  years,  we  suffer  accordingly. 

Our  small  organizations — and  this  is  just  one  thing,  and  it  is  only 
incidental — are  very  much  burdened  by  the  necessity  of  filling  out 
many  forms  in  very  strange  manners  in  order  to  answer  the  renego- 
tiation boards. 

If  I  may,  Mr.  Chairman,  I  am  going  to  ask  Mr.  Hunt  to  hold  up 
this  one  6-foot  form  which  the  renegotiation  office  now  wish  us  to 
complete. 


(The  form  referred  to  was  exhibited  to  the  committee  by  Mr.  Hunt.) 

Mr.  Ross.  I  may  tell  you,  if  you  do  not  already  know  it,  that  this 
includes  matters  which  are  very  far  afield  from  renegotiation,  such 
questions,  as  "  What  kind  of  unions  have  you  in  your  shop" ;  and,  "How 
are  you  getting  along  with  them." 

That  is  all  right;  it  is  a  perfectly  good  question,  but  I  do  not  see 
what  it  has  to  do  with  renegotiation. 

We  have  had  to  increase  our  accounting  office  force  from  a  capacity 
of  11  girls  and  men  to  a  capacity  of  22  girls  and  men  in  order  to  get 
out  the  information  that  the  renegotiation  board  required  of  us,  and 
to  catch  up  because  we  were  set  back  in  the  conduct  of  the  business 
which  renegotiation  entailed.  I  only  mention  that  as  a  small  item, 
but  it  means  that  it  is  an  element  leading  toward  inefficiency,  so  far 
as  I  can  see. 

I  rather  picture  that  in  this  broader  view  of  the  impact  of  the  com- 
bined excess-profits  tax  and  renegotiation  procedure  when  we  shall 
find  ourselves  unable  to  can-y  out  the  very  serious  commitments  we 
have  toward  the  men  who  are  undoubtedly  coming  back  after  the  war. 
We  have  about  100  men  in  the  service,  and  I  seem  to  see  one  of  them, 
perhaps  a  man  by  the  name  of  Jim  Grabsky,  who  came  from  high 
school,  a  very  able  young  man,  perhaps  27  or  28  years  old.  I  think 
he  will  come  back  and  find  that  we  have  not  any  job  for  him,  because 
we  have  not  any  money  with  which  to  pay  his  wages,  and  I  think, 
after  having  been  turned  down  by  me,  he  will  turn  to  Uncle  Sam  and 
say,  ''What  have  you  done  to  my  company  that  makes  it  impossible 
for  them  to  reemploy  me  now  that  I  am  back  from  the  war?"  Per- 
haps it  is  not  too  fantastic  to  suggest  that  the  crushing  out  of  a  human 
life  by  violence  is  not  particularly  dissimilar  from  the  deprivation  of  a 
business  in  taking  away  its  cash  and  all  of  its  ability  to  survive. 

Another  little  point.  A  business  which  is  making  what  seems  like 
an  abnormal  profit  ought  to  be  very  carefully  scrutinized  before  it  is 
determined  that  a  profit  was  abnormal. 

Take  the  concerns,  for  instance,  that  operate  deep-sea  divers,  at 
what  apparently  is  an  inordinate  price  per  hour.  A  deep-sea  diver 
is,  when  he  has  completed  his  dive,  out  of  business  for  quite  a  little 
period  of  time.  He  has  destroyed  his  own  ability  to  work  for  some 
time,  without  taking  a  tremendous  risk.  We  are  pretty  nearly  in 
that  position. 

I  am  going  to  ask  you  to  allow  me  to  be  a  little  figurative  for  a 
moment. 

If  we  make  this  mistake  and  many  of  these  little  essential  companies 
do  not  survive  because  our  Government  has  taken  away  from  them 
the  sinews  of  peace,  or  the  seed,  or  whatever  you  like  to  call  it  we 
will  not  have  any  way  to  set  them  going  again.  The  Government 
will  have  no  power  to  return  to  these  companies  the  money  it  has 
taken  away.  I  am  only  talking  of  the  companies  that  have  been 
doing  our  regular  business  in  din-able  goods  durmg  wartime. 

Perhaps  they  will  be  almost  as  sad  as  was  Othello  who  looked  fii*st 
at  the  man  and  then  at  Desdemona  and  then  he  strangled  her  because 
he  thought  sho  had  been  luifaithful,  when  she  had  not.     He  said: 

*     *     *     but  once  put  out  thy  light. 
Thou  cunning'st  pattern  of  excelling  nature, 
I  know  not  where  is  that  Promethean  heat 
That  can  thy  light  relume. 

Mr.  Disney.  Will  you  please  repeat  that  quotation? 
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Mr.  Ross.  He  said: 

*     *     *    but  once  put  out  thy  light, 
Thou  cunning'st  pattern  of  excelling  nature, 
I  know  not  where  is  that  Promethean  heat 
That  can  thy  light  relume. 

I  hope  we  will  not  make  a  similar  mistake  with  respect  to  our  little 
essential  businesses  by  taking  away  through  renegotiation  moneys 
they  absolutely  need  in  order  to  survive. 

That  is  the  end  of  my  formal  statement,  Mr.  Chairman.  I  shall 
be  glad  to  answer  any  questions  that  I  can. 

Mr.  Disney.  .  I  like  people  who  come  before  the  committee  and 
make  moderate  statements  and  reason  them  out  well.  You  remind 
me  of  Mr.  Moore  who  came  before  the  committee  yesterday  and  was 
very  moderate  and  explicit  in  his  statement,  and  there  were  reasons 
back  of  all  that  ho  said. 

Of  course,  it  was  stated  the  other  day  that  you  can  come  to  the 
Government  and  borrow  money  if  you  are  in  distress  after  the  war. 

Mr.  Ross.  I  have  heard  that  suggestion.  Our  Renegotiation  Board 
suggested  that  we  make  a  loan  in  order  to  pay  the  sum  which  they 
were  dooming  us  to  pay.  But  I  do  not  favorably  regard  the  sugges- 
tion because  if  I  am  unable  to  provide  that  money  now,  I  will  not  be 
able  to  provide  for  its  repayment  after  I  have  suffered  a  very  severe 
depression. 

Mr.  Disney.  As  to  the  blank  form  which  your  treasurer  held  up 
for  us  to  see,  I  think  some  of  the  members  of  the  committee  have  not 
seen  it. 

Mr.  Ross  [exhibiting  form].  This  is  the  blank  which  the  renegotia- 
tion people  brought  us  to  fill  out,  on  both  sides. 

Mr.  Reed.  Perhaps  it  would  have  been  longer  if  they  had  had 
enough  paper. 

Mr.  Ross.  I  am  quite  sure  you  are  quite  right  about  that,  Mr. 
Reed. 

Mr.  Disney.  What  was  the  question  you  thought  was  unrelated  to 
the  renegotiation;  that  is,  in  the  blank? 

Mr.  Ross.  The  question  of  labor  relations;  how  one  gets  on  with  the 
unions,  and  so  forth. 

Mr.  Disney.  Is  there  any  question  about  your  relations? 

Mr.  Ross.  I  am  not  sure.  There  may  be.  It  is  kept  well  con- 
cealed if  it  is  there. 

Mr.  Disney.  Mr.  Ross,  I  believe  you  said  that  one  company  made 
13,000  turret  lathes  for  1939  and  1940,  and  that  since  1940  they  have 
made  about  25,000.  In  other  words,  they  have  put  themselves  very 
actively  into  that  line  of  business,  in  making  that  kind  of  lathes? 

Mr.  Ross.  For  many  yeai*s. 

Mr.  Disney.  Then  there  is  this  question:  In  order  to  make  the 
machine-tool  people  do  like  the  deep-sea  diver,  and  make  a  sacrifice, 
are  we  to  give  them  a  figure  and  let  them  retain  a  larger  percentage  of 
their  profits  than  other  companies ;  give  them  larger  post-war  reserves? 

Mr.  Ross.  May  I  comment  on  the  last  part  of  your  question  first? 

Mr.  Disney.  Yes. 


Mr.  Ross.  Our  Renegotiation  Board,  when  it  told  us  about  the 
$400,000,  which  is  before  taxes — and  we  cannot  consider  taxes, 
crentlemen;  we  never  do  that — incidentally  took  $32,000  from  us  out 
of  our  post-war  refund,  which  is  the  only  reserve  we  are  allowed  to 
include  in  our  plans.  We  may  have  on  paper  one  hundred,  two 
hundred  or  three  hundred  thousand  of  reserves,  but  they  are  disre- 
garded by  all  branches  of  our  Government,  taxing  agencies  and 
otherwise.  I  said,  *'That  seems  a  very  severe  attendant  penalty,"  and 
they  said,  "We  are  sorry,  we  cannot  pay  any  attention  to  that." 

So  the  $400,000  that  they  suggest  taking  from  me  before  taxes  takes 
$80,000  after  taxes  plus  $32,000  post-war  refund,  automatically  can- 
celed, or  $112,000  out  of  us,  which  leaves  us,  as  I  have  shown  you, 
$40,000  worse  off  at  the  end  of  the  year  than  we  were  at  the  begin- 
ning in  liquid  cash  and  the  equivalent. 

Now,  what  was  the  first  part  of  your  question,  Mr.  Disney? 

Mr.  Disney.  Have  you  any  suggestion  along  this  line?  I  am 
wondering  whether,  in  whatever  we  do  about  renegotiation  or  in 
connection  with  the  tax  bill,  we  should  do  more  for  the  machine-tool 
industry  by  reason  of  this  sacrifice  we  are  asking  them  to  make  than 
for  other  companies. 

Mr.  Ross.  May  I  asnwer  your  question  dramatically? 

Mr.  Disney.  Yes. 

Mr.  Ross.  If  we  do  not,  sir,  the  next  time  the  enemy  strikes  you 
on  both  coasts  you  are  going  to  be  licked,  because  without  the 
machine-tool  industry  the  United  States,  England,  and  Russia  are 
going  to  be  defeated.  Britain  has  depended  on  us  for  its  rearming; 
Russia  has  depended  on  us  for  its  rearming;  and  we  must  give  those 
companies  enough  reserves  to  survive  this  cycle  of  depression,  and 
this  cycle  is  going  to  be  very  severe.  We  will  have  lost  10  years, 
nearly  15  years  crops,  in  the  sense  of  markets,  by  reason  of  this  war 
production.  We  have  multiplied  our  production  more  than  10  times. 
We  are  glad  to  do  it,  but  assuming  that  we  are  wholly  unselfish — and 
we  are  not  wholly  unselfish,  but  suppose  we  were — we  are  not  glad 
to  see  money  taken  away  from  us  by  something  more  than  the  taxes 
that  we  knew  about  and  could  perhaps  provide  for,  since  the  taking 
awav  of  that  money  means  that  as  soon  as  the  boom  is  over  we  will 
no  longer  be  able  to  buy  service  and  materials,  and  employ  our 
essential  labor.  It  is  a  very  much  more  diflicult  thing  to  rebuild  a 
machine-tool  organization  than  it  is  to  destroy  it.  The  kind  of  men 
who  can  produce  machine  tools  are  not  easy  to  get.  They  have  to 
be  trained. 

Mr.  Disney.  I  agree  with  your  statement.  It  is  almost  a  miracle 
that  so  much  has  been  done  in  this  war,  and  in  the  long  run  it  will 
win  the  war. 

Mr.  Ross.  I  think  it  is  really  a  national  problem,  although  it  looks 
like  a  small  one.  My  company  is  tiny;  our  industry  is  relatively 
small,  but  it  is  the  key,  because  you  could  not  make  one  cartridge,  one 
part  of  an  automobile,  or  an  airplane,  or  a  bomb  sight,  or  anything 
^Ise,  without  machine  tools;  and  since  we  must  have  machine  tools, 
We  must  preserve  the  builders  of  machine  tools.  You  could  not  re- 
build our  industry  overnight.     It  would  take  years  and  years. 
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Just  one  other  thing:  One  reason  why  the  profits  of  some  companies 
and  perhaps  all,  have  appeared  veiy  large  is  because  during  this 
tremendous  production  period  those  companies  have  had  no  time  or 
manpower  to  spend  on  engmeering,  development,  and  promotion 
for  the  future.  They  have  simply  done  everything  they  could  to 
take  out  the  maximum  products  from  the  manpower  units.  If  my 
company  had  carried  out  the  research,  development,  and  promotion 
work  for  the  future  that  we  should  have  carried  out,  our  profits  for 
the  year  1942  would  appear  very  much  less,  because  those  would 
have  been  chargeable  to  deductible  expenses.  We  simply  have  not 
spent  the  money  that  way.     We  could  not. 

Mr.  Disney.  Then,  to  summarize  your  testimony,  you  think  it 
would  be  fairer  to  handle  this  problem  under  the  tax  statute  than  under 
the  Renegotiation  Act? 

Mr.  Ross.  In  our  report  we  suggested  that  the  Renegotiation  Act 
be  modified  or  amended.     I  would  not  like  to  go  any  further  than  that, 
because  I  am  representing  otber  people.     If  you  ask  my  own  personal 
opinion,  I  will  be  glad  to  give  it  to  you. 
Mr.  Disney.  Let  us  have  that. 

Mr.  Ross.  My  personal  opinion  is  that  until  laws  which  provide  for 
the  taking  away  of  men's  profits  are  entirely  clear,  so  that  the  man  can 
plan  exactly  what  he  is  up  against— until  such  time  as  those  laws  are 
included  in  the  tax  law,  the  renegotiation  proceeding  should  be  ter- 
minated, because  if  we  wait  for  the  tax  law  to  be  made  all-embracing, 
and  wait  too  long,  we  are  going  to  destroy  something  that  we  simply 
cannot  afford  to  be  without. 

I  think  that  renegotiation  as  applied  to  my  company  has  shown 
a  very,  very  dangerous  indication.  I  would  not  starve  if  my  company 
were  destroyed.  A  lot  of  my  employees  would  come  back  on  the 
Government  pay  roll  or  on  pubhc  rehef.  None  of  us  would  be  killed; 
but  a  very  important  key  unit  in  industry,  both  in  peacetime  and 
wartime,  would  be  gone,  perhaps  forever,  or  at  least  it  would  be  gone 
for  the  moment  that  we  might  need  it. 

Mr.  Disney.  I  agree  with  your  general  idea  that  excessive  profits 
should  be  controlled  by  the  Government,  and  where  they  are  deserv- 
ing of  recapture  they  should  be  recaptured. 

Mr.  Ross.  I  think  business  is  a  science,  and  the  machine-tool  busi- 
ness is  a  critical  science.  We  must  plan  for  the  future.  We  must 
make  our  designs  on  paper  long  before  we  make  our  models  and  long 
before  they  are  in  production.  Unless  we  can  plan  for  a  period  some 
distance  ahead,  we  can  make  no  progress,  nor  even  live.  We  are 
perhaps  an  industry  that  should  have  particular  consideration  with 
respect  to  reserves;  and  I  think  that  renegotiation  as  administered  in 
the  case  of  my  own  renegotiation  was  totally  arbitraiy  and  totally 
inconsiderate  of  the  facts.  I  have  shown  you  that  we  have  not  enough 
capital ,  either  before  or  after,  to  insure  a  safe  post-war  existence.  I  have 
shown  you  that  our  predecessor  company,  in  similar  circumstances,  in 
the  period  from  1919  to  1922  lost  so  much  that  it  was  ruined,  and  that 
it  was  only  saved  by  my  own  personal  interest  in  it,  which  would  not 


possibly  be  repeated.  It  lost,  as  a  matter  of  fact,  between  1919  and 
1922,  nearly  $60,000  more  than  it  had  made  during  the  whole  First 
World  War  boom;  and  I  think  it  is  true  that  approximately  14  percent 
of  the  machine-tool  companies  in  the  United  States  failed  in  the 
immediate  post-war  period. 

Mr.  Disney.  You  are  not  among  the  23,000  last  World  War 
millionaires,  then? 

Mr.  Ross.  No,  sir. 

Mr.  Disney.  Well,  I  agree  with  you  that  when  your  returning 
soldier  applies  to  you  for  a  job,  Uncle  Sam  will  have  to  take  the 
responsibility  for  the  answer  that  he  gives  you. 

That  is  all,  Mr.  Chairman,  except  to  ask  unanimous  consent  that 
this  6-foot  form  be  placed  in  the  record. 

The  Chairman.  Without  objection,  it  will  be  inserted  in  the 
record. 

Mr.  Reed.  And  also  the  supplemental  forms  relating  to  it. 

Mr.  Ross.  I  have  not  those  with  me. 

Mr.  Reed.  Yes;  but  I  would  like  to  have  them  included. 

(The  matter  referred  to  is  as  follows:) 

Budget  Bureau  No.  49— R112 
Approval  expires  1  January  1944 

Date: 

Contractor's  Information  Form  for  Purposes  of  Renegotiation 

As  requested,  the  undersigned  furnishes  the  following  information  and  data, 
Section  A  to  Section  R,  inclusive,  for  use  in  renegotiation  pursuant  to  an  Act  of 
Congress,  Section  403  of  the  Sixth  Supplemental  National  Defense  Appropriation 
Act  of  1942,  approved  28  April  1942,  as  amended,  and  certifies  that  the  data  and 
information  are  authentic,  true,  and  correct  to  the  best  of  his  knowledge  and 
belief  subject  to  such  qualifications  as  are  set  forth  specifically  herein. 

SECTION   A 

The  results  of  operations  of  the  company  for  its  latest  closed  fiscal  year  (ended 

,  194 )  separated  as  to  renegotiable  and  nonrenegotiable 

business  as  defined  under  the  Act,  were  as  follows  (cents  omitted) : 


(A) 


(B) 
Nonrenego- 
tiable 
business 

$ 


(C) 


Total 
business 


$. 


1.  Net  sales  (less  allowances,  discounts, 

etc.;  including  sales   under  sub- 

contracts  as  defined  in  the  Act  but  Renegotiable 

excluding  cost-plus-fixed-fee  con-  business 

tracts) $ 

2.  Cost  of  sales  (less  discounts) 

3.  Gross  profit 

4.  Selling  and  advertising  expenses 

5.  General  and  administrative  expenses.       

6.  Net  operating  profit 

7.  %  Margin  (ratio  line  6  to  line  1) %       %    • % 

8.  Other  applicable  expenses 

a.  Interest  paid $ $ $ 

b.  State  taxes  on  income 

c.  Other  applicable  deductions-       

d.  Other  applicable  income 

9-  Basic  profit  on  fixed  price  contracts 

(line  6  minus  line  8) 

}0-  %  Margin  (ratio  line  9  to  line  1).       %       %       % 

^1-  Other  income: 

a.  Net  fees  earned  under  C.  P. 

F.  F.  contracts $ $ $ 

b.  Other 
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(A) 


Nonrenego- 
Renegotiahle  tiahle 

hysiness  business 


12.  Other  deductions 

13.  Net  profit  before  provisions  for 

Federal  taxes  on  income  and 
extraordinary  reserves 

14.  Provision  for  Federal  taxes  on 

income  (gross) 

a.  Postwar  refund  of  excess 
profits  tax  (credit) 

15.  Net  profit  before  extraordinary 

reserves 

16.  %  of  net  worth  at  start  of 

period 

17.  Provisions  for  extraordinary  re- 

serves  

18.  Net  income  per  books 

20.  Prime    contracts   and   purchase 

orders 

21.  Subcontracts  of  any   tier,   pur- 

chase orders 


(C) 

Total 
husiness 


$. 


$ xxxxxxxxxx       xxxxxxxxxx 

xxxxxxxxxx       xxxxxxxxxx 


22. 


Total  (per line  1 ,  col.  A)..     $ xxxxxxxxxx      xxxxxxxxxx 


23.  Cost  of  Sales: 


24. 
25. 
26. 
27. 
28. 
29. 
30. 


31. 


Materials 

Inventory — variation 

Direct  labor 

Maintenance  and  repairs 

Rents 

Royalties 

Other,    including    deprecia- 
tion  _ 


xxxxxxxxxx 
xxxxxxxxxx 
xxxxxxxxxx 
xxxxxxxxxx 
xxxxxxxxxx 
xxxxxxxxxx 

xxxxxxxxxx 


xxxxxxxxxx  $. 

xxxxxxxxxx 

xxxxxxxxxx 

xxxxxxxxxx 

xxxxxxxxxx 

xxxxxxxxxx 


xxxxxxxxxx 


Total  (per  line  2) $ $. 


32.  Selling  and  advertising: 


33. 
34. 
35. 
36. 

37. 

38. 

39. 
40. 


41. 


Salaries. 

Product  advertising 

Institutional  advertising 

Commissions  paid  on  Gov- 
ernment business 

Commissions   paid  to   out- 
siders (Commercial) 

Commissions  paid  to  sales- 
men (Commercial) 

Branch  oflBce  expenses 

Other,    including    deprecia- 
tion   


$. 


Total  (per  line  4) $ $. 


42.  General  and  administrative:* 


43. 
44. 
45. 
46. 
47. 
48. 

49. 


Officers'  salaries 

Other  office  salaries. 


$. 


Total  (per  line  5) $. 


$. 


$. 
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(A) 


50. 
51. 
52. 
63. 
54. 
55. 

56. 

57. 
58. 
59. 
60. 
61. 

62. 

63. 
64. 
65. 
66. 

67. 

68. 
69. 


70. 
71. 


Other  applicable  deductions:* 


(B) 
Nonrenego- 
Renegotiable  tiahle 

business  business 


Total  (per  line  8c)  _. 
Other  applicable  income:* 


$. 


$. 


Total  (per  line  8d) $. 


Depreciation  included  above: 
Normal 

Accelerated 

On  idle  plant 


$- 


Total  depreciation $. 


$. 


Other  charges  included  above: 
Amortization  of  emergency 
facilities    (not    including 
estimated  normal  depre- 
ciation)      $. 

Executive  salaries'  total $. 

Approximate  cost  of  work 
subcontracted $. 


$. 
$- 

$. 
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(C) 

Total 
business 

$- 

$ 

$ 

$- 

$--- 

$ 


*List  significant  items. 


(  )  Denotes  red  figures. 


SECTION    B 

The  results  of  all  operations  for  the  six  years  immediately  preceding  the  year 
under  review  are  as  follows  (in  thousands  of  dollars  except  for  very  small  com- 
panies) : 

Note. — If  the  information  called  for  on  lines  23  to  71,  inclusive,  is  diffi- 
cult to  obtain  and  does  not  contain  any  unusual  items,  it  may  be  omitted 
for  the  three  earliest  years. 

Years  ended 
19—      19—      19—       19—      19—      19— 

1.  Net    sales    (less    allowances, 

discounts,  etc.;  including 
sales  under  subcontracts  as 
defined  in  the  Act  but  ex- 
cluding cost-plus-fixed-fee 
contracts $ $ $ $ $ $ 

2.  Cost  of  sales  (less  discounts)  -     

3.  Gross  profit 

4.  Selling   and   advertising  ex- 

penses      

5.  General   and   administrative 

expenses 

6.  Net  operating  profit 

7.  %  Margin  (ratio  line  6 

tolinel)._ _-     — %     -.%     — %     ...%     ...%     — % 

*  List  significant  items.  (    )  Denotes  red  figures. 
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8. 


Other  applicable  expenses: 

a.  Interest  paid 

b.  State    taxes    on    in- 


Years  ended 
19—       19—       19—       19—       19— 

<h — *-•  $ ._  $ -  $ $ 


19- 


come. 


c. 


de- 


d. 


m- 


9. 

10. 
11. 


—  %     ...%     ...%     ...%     — % 


12. 
13. 


14. 


15. 

16. 

17. 

18. 
19. 

23. 
24. 
25. 
26. 
27. 

28. 
29. 
30. 

31. 
32. 
33. 
34. 
35. 

36. 

37. 

38. 

39. 
40. 


Other  applicable 

ductions 

Other   applicable 

come 

Basic   profit   on    filled   price 

contracts 

%  Margin  (ratio  line  9 

to  line  1) 

Other  income: 

a.  Net  fees  earned  under 
C.  P.  F.  F.  con- 
tracts   $---..  $_.  xxxxx 

h.  Other ...__     " 

Other  deductions --_II     IIIII 

Net   profit   before   provision 

for  Federal  taxes  on  income 

and  extraordinary  reserves. 

Provision  for  Federal  taxes  on 

income  (gross) 

a.  Postwar  refund  of 
excess    profits    tax 

(credit) 

Net  profit  before  extraordi- 
nary reserves 

%  of  net  worth  at  start 

of  period 

Provisions  for  extraordinary 

reserves 

Net  income  per  books 

%  Government  business  in- 
cluded in  line  1 

Cost  of  sales: 

Materials 

Inventory — variation 

Direct  labor 

Maintenance     and     re- 
pairs   

Rents 

Royalties 

Other,   including  depre- 
ciation  

Total  (per  line  2) 

Selling  and  advertising: 

Salaries .. 

Product  advertising '_ 

Institutional      advertis- 
ing  

Commissions     paid     on 
Government  business. 
Commissions  paid  to  out- 
siders**  

Commissions     paid     to 

salesmen  ** 

Branch  office  expenses.. 
Other,   including  depre- 
ciation  

Total  (per  line  4) 


% 


xxxxx     xxxxx     xxxxx 


$-_---  $ $ $ * $ 


$ 

— % 


$__ V * * 

%  xxxxx  xxxxx  xxxxx  xxxxx 


$ « $ _--    $ - —    $- 


$ $----- 


41.  1  otauper  ime  4; $ $ $ 

List  significant  items.    (    )  Denotes  red  figures.    **  (Commercial.) 


$ $- 


$.-, 
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Years  ended 
19—       19—       19—       19—       19—       19— 

42.  General  and  administrative:* 

43.  Officers' salaries 

44.  Other  office  salaries 

45.  

46.  

47.  -     

48.  - 

49.  Total  (per  line  5) $ $ $ $ $ $ 

50.  Other  applicable  deductions:* 

51.  - --     

52.  

53.  -- 

54.  

55  

56!  Total  ier  line  8c) $ $ $ $ $ $ 

57.  Other  applicable  income:* 

58.  - 

59.  - -- 

60.  -- --     -- 

61.  

62.  Total  (per  line  ScO $ $ $ $ $ $ 

63.  Depreciation  included  above : 

64.  Normal 

65.  Accelerated 

66.  On  idle  plant _t 

67.  Total  depreciation ...   $ $ $ $ $ $ 

68.  Other  charges  included  above: 

69.  Amortization    of    emer- 

gency facilities  (not 
including  normal  de- 
preciation)      

70.  Executive  salaries  total.     

71.  Approximate  cost  of  work 

subcontracted $ $ $ $ $ $ 

SECTION  c 

72.  The  method  followed  in  segregating  renegotiable  business  (sales)  and  non- 

renegotiable  business,  as  shown  in  Section  A  above,  is  as  follows: 

« 

SECTION   D 

73.  The  method  followed  by  the  company  in  allocating  costs,  expenses,  and  deduc- 

tions applicable  to  renegotiable  business  and  to  nonrenegotiable  business 
as  shown  in  Section  A  above  is  as  follows: 

SECTION    E 

74.  There  are  no  extraordinary  reserves  (other  than  shown  on  line  17)  for  inven- 

tory losses,  post-war  conversion  or  other^^  ise  (of  a  nature  not  allowed  as  a 
deduction  for  Federal  income-tax  purposes)  n eluded  in  costs  and  expenses, 
except  as  follows: 
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SECTION     P 

There  is  attached  hereto  one  copy  each  of  the  following  customarily  prepared 
already  available  data:  ' 

75.  Published  annual  stockholders'  reports  for  each  fiscal  year  beginning  after  31 

December  1935. 

76.  Long  form  audited  reports  with  auditor's  or  comptroller's  comments  for  each 

fiscal  year  beginning  after  31  December  1935. 

77.  A  transcript  of — 

a.  Schedule  M  of  company's  Federal  income-tax  return  (Form  1120)  for 

the  two  latest  years  filed. 

b.  Lines  1-7  inclusive  of  page  1  of  the  excess-profits  tax  return  (Form 

1121)  for  the  lastest  year  filed. 

78.  Latest  interim  balance  sheet  for  current  year  and  related  statement  of  income 

and  surplus  as  customarily  prepared  for  the  company's  internal  management. 

79.  Latest  brochure,  catalog,  or  other  material  setting  forth  company's  business 

and  products. 

80.  Copy  of  Form  10-K  (or  1-MD)  for  latest  fiscal  year  if  such  be  filed  with 

Securities  and  Exchange  Commission. 


SECTION  J 


SECTION  G 


81. 


Salaries  and  all  other  compensation  (including  commissions,  bonuses,  royal- 
ties, and  other  forms  of  extra  compensation)  of  our  ten  highest  paid  officers 
or  employees,  or  of  those  who  received  in  excess  of  $10,000  per  annum  each 
for  the  year  (whichever  is  the  lesser  number)  were  as  follows: 


Name,  title,  and  duties 


Current 
year* 


Last  closed 
year 

$ 


$. 


Preceding  years 
19—  19— 

$ 


1 $ 

2 

3 

4 

5 . 

6 . 

7 . 

8 . 

9 . 

10 . 

Total : $. 

'Annual  rate  at  present  time. 

2.  A  brief  description  of  any  bonus  plan,  pension  trust,  or  other  em.ployee  com- 
pensation plan  now  in  effect  or  contemplated,  with  comment  as  to  how  it 
is  applicable  to  personnel  as  listed  above,  is  as  follows: 

83.  The  salaries  listed  above  were  not  questioned  by  Federal  income  tax  author- 
ities except  as  follows: 


$. 


$. 


$. 


fiT.  The  approximate  dollar  unit  value  of  individual  products  of  primary  import- 
ance, together  with  any  recent  (1942  and  later)  unit  price  reductions  are: 


Item 


1. 
2. 
3. 
4. 
5. 
6. 
7. 


Present 
unit  price 
$ 


Date 


Previous  unit  prices 

Date Date 

$ $ 


Name  of  Company 


SECTION   K 


^S.  This  company  has  the  following  affiliates  (i.  e.,  companies  or  persons  which 
are  under  our  control  or  which  are  controlled  by  the  same  interests  which 
control  us) : 


Names  and  addresses      %  of  stock  outstanding 


Held  by 


2. 
3. 
4. 


89.  The  operations  of  the  above  affiliates  {are^notl  ^^*^^^^®<^  i^  t^®  figures  given 

in  this  form  above.     We  j^^  ^^A  believe  that  the  operations  of  the  above 

affiliates  may  properly  be  consolidated  with  those  of  this  company  for  the 
purpose  of  renegotiation  under  the  Act. 
Kl.  If  affiliates  are  not  consolidated,  the  basis  of  setting  prices  on  intercompany 
transactions  is  outlined  as  follows: 


SECTION   L 

91.  Our  cost-plus-fixed-fee  business  during  the  past 

last  closed  fiscal  period  is  given  below: 

92.  Total  incurred  or  accrued  costs $. 

93.  Fees  received  or  accrued  on  work  done $. 

94.  Total  of  92  and  93  above 

95.  Nonreimbursable  costs JR : 


96.  Net  fees  or  profit  (93  minus  95) 

97.  %  Margin  of  profit  (ratio  of  96  to  94) 

•To  agree  with  line  llo  of  section  A. 


$. 
$- 


—  % 


SECTION  M 


SECTION   H 


84.  During  the  year  under  review,  the  principal  products  which  we  sold,  the 
principal  services  which  we  rendered,  and  the  approximate  dollar  amount 
of  sales  of  each  principal  type  of  product  (or  group  of  products)  produced 
by  us  and  included  in  renegotiable  business,  are  as  follows: 


85.  Prior  to  1941,  our  principal  peacetime  products  were: 


86.  At  the  present  time  our  principal  commercial  products  are: 


98.  The  approximate  dollar  value  of  business  for  the  last  closed  fiscal  year  for 
sales  made  directly  or  indirectly  to  the  following  was: 


99.  Renegotiable: 

A — War  Department $. 

1.  Army  Air  Forces _. 

Central  Warfare  Service .. 

Corps  of  Engineers _. 

3a.  Construction  Division .. 

36.  Supply  Division .. 

Ordnance  Department _. 

Quartermaster  Corps 

Signal  Corps _ 

Surgeon  General _. 

Transportation _. 

Subtotal,  War  Department .. 


Total 


%  of  total 
$ 


2. 
3. 


4. 
o. 
6. 

7. 
8. 


\w   ^ 
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99.  Renegotiahle — Continued. 

B — Navy  Department $ 

C — Maritime  Commission 

D — Treasury  Department 

E — War  Shipping  Administration 

F — Defense  Plant  Corporation 

G — Defense  Supplies  Corporation 

H — Metals  Reserve  Company 

I — Rubber  Reserve  Company 

J — Unclassified  but  for  war  purposes 

100.  Total  renegotiable* $ 

101.  Nonrenegotia hie : 

102.  Direct  sales  to  foreign  governments 

103.  Government  branches  (other  than  those  included 

in  renegotiable  business) 

104.  Miscellaneous  and  unclassified 

105.  Total  nonrenegotiable $ 

106.  Grand  total  all  business $__I_III 

•Included  in  renegotiable  business  through  this  form. 


Total        %  of  to(4 


$. 


- 100% ; 


SECTION    N 


107. 


The  value  and  type  of  privately  financed  facilities  for  which  Certificates  of 
Necessity  have  been  issued  or  for  which  applications  have  been  pending 
as  at  the  end  of  the  latest  closed  fiscal  year  are  detailed  as  follows: 


SECTION    p 

108.  The  company  has  received  the  following  Government  assistance  during  or 

at  the  end  of  our  latest  closed  fiscal  year: 

109.  Approximate  value  of  machinery  loaned $ 

110.  Approximate  value  of  plants  provided .-IT"""] 

111.  Approximate  value  of  materials  received ~  ~_ 

112.  "V"  loans  (under  Regulation  V  of  Federal  Reserve  Board)  _  111.11""]. 

113.  Approximate  advances  on  contracts 

114.  Other  financial  assistance  (describe) :  

115.  Technical  assistance  (describe  briefly;  mention  patents,  etc.): 

116.  Significant  changes  of  any  of  above  during  last  fiscal  year: 

SECTION  Q  (OPTIONAL  ON  PART  OF  COMPANY) 

117.  The  following  are  the  names  and  addresses  of  some  other  important  companies 

which  sold  or  rendered  the  same  or  similar  products  or  services  in  war  pro- 
duction, and  with  which  our  war  business  might  to  a  degree  be  comparable: 

1. 

2. ::.  .. 

3.  .. 

4. llV^^^S^^^/^^ViV^^^^  ''"-  — 

o. 


SECTION  R 

ijg   In  a  separate  folio,  but  made  a  part  of  this  Contractor's  Information  Form 
we  furnish  two  copies  of  brief  dictations  covering  each  of  the  following 
items,  119  to  145: 

119.  Date  and  state  of  incorporation  and  brief  history  of  company  and 

its  business  at  least  since  1936. 

120.  The  latest  taxable  year  examined  by  the  Bureau  of  Internal 

Revenue  and  any  significant  changes  made  in  taxable  income 
since  1936  as  a  result  of  examinations  by  the  Bureau. 

121.  A  concise  statement  of  any  changes  in  excess  profits  tax  credit 

claimed  or  to  be  claimed  under  section  722  of  the  Internal 
Revenue  Code. 

122.  If  royalties  in  excess  of  $25,000  were  paid  or  accrued  during  the 

year  under  review,  give  names  of  significant  payees  and  amounts 
of  payments.  Similarly,  if  the  company  received  royalties  in 
excess  of  $25,000,  give  names  of  licensees  and  amounts  paid. 
(If  this  information  already  has  been  furnished  the  Government, 
please  attach  a  duplicate  copy  as  sent  out.) 

123.  A  statement  as  to  any  basic  changes  in  accounting  methods  since 

1936  (with  special  reference  to  changes  in  inventory  valuation 
and  depreciation  rates).  Also  statements  as  to  (a)  depreciation 
rates  currently  used  on  major  classifications  of  plant,  (b)  present 
method  of  valuing  inventory,  (c)  20%  or  lower  rate  of  amortiza- 
tion for  facilities  in  operation  under  Certificates  of  Necessity, 
(d)  any  special  features  and  details  of  any  revaluation  of  assets 
and  effect  upon  the  data  submitted  herewith,  and  (e)  full  details 
as  to  latest  Federal  Tax  return  filed  (final  or  tentative)  and  extent 
of  payments  thereof.     (Submit  copy  of  return  if  possible.) 

124.  Principal  stockholders,  either  individuals  or  corporations,  indi- 

cating percentage  of  ownership  if  over  10  percent.     Set  out 
f  separately  the  ownership  by  managing  officers. 

125.  Describe  any  escalator  clauses  in  company's  contracts  subject  to 

renegotiation. 

126.  Brief  description  of  important  plants,  including  locations,  type  of 

construction,  square  feet  of  floor  area,  products  manufactured, 
percent  of  output  on  war  business.  Also  for  the  entire  com- 
pany give  average  number  of  employees  now  and  in  peacetime. 

127.  List  of  major  customers  and  approximate  dollar  value  of  products 

purchased  from  company  during  the  latest  closed  fiscal  period. 

128.  List  of  major  companies  for  which  company  is  a  subcontractor, 

and  dollar  value  of  such  sales  by  company. 

129.  Dollar  value  and  list  of  your  principal  subcontractors,  method 

and  extent  of  your  handling  them  with  reference  to  materials, 
supervision,  inspection,  and  financing.  . 

130.  Approximate  dollar  value  of  1942  renegotiable  business  excluded 

by  reason  of  the  28  April  1942  clause  concerning  contracts  fully 
completed  and  paid  for. 

131.  Labor  relations,  union  or  closed  shop,  wage  increases,  number  of 

shifts  run,  stated  as  X  percent  for  second  shift  and  X  percent 
for  third  shift,  with  statement  as  to  increased  executive  per- 
sonnel to  handle  extra  shifts.  Piece  work  and  bonuses  for  the 
same. 

132.  Significant  contracts  or  orders  received  on  competitive  bidding 

basis,  extent  of  competition,  and  how  company's  low  costs  and 
efficient  operation  ofi'set  territorial  and  freight  differentials. 
Comparison  of  important  high-  and  low-cost  producers  in  same 
line. 
•  133.  Dollar  value  for  latest  fiscal  period  of  significant  raw  materials 
and  subassemblies,  and  from  whom  purchased. 
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134.  Any  other  statements  or  representations  that  may  be  pertinent 
the  matter  of  renegotiation,  with  particular  references  to  anv  im 
portant  contribution  to  the  war  eflFort  and  to  voluntary  price  iJ* 
ductions  and  risks  involved  in  conversion  to  war  productin 
which  may  include:  ^'' 

135.  Burden  and  risks  thereto — reconversion. 

136.  Voluntary  price  reduction  on  significant  items—past  anH 
as  contemplated  for  the  future. 

Maintenance  of  production  and  shipping  schedules^ 
difficulty  in  obtaining  materials.  '^ 

Increase  in  cost  of  materials. 

Economy  in  the  use  of  basic,  critical,  and  other  raw  mu 
terials. 

Degree  of  integration. 

141.  Special  efficiency  in  manufacturing  methods  and  tech 
niques. 

142.  Special  financial  or  physical  risks  taken  by  the  oompanv 

143.  Special  engineering  or  development  work  of  new  prod- 
ucts, and  new  methods  of  manufacture. 

Availability  of  patents  and  processes  to  the  Government 
and  to  other  contractors,  collaboration  with  other  con- 
tractors  and  with  the  Government. 

General  comments  on  the  company's  over-all  contribu- 
tion to  the  war  effort. 
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137. 

138. 
139. 

140. 


144. 


145. 


By 


Name  of  company 


Address  of  company 


(Date  wben  the  form  is  returned  by 
company) 


Attached  (unless  otherwise  struck  out) : 

Copy  of  section  403  of  the  Renegotiation  Act  as  amended  to  14  July  1943 
Copy  of  "Joint  Statement"  by  Agencies. 

INSTRUCTION    SHEET    FOR    CONTRACTOR'S    INFORMATION    FORM- 

I.  In  general,  the  schedules  in  this  form  represent  the  information  necessary 
before  final  determination  can  be  made.  If  the  preparation  of  the  data  called 
for  would  require  unreasonable  burden  and  expense,  the  company  may  supply 
such  date  as  are  available  in  regularly  prepared  financial  and  operating  reports. 
In  all  such  cases,  however,  an  explanation  of  the  reasons  for  substitution  should 
be  presented.  All  cents  may  be  omitted.  If  the  data  for  prior  years  requested 
in  section  B  are  set  forth  in  the  reports  mentioned  in  section  F,  then  such  schedule 
need  not  be  prepared.  The  company  should  so  indicate  if  it  prefers  to  discuss 
the  Items  of  segregation  of  sales  (section  C)  and  allocation  of  costs  (section  D), 
in  which  case  a  company  official  should  complete  the  form  in  other  respects  and 
submit  It.     bpecific  comments  on  the  various  items  follow: 

II.  Section  F. — If  annual  reports  to  stockholders  or  audit  reports  by  inde- 
pendent public  accountants  are  not  prepared,  in  lieu  thereof  there  must  be  sub- 
mitted financial  statements  for  each  fiscal  year  beginning  after  31  December 
19^5,  consisting  of  at  least  a  balance  sheet  at  the  end  of  each  such  fiscal  vear 
and  related  statement  of  surplus  for  each  such  fiscal  year.  These  statements 
should  be  m  reasonable  detail. 

III.  Section  A,  Lines  8c  and  8d. — Amounts  representing  nonoperating  income 
and  expenses  which  in  the  light  of  circumstances  are  wholly  or  partially  applicable 
to  renegotiable  business  should  be  entered  in  these  lines.  However  amounts 
representing  items  of  a  nonoperating  nature  not  applicable  to  renegotiable  busi- 
ness should  be  entered  in  lines  116  and  12.  Examples  of  the  latter  are  profit 
or  loss  on  disposal  of  fixed  assets,  adjustments  applicable  to  prior  years,  interest 
and  dividends  received,  write-off  of  intangibles,  etc.      • 

IV.  Section  C. — a.  Sales  subject  to  renegotiation  should  include  the  total 
amount  of  contractor's  net  biUings  on  sales  directly  or  indirectly  to  the  War, 
JNayy  and  Treasury  Departments,  Maritime  Commission,  War  Shippint?  Ad- 
mmistration,   Defense  Plant    Corporation,   Metals   Reyerve  Company,   Defense 


Supplies  Corporation,  and  Rubber  Reserve  Company.  They  should  include 
subcontracts  as  defined  below,  directly  or  indirectly  to  the  above  departments, 
as  well  as  prime  (i.  e.  direct)  contracts  and  purchase  orders.  All  sales,  whether 
under  OPA  regulations,  on  competitive  bids,  or  otherwise,  should  be  included. 
Billings  on  contracts  which  were  wholly  completed  and  on  which  final  payment 
was  made  before  28  April  1942,  need  not  be  included.  In  this  connection,  refer- 
ence is  made  to  the  inclosed  "Joint  Statement"  and  to  paragraph  IX  below.. 

h.  For  renegotiation  purposes  "subcontract"  is  defined  as  follows  (section  403 
(a)  (5)  of  the  Act) : 

The  term  "subcontract"  means  any  purchase  order  or  agreement  to  per- 
form all  or  any  part  of  the  work,  or  to  make  or  furnish  any  article  required 
for  the  performance  of  another  contract  or  subcontract.  The  term  "article" 
includes  any  material,  part,  assembly,  machinery,  equipment,  or  other  per- 
sonal property. 

c.  The  definition  is  interpreted  to  include  contracts  not  only  with  prime  con- 
tractors but  also  with  others  who  under  this  interpretation  may  be  subcon- 
tractors, if  such  contracts  are  (a)  for  the  sale  or  processing  of  an  end  product  or 
of  an  article  incorporated  therein,  (b)  for  the  sale,  furnishing,  or  installation  of 
machinery,  equipment,  or  materials  used  in  the  processing  of  an  end  product  or 
of  an  article  incorporated  therein,  (c)  for  the  sale,  furnishing,  or  installation  of 
machinery  used  in  the  processing  of  other  machinery  to  be  used  in  the  processing 
of  an  end  product  or  of  an  article  incorporated  therein,  (d)  for  the  sale,  furnish- 
ing, or  installation  of  component  parts  of  or  subassemblies  for  machinery  included 
in  (c)  above  and  machinery,  equipment,  and  materials  included  in  (b)  above,  and 
(e)  for  the  performance  of  services  directly  required  for  the  performance  of  con- 
tracts or  subcontracts  included  in  (a),  (b),  (c),  and  (d)  above.  The  term  "com- 
ponent part"  as  used  in  this  section  shall  be  deemed  to  include  materials  and 
ingredients. 

d.  In  general,  reference  is  made  to  the  discussion  of  renegotiable  business  con- 
tained in  the  inclosed  "Joint  Statement." 

V.  Sections  A  and  D. — In  allocating  costs  and  expenses  between  renegotiable 
and  non-renegotiable  business,  the  company's  cost  system  should  be  used,  if 
adequate.  Otherwise,  percentages  or  other  formulas  may  have  to  be  used, 
either  on  individual  products  or  groups  of  products,  or  by  departments,  divisions, 
etc.  Each  major  item  of  selling  and  general  expenses  should  be  allocated  in 
accordance  with  the  most  equitable  method  in  view  of  the  particular  situation. 

VI.  If  desired,  section  B  may  be  combined  with  section  A,  as  the  line  captions 
are  identical. 

VII.  Section  L. — Cost-plus-fixed-feie  contracts  are  considered  separately  for 
renegotiation  purposes.  In  addition  to  the  information  called  for  under  this 
Bection,  the  company  should  provide  any  further  data  in  connection  with  such 
contracts  that  may  be  considered  pertinent. 

VIII.  Section  K. — Price  adjustment  boards  approve  the  policy  of  permitting 
renegotiation  of  parent  and  subsidary  companies  on  a  consolidated  basis  where 
the  parent  and  subsidiaries  constituted  an  "affiliated  group"  as  defined  in  section 
141  (d)  of  the  Internal  Revenue  Code.  As  excessive  profits,  if  any,  must  be 
allocated  among  the  parent  and  subsidiaries,  a  review  of  the  unconsolidated 
financial  statements  must  be  made  to  establish  such  allocation.  Care  should  be 
taken  in  the  preparation  of  consolidated  statements  that  intercompany  elimina- 
tions are  properly  made. 

IX.  Re  28  April  19^2  business  which  is  fidly  completed  and  fully  paid  for  prior 
thereto. — The  amount  of  business  for  which  final  payments  have  been  made  prior 
to  28  April  1942  is  excluded  from  renegotiable  business  in  the  period,  unless  the 
contractor  elects  otherwise  with  reason  therefor.  Billings  on  part  or  all  of  the 
contracts  on  which  final  payment  of  the  entire  principal  amount  called  for  was 
Diade  prior  to  28  April  1942  need  not  be  included  as  renegotiable  business.  How- 
ever, purchase  orders,  reorders,  and  part  shipments  representing  scheduled  de- 
liveries in  accordance  with  the  monthly  requirements  of  vendees  are  renegotiable 
if  they  are  part  of  open-end  contracts  which  are  not  fully  completed  and  paid  for 
prior  to  28  April  1942.     In  this  connection,  explain  your  credit  terms. 

X.  The  following  items  are  among  those  which  generally  are  required  to  be 
excluded  from  costs  pertaining  to  renegotiable  business: 

a.  Provision  for  reserves  for  contingencies  (if  not  earmarked  for  special 
purpose  which  the  company  does  not  wish  to  disclose  in  released  statements). 
6.  Provision  for  reserve  for  postwar  adjustments. 
c.  Life  insurance  premiums. 
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d.  Fines  and  penalties. 

e.  Bond  deposits. 

/.  Discount  or  premiums  on  bonds  retired. 

g.  Profit  and  loss  from  sales  of  capital  assets. 

h.  Provision  for  future  inventory  shrinkage. 

i.  Profit  and  loss  from  sale  of  investments. 

j.  Depreciation  on  appreciation  of  capital  assets. 

k.  Difference  between  depreciation  and  amortization   of  company  and 
aUowances  by  United  States  Treasury  for  Federal  income  tax  purposes 
(This  item  to  be  entered  on  line  8c  of  section  A.) 

I.  Expenditures  which  clearly  are  unwarranted  in  connection  with  war 
business. 

m.  Accelerated  depreciation  unless  on  the  company's  books  and  so  claimed 
by  the  company  in  its  income  tax  return, 

XI.  Note  for  construction  contractors. — A  special  form  is  available  for  filing  by 
contractors  principally  engaged  on  construction  projects,  including  those  operating 
imder  architect-engineer  contracts.  Construction  contractors  and  architect-engineers 
should  not  file  this  Contractor's  Information  Form,  but  should  obtain  copies  of  the 
proper  construction  form  by  writing  to 

Departmental  Price  Adjustment  Boards 
P.  O.  Box  2707 
Washington,  D.  C. 

XII.  In  general,  you  are  referred  to  the  inclosed  copies  of  section  403  of  the 
Renegotiation  Act  and  the  "Joint  Statement." 

XIII.  If  any  statements  or  information  requested  to  be  furnished  are  inap- 
plicable in  a  particular  item,  notation  to  that  effect  should  be  made  on  the  face 
of  the  form,  and  a  rider  attached  explaining  the  reasons  for  omission. 


Subject:  Review  of  profits  under  Renegotiation  Act. 

Pursuant  to  an  Act  of  Congress  [Section  403  of  the  Sixth  Supplemental  National 
Defense  Appropriation  Act,  1942  (Public,  528,  77th  Congress),  approved  28 
April  1942,  as  amended  by  Section  801  of  the  Revenue  Act  of  1942  (Public,  753, 
77th  Congress),  approved  21  October  1942,  and  as  further  amended  by  the 
Military  Appropriation  Act,  1944  (Public,  108,  78t}i  Congress),  approved  1  Julv 
1943,  and  as  further  amended  by  an  Act  to  Prevent  the  Payment  of  Excessive 
Fees  or  Compensation  in  Connection  With  the  Negotiation  of  War  Contracts 
(Public,  149,  78th  Congress),  approved  14  July  1943  (for  convenience  sometimes 
referred  to  as  the  "Renegotiation  Act")]  Price  Adjustment  Boards  have  been 
established  for  the  War  Department,  Navy  Department,  Treasurv  Department, 
Maritime  Commission,  War  Shipping  Administration,  Defense  Plant  Corpora- 
tion, Metals  Reserve  Company,  Defense  Supplies  Corporation,  and  Rubber 
Reserve  Company.  The  function  of  these  Price  Adjustment  Boards  is  to  review 
the  profits  realized  from  prices  in  effect  under  contracts  and  subcontracts  subject 
to  renegotiation  under  the  Act.  The  main  objectives  of  such  reviews  are:  (a)  to 
lead  to  a  settlement  or  clearance  under  the  section  of  the  Act  above  mentioned, 
and  (b)  to  agree  on  possible  price  reductions  for  future  deliveries. 

In  the  interest  of  simplicity,  the  above-mentioned  agencies  liave  agreed  that 
all  renegotiation  proceedings  with  your  company  should  be  delegated  to  this 
Board  or  Section. 

This  Board  or  Section  believes  that  this  review  can  be  made  best  by  an  over-all 
study  of  your  company's  financial  position  and  vour  profits  (past  and  prospective) 
from  all  your  contracts  as  a  whole,  subdivided  only  as  to  fixed-fee  and  fixed-price 
contracts,  rather  than  from  an  analysis  of  each  individual  contract  on  a  unit  cost 
basis. 

Therefore,  so  that  we  may  have  a  fairly  representative  cross  section  of  vour 
company's  business,  will  you  please  send  to  us  as  promptlv  as  possible  within 
twenty  days  information  on  all  of  the  data  set  out  on  the  attached  Contractor's 
Information  Form. 

It  is  not  the  intent  to  burden  your  organization  unnecessarilv  during  this 
review.  However,  in  most  instances  fairly  comprehensive  data  are  required 
before  final  determination  can  be  made.  Your  company  is  at  liberty  to  include  a 
brief  statement  of  any  reasons  why  it  cannot  submit  information  now  regarding 
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I  any  of  t^c  subjects  covered,  and  also  to  give  its  reasons  why  it  does  or  does  not 
believe  the  company  or  any  one  of  its  subsidiary  or  affiliated  companies  should  be 
subject  to  renegotiation.  If  the  company  has  previously  furnished  (other  than 
to  the  Assignment  Section  of  the  agencies)  data  on  renegotiation,  please  inclose  a 
diiplieate  copy  of  the  reply  or  indicate  the  name  and  address  of  the  oflicial  to  whom 
data  were  sent.  In  such  circumstance  it  is  unnecessary  to  furnish  data  again. 
Shortly  after  the  material  referred  to  (or  at  least  the  principal  part  of  it)  is  received 
we  will  arrange  a  meeting  with  any  executive,  financial,  or  other  officer  you  may 
wish  to  have  attend,  in  order  that  we  may  develop  a  mutually  satisfactory  basis 
for  an  expeditious  and  economical  review  leading  to  a  clearance  or  settlement  and 
possible  price  reduction. 
'  Yours  very  truly. 


(Title) 


Attached: 

Contractor's  Information  Form. 

Copy  of  section  403  of  Renegotiation  Act  as  amended  to  14  July  1943. 

Copy  of  "Joint  Statement"  by  Agencies. 

Mr.  Lynch.  Mr.  Koss,  did  you  have  to  convert  to  war  purposes? 

Mr.  Ross.  No,  sir;  we  intensified  and  increased  our  facilities  within 
the  buildings  that  we  actually  had. 

Mr.  Lynch.  Then,  as  I  understand  your  situation,  it  is  this: 
I  That  you  have  oversold  the  market  by  reason  of  the  war,  and  not  by 
any  voluntary  act  of  your  own,  and  that  the  market  at  the  end  of  the 
I  war  will  be  flooded  with  machine  tools  which  probably  will  not  have 
to  be  replaced  for  perhaps  15  or  20  years,  and  out  of  whatever  profits 
I  you  have  achieved  now,  a  large  part  should  be  used  as  a  reserve  to 
carry  you  over  that  period  of  depression  that  will  surely  come  to  you, 
and  also  to  develop  the  machine-tool  business  in  the  future.  Is  not 
that  right? 

Mr.  Ross.  That  is  entirely  correct. 

Mr.  Lynch.  If  you  tried  to  set  up  your  reserves  before  renegotia- 
tion, would  not  that  be  equivalent  to  having  the  Government  sub- 
[sidize  you  to  that  extent,  by  paying  higher  prices  for  tools  than  it 
actually  should  pay? 

Mr.  Ross.  I  do  not  think  so,  Mr.  Lynch,  because,  in  the  first  place, 
all  the  machine-tool  builders'  prices  were  frozen  by  the  O.  P.  A.  as  of 
October  1,  1941.  Presumably  the  prices  were  then  regarded  as  satis- 
factory. It  is  only  by  reason  of  the  enormous  volume,  and  the  fact 
that  we  have  been  running  our  plant  up  to  168  hours  a  week  that  we 
have  brought  into  this  one  year  the  earnings  of  other  years  in  normal 
procedure. 

Mr.  Lynch.  I  can  see  a  very  clear  distinction  between  your  case, 
where  the  market  has  been  oversold  for  future  years  and  the  case  of, 
say,,  a  textile  manufacturer,  who  has  disposed  of  his  product  and  will 
still  have  a  market  in  the  future. 

Mr.  Ross.  Perhaps  there  might  be  a  better  example  than  that. 
It  may  be  that  an  automobile  manufacturer  has  converted  to  tanks. 
'^hile  he  is  building  tanks  he  is  not  spoiling  his  future  market  in 
^ny  abnormal  way.  More  than  that,  he  is  not  building  any  auto- 
mobiles at  all.  He  is  improving  that  future  market  by  creating 
^Iniost  a  total  vacuum  there.  Wnen  he  returns  to  his  normal  place, 
'building  automobiles,  he  has  a  hungry  public  anxious  to  buy.    When 
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the  war  ends,  we  shall  have  no  public  that  is  interested  at  all.    Tlie 
Government  is  turning  back  already  vast  numbers  of  machine  tools. 

Mr.  Lynch.  Insofar  as  your  industry  is  concerned,  the  war  profits 
you  make  are  actually  a  detriment  to  you  insofar  as  yom*  future 
business  is  concerned? 

Mr.  Ross.  We  would  have  infinitely  rather  have  made  our  nonnal 
profit  over  the  normal  course  of  years  than  to  have  made  a  large 
piofit  in  1  year,  for  every  reason.  For  one  reason,  our  wages  have 
increased  probably  40  percent  since  the  first  of  1942.  It  is  very 
difficult  to  bring  labor  down  to  a  lower  wage  scale.  It  takes  time,  it 
is  very  expensive,  and  the  process  is  very  difficult;  and,  as  I  have  al- 
ready  said,  we  have  suspended  the  normal  procedure  of  research  and 
development  almost  entirely,  because  we  have  been  devoting  ourselves 
wholly  to  production.  We  have  a  lot  of  catching  up  to  do ;  a  tremendous 
amount. 

Mr.  Lynch.  Your  situation  would  be  clearer,  would  it  not,  if  you 
were  not  subject  to  renegotiation,  because  of  the  necessity  for  your 
product  during  the  war,  plus  the  fact  that  by  fulfilling  the  war  needs 
you  have  lost  your  future  market  for  a  period  up  to  15  years? 

Mr.  Ross.  That  is  right. 

Mr.  Lynch.  That  is  your  thought? 

Mr.  Ross.  That  is  my  thought. 

Mr.  Lynch.  That  is  all. 

Mr.  Ross.  It  is  one  example  of  the  operation  of  a  renegotiation 
law  which  from  another  point  of  view  might  be  justifiable.  I  am 
not  here  to  say  whether  it  is  or  whether  it  is  not.  I  am  here  to  tell 
you  that  in  my  opinion,  and  in  the  opinion  of  my  industry,  it  is 
creating  a  very  dangerous  situation. 

Mr.  Lynch.  You  mentioned  the  percentage  of  profit  before.  I 
wonder  if  you  coidd  give  that  in  dollars. 

Mr.  Ross.  Aly  own  profit? 

Mr.  Lynch.  The  profit  of  your  company,  approximately. 

Mr.  Ross.  Approximately,  during  our  base  years,  $37,000,  on  the 
average,  per  year,  of  which  we  took  away  for  dividends  a  modest 
$20,000  or  somewhere  in  that  vicinity.  During  1942  there  was  a 
net  profit  after  taxes  of  $185,000.  of  which  we  invested,  necessarily, 
in  increased  machines  required  to  produce  the  tools  that  we  had  to 
build,  about  $105,000,  so  that  plus  $50,000  increase  in  inventory, 
which  would  be  nothing  but  a  burden  to  us  if  the  boom  had  been 
over,  and  capitalizing  a  few  plant  renovations,  and  so  on,  resulted  in 
our  coming  out  of  1942  $40,000  poorer  in  cash  than  we  went  in. 

Mr.  Lynch.  I  think  you  have  made  a  very  impressive  statement. 
Thank  you.  , 

Mr.  Reed.  Of  course,  those  inventories  after  the  war  will  not  oe 
worth  much,  will  they?  i  i] 

Mr.  Ross.  They  are  not  worth  any  more  than  the  market  wui 
take,  and  you  cannot  create  any  desire  for  goods  of  that  kind.  TneV 
cannot  be  eaten;  they  cannot  be  used  to  clothe  or  heat  you.  Tney 
are  only  good  for  production.  If  a  buyer  does  not  want  production, 
he  does  not  want  those  goods.     You  cannot  give  them  away. 

Mr.  Reed.  Mr.  Ross,  I  am  sorry  that  I  did  not  hear  all  of  your 
statement.  I  shall  read  it  later.  I  was  very  much  impressed  wit« 
what  I  have  heard  of  it. 


Are  not  the  Army  and  the  Navy  violently  opposed  to  arbitrary 

"^'u^-Ros^  Am  I  aware  that  the  Army  and  the  Navy  are  violently 
opposed  to  voluntary  renegotiation? 

Mr.  Reed.  Yes. 

Mr.  Ross.  I  am  not  aware  of  it.  . 

Mr  Reed.  I  just  want  to  tell  you  that  when  it  comes  to  renegoti- 
ating '  we  axe  confronted  with  the  size  of  the  Army,  and  also  mihtary 
men  are  before  Congress  now  violently  objecting. 

Mr.  Ross.  I  can  see  their  point. 

Mr.  Reed.  It  makes  a  difference,  does  it  notr 

Mr.  Ross.  It  seems  to.  . 

The  Chairman.  We  thank  you  for  your  appearance  and  the  testi- 

monv  vou  have  given  to  the  committee.  ,  .,     -r^i    ^  • 

The  next  ^vitness  is  Mr.  Lawrence  Spear,  president  of  the  Electric 

Boat  Co.  of  New  London,  Conn.  t  .v-  i     •       i.-  u 

Mr  Ross.  Mr.  Doughton,  that  is  not  the  order,  I  think,  m  which 
we  were  supposed  to  appear?-  Is  there  not  another  witness  on  a 
subject  aUied  to  the  machine-tool  industry?  I  think  he  is  on  the 
program,  and  I  am  sure  he  is  here.  He  is  a  gentleman  from  Vermont- 
Mr  Safford— and  I  think  he  would  like  to  appear  now. 
The  Chairman.  We  will  hear  Mr.  Spear. 

STATEMENT  OF  L.  Y.  SPEAR,  PRESIDENT,  ELECTRIC  BOAT  CO., 

NEW  LONDON,  CONN. 

The  Chairman.  Please   give    the    stenographer   your   name    and 

address  t 

Mr  Spe\r.  Mr.  Chairman,  I  have  prepared  a  short  statement  of 
what  I  would  like  to  say.     I  have  filed  the  official  copy  with  you 
With  vour  permission,  I  would  first  like  to  read  this,  after  which  it 
anyboily  has  any  questions  to  ask  I  should  be  glad  to  answer  them  to 

the  best  of  my  abiUty.  . 

Mr.  McLean.  May  I  ask  a  prefimmary  question.' 

The  Chairman.  Certainly.  . 

Mr.  McLean.  Mr.  Spear,  you  are  the  first  witness  we  have  had,  as 
I  recall,  who  has  any  direct  connection  with  the  electric-boat  manu- 
facturing industry.  Do  you  speak  for  yourself  alone,  or  for  the  entire 
electric-boat  manufacturing  industry?  ^ 

Mr.  Spear.  There  is  not  any  such  thing  as  an  electric-boat  manu- 
facturing industry.  The  Electric  Boat  Co.  happens  to  be  the  title 
of  my  corporation.     I  am  the  president  of  that  corporation. 

Mr.  McLean.  I  probably  did  not  make  myself  clear.  There  are  a 
number  of  manufactuiers  of  boats  kindred  to  your  industry,  arc 
there  not? 

Mr.  Spear.  Oh,  no. 

Mr.  McLean.  You  only  speak  for  yourself? 

Mr.  Spear.  I  only  speak  for  myself;  but  I  have  some  general 
observations  which  I  have  embodied  here,  which  are  not  only  based 
on  my  own  experience,  but  on  what  I  see  in  the  industry  as  a  whole 
under  present  law  and  procedure.  .  t^o^  i 

Mr.  McLean.  I  see  that  you  are  a  manufacturer  of  PT  boats. 
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Mr.  Spear.  Yes,  sir. 

Mr.  McLean.  By  any  chance  were  PT  boats,  as  described  in  the 
book  "They  Were  Expendable"  a  product  of  your  plant? 

Mr.  Spear.  They  were.  We  built  the  boats  that  are  described 
in  that  book. 

Mr.  McLean.  There  are  other  manufacturers  of  PT  boats. 
Mr.  Spear.  I  believe  there  are. 

Mr.  McLean.  Do  your  observations  apply  to  all  of  the  manufao- 
turers  of  PT  boats? 

Mr.  Spear.  I  do  not  think  I  could  answer  that  question,  because 
I  am  not  discussmg  it  from  the  point  of  view  of  PT  boats  alone.  I 
^m  discussing  it  from  the  point  of  view  of  industry  as  a  whole,  with 
^ome  special  reference  to  my  own  company  and  its  own  experience. 

Mr.  McLean.  My  thought  is  that  our  hearings  are  becoming  a  little 
prosaic,  and  that  the  PT  boat  brings  into  our  deliberations  some 
romance. 

Mr.  Spear.  Yes.  How  about  the  submarine?  Does  not  that  bring 
in  some  romance,  too? 

Mr.  McLean.  Very  much  so. 

Mr.  Spear.  Well,  that  is  our  biggest  business. 

Mr.  McLean.  But  the  PT  boats  are  particularly  interesting  to  the 
public  because  of  the  way  they  function  in  what  is  going  on  in  the 
world,  particularly  in  the  Pacific  isles. 

Mr.  Spear.  I  agree  with  you. 

Mr.  McLean.  I  have  read  over  the  observations  that  you  have 
presented  to  us,  and  I  hoped  that  you  might  illuminate  them  and 
excite  our  imagination,  and  that  you  might  add  a  little  bit  of  romance 
in  connection  with  the  PT  boats  and  the  great  part  that  they  are 
playing  in  the  destruction  of  the  Japanese  Navy  in  the  Solomon 
Islands  and  other  territories,  as  showing  the  contribution  that  this 
little  "mosquito"  has  made. 

Mr.  Spear.  Well,  it  has  been  very  great;  quite  unusual  and  quite 
surprising,  I  think.  It  was  not  expected  before  the  war  that  that  little 
type  of  ship  would  ever  be  able  to  do  what  it  has  proved  it  could  do. 
A  great  deal  of  credit  is  due  to  the  young  men  who  run  it.  It  has 
proved  a  very  useful  auxiliary  weapon  for  the  Navy.  I  think  you 
ought  to  have  before  you  some  returning  officer  from  there  to  give  you 
some  of  the  dramatic  incidents  of  the  war.  I  do  not  know  them  all. 
If  I  did  know  them  all,  I  would  keep  you  all  day  listening  to  them.  I 
could  keep  you  all  day  listening  to  the  dramatic  incidents  about 
submarines;  but  that  would  take  up  too  much  of  your  time.  In  the 
paper  the  other  day  Secretary  Knox  said  that  out  of  2,500,000  tons  of 
ships  sunk,  our  submarines  accounted  for  77  percent,  and  they  had 
accounted  for  60  percent  of  all  the  Japanese  ships  sunk.  So  it  just 
happens  that  these  two  products  of  ours  have  proved  to  be,  under  the 
peculiar  conditions  of  this  war,  of  extreme  importance  to  the  Gov- 
ernment. 

Mr.  McLean.  I  do  not  want  to  minimize  at  all  the  importance  of 
the  submarine.  I  realize  its  great  importance  and  the  great  part  the 
submarine  has  played.  But  the  PT  boat  was  particularly  in  my  mind 
because  I  think  the  greatest  production  of  the  PT  boat,  in  numbers,  has 
been  in  the  State  of  New  Jersey. 
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Mr.  Spear.  Oh,  yes. 

Mr.  McLean.  That  was  particularly  in  my  mind,  because  it  is 
such  a  new  and  daring  device,  and  has  accomplished  so  much,  as  has 
been  so  well  described  in  the  book  They  Were  Expendable. 

Mr.  Spear.  I  quite  agree  w^ith  you,  sir. 

I  might  add  that  all  the  PT  boats  in  the  Pacific  were  produced  in 
our  plants.  There  are  no  PT  boats  in  our  Pacific  waters  that  were 
produced  there. 

Mr.  McLean.  They  were  produced  in  New  Jersey? 

Mr.  Spear.  They  were  all  produced  in  New  Jersey,  and  in  our 
plant.  Those  that  have  been  produced  in  other  plants  down  south 
are  not  in  the  Pacific. 

Mr.  McLean.  And  I  am  justly  proud  of  the  accomplishment  of 
New  Jersey  industry  in  the  production  of  the  PT  boats. 

Mr.  Spear.  And  I  share  that  pride  with  you,  sir. 

I  would  like  to  read  this  statement,  Mr.  Chairman,  if  I  may. 

The  Chairman.  All  right;  you  may  proceed. 

Mr.  Spear.  L  Scope  and  volume  of  business:  Practically  all  of 
our  facilities  are  now  devoted  to  United  States  Navy  business  which 
includes  in  addition  to  miscellaneous  small  orders,  submarine  con- 
struction and  repair,  PT  boat  construction,  torpedo  tubes,  gun  tur- 
rets and  mounts,  smoke  compound  and  apparatus  and  electric  motors. 
Before  renegotiation,  our  1942  sales  on  this  business  amounted  to 
$83,436,463— our  forecast  for  1943  is  $101,707,196. 

In  order  to  avoid  the  possibility  of  violating  the  Navy  Department's 
security  rulings,  I  feel  that  the  following  information  with  regard  to 
deliveries  should  not  appear  in  the  record  and  I  am  accordingly  filing 
it  in  the  form  of  a  confidential  memorandum. 

2.  Refunds  and  renegotiations:  In  the  spring  of  1941, 1  agreed  with 
Admu-al  S.  M.  Robinson,  then  Chief  of  the  Bureau  of  Ships,  that  any 
excess  profit  realized  on  contracts  falling  due  for  final  settlement  that 
year  would  be  voluntarily  refunded  by  us.  Under  this  agreement,  we 
voluntarily  refunded  the  sum  of  $2,874,854.52.  At  the  tinae  these 
contracts  were  placed,  the  Vinson-Trammell  Profit  Limitation  Act 
was  in  force  and  the  refund  was  calculated  to  reduce  our  benefit  to 
that  which  would  have  been  derived  from  these  contracts  had  no 
changes  been  made  in  the  laws  affecting  the  matter  which  were  in 
force  when  the  contracts,  all  of  which  were  obtained  by  open  competi- 
tive bidding,  were  placed. 

We  have  completed  renegotiation  of  our  1942  renegotiable  business 
as  a  whole  and  as  a  result  thereof  have  formally  agreed  to  a  reduction 
of  $9,750,000. 

3.  Renegotiation — personnel  and  procedure:  I  deem  it  proper  and 
in  order  before  proceeding  to  specific  suggestions  and  comment  to 
state  that  in  all  of  the  dealings  of  my  company  with  the  Navy  Price 
Adjustment  Board,  we  have  found  its  members  conscientious,  fair- 
ininded  and  reasonable  from  the  point  of  view  of  their  responsibili- 
ties under  their  interpretation  of  the  law.  They  have  seemed  to  be 
anxious  to  arrive  at  a  solution  which  w^ould  be  deemed  reasonable 
by  us  and  have  consistently  treated  us  with  extreme  courtesy  and 
afforded  us  full  opportunity  to  present  our  side  of  the  case.  How- 
over,  whenever  there  is  any  indefiniteness  in  the  application  of  policy, 
the  duty  of  such  a  board  would  seem  to  be  to  rule  in  the  Govern- 
inent's  favor  and  wherever  there  is  a  lack  of  clarity  of  purpose  in  the 
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statute,  I  believe  that  an  administrator  should  not  under  our  system 
of  Government  attempt  to  supply  any  discretion  which  should  properly 
rest  with  the  lawmaking  bodj' . 

4.  The  law:  (a)  In  my  opmion,  the  present  renegotiation  system  is 
definitely  socialistic  in  its  inception  and  procedure;  moreover,  I 
believe  that  the  appUcation  of  the  law  to  contracts  entered  into  prior 
to  April  28,  1942,  is  of  more  than  doubtful  constitutionality.  I  do 
feel,  however,  that  the  best  interests  not  only  of  the  Government  but 
also  of  industry  as  a  whole  would  be  served  by  the  elimination  of 
excessive  profits  on  Government  war  contracts.  If  it  be  possible  to 
achieve  the  desired  result  through  appropriate  changes  in  the  revenue 
law,  that  would  appear  to  be  the  preferable  course.  However,  if  in 
the  final  judgment  of  Congress  renegotiation  of  such  contracts  is 
deemed  to  be  the  only  practical  way  of  reaching  this  objective,  I 
feel  it  to  be  justified  as  a  purely  temporary  emergency  war  measure, 
in  which  case  I  would  not  favor  repealing  the  applicable  law  but 
recommend  instead  such  changes  in  the  law  and  the  administration 
thereof  as  may  be  necessary  to  better  accomplish  the  following 
general  purposes,  viz: 

(a)  Preservation  of  our  free  enterprise  system  and  insurance  of  a 
virile  post-war  business  structure. 

(6)  Insm'ance  of  adequate  rewards  for  low  costs  and  rapid  deliveries 
thus  serving  the  public  interest  by  stimulating  production,  saving 
money  and  promoting  equity  between  contractors. 

5.  Appeal:  In  my  opinion,  sound  governmental  philosophy  indi- 
cates that  the  function  of  renegotiation  boards  should  be  classified 
as  quasi  judicial.  Under  the  present  administrative  set-up,  the  only 
appeal  from  a  board  decision  is  to  the  appointing  officers  whose  crea- 
ture the  board  is.  In  practice,  it  would  not  only  be  difficult  for  these 
officers  to  avoid  bias  in  favor  of  the  board's  findings,  but  it  would,  I 
think,  also  be  wholly  impossible  for  them  to  go  into  the  multitudinous 
details  involved  by  a  thorough  review  of  the  complex  problems 
inherent  in  appealed  cases.  For  the  above  reasons,  I  think  that  the 
present  set-up  is  both  wrong  in  principle  and  impracticable  from  an 
administrative  standpoint.  The  remedy  indicated  is  an  amendment 
to  the  law-making  provision  for  a  simple,  prompt,  and  inexpensive 
appeal  to  a  proper  judicial  body.  The  fact  that  the  heads  of  the  de- 
partments have  final  authority  and  power  not  only  with  respect  to  the 
award  but  also  with  respect  to  the  administration  of  contracts  is  an 
added  reason  for  providing  for  an  appeal  to  an  independent  judicial 
body.  I  have  no  doubt  that  such  an  appeal  right  would  serve  to 
remove  much  of  the  discontent  and  resentment  engendered  by  the 
present  lack  of  any  effective  right  of  appeal  and  I  am  also  convinced 
that  the  number  of  such  appeals  would  be  very  limited. 

6.  Stimulation  of  low  cost  and  rapid  deliveries:  Many  observers 
believe  that  sufficient  weight  is  not  always  given  by  the  boards  to  the 
necessity  in  the  public  interest  for  providing  adequate  rewards  for 
low  cost  and  rapid  deliveries.  While  freely  admitting  the  many  and 
difficult  administrative  problems  involved,  I  am  of  the  opinion  that 
the  importance  of  this  aspect  of  the  matter  should  be  stressed,  and  I 
believe  it  would  be  advantageous  to  establish  the  principle  by  law. 
I  also  believe  that  criticism  of  the  boards  with  regard  to  this  matter 
would  largely  disappear  if  the  boards  adopted  a  policy  of  advising 
each  contractor  of  the  allowance,  if  any,  that  has  been  made  m 
recognition  of  superior  performance. 


7   Reserves   for   post-war   contingencies:  The   Price   Adjustment 

nn«Vds  have  thus  far  refused  to  make  any  allowances  for  post-war 

nnvprsion  and  contingencies.    As  a  result  of  this  attitude,  after 

Svv  taxes  imposed  by  the  Treasury  Department  on  profits  remaining 

fter  renegotiation,  the  creation  of  these  essential  post-war  reserves 

Lv  in  many  cases  become  impossible.        .,..,,         ,  ,   ,, 

On  account  of  the  great  variation  m  mdividual  needs  and  the 
nnmerous  factors  involved,  it  would  in  my  opinion  be  impossible  for 
iZ  Price  Adjustment  Boards  or  the  Treasury  Department  to  deter- 
mine individual  needs  with  any  reasonable  accuracy  m  any  reasonable 
dme  If  this  be  true,  no  exact  solution  of  this  vexatious  problem  is 
possible  and  recourse  should  be  had  to  an  approximate  solution  em- 
hftdied  in  the  revenue  law.  .       ^  ,.  ^  _        , 

As  matters  now  stand,  failui-e  of  the  Price  Adjustment  Boards 
to  make  any  such  aUowances  substantiaUy  defeats  the  purpose  of  the 
lO-Dercent  post-war  credit  provision  in  the  present  revenue  act.  In 
our  case,  for  instance,  our  1942  post-war  credit  would  not  meet  even 
one-half  week  of  our  present  growing  pay  roll.  i,     ij  u    .^ 

To  my  mind,  it  seems  essential  that  existmg  laws  should  be  so 
amended  as  to  make  it  possible  for  worthy  and  well-managed  cor- 
porations to  set  aside  sufficient  reserves  to  take  care  of  post-war  con- 
Sigencies  with  resulting  credit  conditions  sufficiently  good  to  attract 
risk  capital.  I  believe  that  it  is  essential  to  devise  niethods  for  the 
building  up  of  such  reserves,  the  investment  of  which  in  Government 
securities  might  be  requked  to  safeguard  the  Treasury. 

It  is  proper  for  me  to  add  that  the  opinions  above-expressed  on  this 
subject  are  not  based  on  the  special  cu-cumstances  of  our  particular 
case,  but  rather  upon  information  which  has  reached  me  with  regard 
to  the  effect  of  the  present  procedure  on  other  corporations,  notably, 
some  of  the  akplane  manufacturing  companies. ,     ,    „      .         .... 

Prior  to  the  emergency  which  arose  in  1940,  the  bulk  of  our  facili- 
ties was  devoted  to  Navy  work,  and  at  the  present  tune  such  commer- 
cial business  as  we  foi-merly  enjoyed  has  been  reduced  to  mmute 
proportions.  Accordmgly,  cessation  of  all  naval  contracts  would  for 
aU  practical  purposes  result  in  the  elimination  of  our  business  smce 
practically  all  of  the  moderate  amount  of  commercial  business  which 
we  previously  enjoyed  is  now  permanently  lost.  The  fact  that  this 
company  has  been  an  asset  to  the  Government  for  many  years  past 
and  an  invaluable  one  during  the  present  emergency  is  beyond  dispute 
and,  as  we  see  it,  the  only  practical  way  and  certainly  the  most 
economical  way  to  preserve  this  asset  is  for  the  Government  to  con- 
tinue to  favor  us  with  orders  m  sufficient  volume  to  enable  us  to 
maintain  our  special  organization  and  plants  and  contmue  m  our 
very  special  business.  If  this  poUcy  be  adopted,  our  need  for  funds 
to  effect  the  change  from  war  to  peace  conditions  will  be  largely 
dependent  upon  the  amount  which  may  be  requu-ed  for  dismissal 
allowances  for  our  large  excess  of  war  employees.  After  World  War  1, 
it  was  13  years  before  we  received  an  order  from  our  Government 
and  15  years  before  we  received  a  profitable  one.  Without  a  change 
in  the  Government  policy  which  prevailed  after  World  War  I,  it  is 
reasonable  to  assume  that  a  still  more  prolonged  and  period  wiU 
occur  after  the  present  war.  Under  such  circumstances,  it  would 
seem  to  be  hnpossible  to  provide  sufficient  reserves  or  post-war  credits 
to  preserve  this  asset  and  avert  liquidation  of  our  company. 
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8.  To  date,  renegotiation  has  been  on  the  basis  of  so-called  profits 
before  taxes.  Such  profits  are  in  fact  wholly  illusory.  No  one  can 
be  unduly  enriched  by  war  business  except  by  excessive  real  profits 
i.  e.  profits  after  taxes.  In  the  nature  of  things  the  incidence  of  tax^ 
ation  must  necessarily  be  uneven  so  that  equity  cannot  be  promoted 
unless  some  consideration  is  given  to  the  real  profits  after  taxes  as 
well  as  to  the  illusory  profits  before  taxes.  While  there  may  possibly 
be  vahd  objection^  to  making  profits  after  taxes  the  sole  criterion  I 
believe  that  consideration  of  such  profits  by  the  Boards  should  be 
made  mandatory  by  law. 

That  closes  the  statement,  Mr.  Chairman. 

The  Chairman.  Are  there  any  questions? 

Mr.  Lynch.  Mr.  Spear,  on  page  5  of  your  statement,  you  say-- 

In  our  case,  for  instance,  our  1914  post-war  credit  would  not  meet  even  one 
half  week  of  our  present  growing  pay  roll. 

Well,  after  the  war  is  over,  you  do  not  expect  to  have  a  pay  roll 
that  is  in  any  wise  comparable  to  what  you  have  now,  do  you? 

Mr.  Spear.  I  certainly  do  not. 

Mr.  Lynch.  So  that  there  is  not  any  particular  point  in  making 
that  comparison,  is  there? 

Mr.  Spear.  Well,  you  might  not  see  the  point,  but  I  thought  it 
was  worth  while. 

Mr.  Lynch.  I  assume  you  are  trying  to  convince  us  that  you  are 
right? 

Mr.  Spear.  Well,  I  would  not  be  here,  I  think,  if  I  was  not  trying  to. 

Mr.  Lynch.  Well,  I  am  trying  to  get  at  your  purpose  in  trying  to 
show  us  a  comparison  in  your  statement  where  you  say  your  post-war 
credit  for  1942  would  not  meet  even  one-half  week  of  your  present 
pay  roll.  After  the  war  is  over,  you  probably  will  be  back  to  where 
you  were,  say,  m  1938  and  1939? 

Mr.  Spear.  We  will  be  lucky  if  we  can. 

Mr.  Lynch.  I  beg  pardon? 

Mr.  Spear.  We  will  be  lucky  if  we  can. 

Mr.  Lynch.  Just  exactly  what  was  your  situation  in  1936  with 
respect  to  profit? 

Mr.  Spear.  I  think  I  have  some  figures  here. 

Mr.  Lynch.  Before  we  go  to  that,  can  you  tell  me  what  your 
normal  personnel  was  between  1936  and  1939? 

Mr.  Spear.  Well,  it  ran  from  3,000  to  3,500  employees  in  all  three 
of  our  plants. 

Mr.  Lynch.  Now  it  runs  what? 

Mr.  Spear.  It  is  now  about  15,000 — 14,500,  and  it  is  growing— has 
to  be  increased. 

Mr.  Lynch.  Now  perhaps  you  can  give  me  those  figures  as  to  your 
sales  and  your  profit  before  taxes  for  the  years  1936  to  1943. 

Mr.  Spear.  I  have  not  got  the  sales  figures  with  me.  I  can  give 
you  the  profit  figures:  I  have  not  got  the  sales  figures  with  me. 

Mr.  Lynch.  Well,  let  us  have  the  profit  figures. 

Mr.  Spear.  You  asked  for  both  before  and  after  taxes? 

Mr.  Lynch.  Before  and  after  taxes. 

Mr.  Spear.  Before  taxes,  1936,  $520,014.22;  after  taxes,  $439,637.07 
1937,  before  taxes,  $572,325.57;  after  taxes,  $479,703.30;  1938,  before 
taxes,  $1,683,930.23;  after  taxes,  $1,284,815.19;  1939,  before  taxes, 
$3,933,216.66;    after    taxes,    $2,930,631.20;    1940,      before     taxes, 


$3  232,329.87;  after  taxes,  $2,383,964.50;  1941,  before  taxes, 
$4248,095.81;  after  taxes,  $2,748,295.31. 

This  next  figure  that  I  give  you  is  not  exactly  right.  Congressman, 
because  it  was  based  on  a  reduction  in  price  of  $10,000,000,  and  we 
finally  agreed  with  the  Board  on  $9,750,000;  so  that  the  figm-e  is  not 
exactly  right,  but  it  is  very  close  to  it  ^  ,^  ^^  ,  .    t. 

Mr.  Lynch.  Now  can  you  give  me  the  figures  both  before  and  alter 

renegotiation?  ^  .  .  ,  •      .•  if 

Mr.  Spear.  Yes;  I  am  giving  you  a  very  close  approximation,  it 
changes  a  little,  because  the  statement  was  made  before  we  reached  a 
final  agreement  with  the  Price  Adjustment  Board  about  the  amount  of 
the  reduction,  but  I  am  giving  it  to  you  very  close.  Before  Federal 
taxes,  $7,840,241.66;  after  Federal  taxes,  $2,904,341.66. 

Mr.  Lynch.  Now,  that  $7,840,000;  was  that  before  your  renego- 
tiation, or  after? 

Mr.  Spear.  I  did  not  get  your  question. 

Mr.  Lynch.  Was  that  $7,840,000  before  or  after  renegotiation? 

Mr.  Spear.  No;  that  is  after.  That  comes  from  our  annual  report 
to  our  stockholders,  in  which  we  had  preliminarily  allowed  for  a 
reduction  by  renegotiation  of  $10,000,000,  so  that  is  based  on  a 
reduction  of  $10,000,000.  The  actual  reduction  finally  made  is 
$9,750,000.     That  figure  is  practically  right,  after  renegotiation,  but 

it  is  off  a  little  bit. 

Mr.  Lynch.  Now,  if  you  did  not  have  renegotiation,  your  profit 
in  1942,  before  taxes,  would  have  been  approximately  $17,840,000? 

Mr.  Spear.  That  is  right. 

Mr.  Lynch.  So  that  through  renegotiation  your  profit  before  taxes 
is  approximately  $7,840,000  and,  after  taxes,  you  still  make  a  profit 
of  $2,904,000? 

Mr.  Spear.  Approximately. 

Mr.  Lynch.  Approximately? 

Mr.  Spear.  Yes. 

Mr.  Lynch.  What  w^s  the  net  worth  of  your  company  at  the  end 
of  1942? 

Mr.  Spear.  I  am  not  an  accountant;  I  do  not  know  that  I  could 
tell  you  what  the  net  worth  is.  Just  what  do  you  mean  by  ''net 
worth"? 

Mr.  Lynch.  Well,  if  you  have  not  the  figures,  probably  you  can  get 
the  net- worth  figures. 

Mr.  Spear.  I  could. 

Mr.  Lynch.  For  those  years,  and  send  them  in? 

Mr.  Spear.  I  would  be  glad  to  do  that. 

(The  following  information  was  later  supplied  by  Mr.  Spear:) 

Referring  to  Mr.  Lynch's  request  at  the  hearing  on  Renegotiation  of  Contracts 
held  by  your  committee  on  the  16th  instant  that  I  advise  the  committee  as  to 
the  "net'  worth"  of  my  company,  I  am  informed  by  our  independent  auditors 
that  it  is  not  practicable  to  make  an  unqualified  statement  of  an  operating  com- 
pany's "net  worth"  since  there  are  factors  of  good  will,  plant  appraisal  value,  and 
earning  prospects  requiring  consideration.  The  best  that  can  now  be  done  in 
our  case  is  to  supply  a  nominal  "net  worth"  figure  based  solely  on  book  values 
of  assets.  With  this  qualification,  our  "net  worth"  as  of  January  1,  1943,  has 
been  determined  by  our  independent  auditors  to  be  $15,354,334.79. 

Mr.  Lynch.  Now,  you  stated  that  when  you  first  entered  into  the 
contract,  I  think  it  was  in  1941,  you  had  an  agreement  whereby  you 
would  refund  any  excess  profits  or  would  reduce  the  price  on  your 
books,  whichever  it  was.     I  do  not  recall  what  it  was. 


580 


RENEGOTIATIOK   OF  WAR   CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


581 


II 


I 


I' 


•I 


I 


t\ 
I 


"»  .J. 


t 


Mr.  Spear.  That  statement  is  not  quite  accurate,  sir.  I  did  not 
say  "When  we  entered  into  the  contract." 

Mr.  Lynch.  I  thought  you  stated  when  you  started  in  with  Admiral 
King,  I  thought  you  said 

Mr.  Spear.  No;  I  said  Admiral  Robinson;  but  I  did  not  say  when 
we  entered  into  those  contracts.  Some  of  them  were  2  or  3  years  old 
that  we  were  completing  that  year,  you  see.  We  did  not  enter  into 
those  contracts  in  1941  at  all;  those  were  contracts  where  the  ships  had 
been  deUvered,  the  guaranty  period  had  expired,  or  would  expire 
during  that  year,  at  which  time  we  would  be  entitled  to  a  final  ac- 
counting from  the  Navy  Department.  I  agreed  with  Admiral  Robin- 
son we  would  then  know  the  cost  and,  if  it  were  found  there  was  an 
excessive  profit  in  any  of  those  contracts,  we  would  voluntarily  retura 
it  to  the  Grovemment.    And  that  is  what  I  did. 

Mr.  Lynch.  And  you  voluntarily  returned  the  money  under  the 
terms  of  the  Vinson-Trammel  Act  at  that  time? 

Mr.  Spear.  Yes;  I  did. 

Mr.  Lynch.  So  that,  in  reality,  yom*  voluntary  return,  with  all 
due  respect,  was  an  idle  gesture,  because  you  did  return  them  under 
the  law? 

Mr.  Spear.  No;  the  law  had  been  suspended. 

Mr.  Lynch.  Oh,  it  had  been  suspended  at  that  time? 

Mr.  Spear.  Yes,  it  had  been.     So  it  was  not  just  an  idle  gesture. 

Mr.  Lynch.  Was  that  during  the  period  between  the  repeal  of  the 
law  and  the  Case  amendment  that  was  added  onto  the  appropriation 
bill? 

Mr.  Spear.  I  cannot  give  you  the  complete  legislative  history;  I 
can  only  tell  you  at  the  time  this  was  done  the  Vinson-Trammel 
Act  did  not  apply  to  those  contracts. 

Mr.  Lynch.  Well,  in  any  event,  you  did  return  the  money,  you 
did  make  the  refund  or  did  reduce  the  cost  of  construction,  and  the 
reason  for  it  was  that  you  had  not  known  what  the  ultimate  cost 
would  be  when  you  made  the  contract?    Is  that  correct? 

Mr.  Spear.  Congressman,  you  cannot,  in  the  difficult  sort  of  work 
we  do,  where  it  takes  a  long  time  to  build  a  ship  and  all  kinds  of 
things  may  happen — it  is  totally  impossible  to  accurately  forecast 
cost  so  that  you  can  just  say  "This  is  the  price  and  I  will  make  6 
percent  on  it,"  "this  is  the  price  and  I  will  make  7  percent,"  or  some- 
thing. You  cannot  do  that.  You  have  to  be  pretty  well  along  in 
your  contract  before  you  can  determine  with  any  reasonable  accuracy 
what  it  is  going  to  cost  you. 

Now,  those  contracts  were  taken  when  the  Vinson  Act  was  in  force, 
that  hmited  the  profit  we  could  make  on  them.  That  was  set  by 
Congress  and  those  contracts  were  taken  in  open  competitive  bidding. 
And  I  did  not  pull  the  price  down  to  what  I  thought  was  a  dangerous 
figure,  or  raise  it  too  much,  because  I  could  only  make  10  percent, 
anyway.     That  is  the  way  the  prices  were  set. 

Mr.  Lynch.  What  I  am  trying  to  get  at  is  this:  I  think  you  and  I 
agree,  as  a  matter  of  fact,  that  at  the  time  you  went  into  the  contract 
and  for  some  time  later  on,  even  with  all  of  your  mechanical  and 
engineering  skill,  it  was  impossible  for  your  company  to  determine 
accurately  what  the  profits  would  be  for  those  contracts? 

Mr.  Spear.   That  is  correct. 

Mr.  Lynch.  And  when  you  found  they  were  in  excess,  whether  by 
the  6  percent  that  had  been  in  the  Vinson  Act  prior  thereto,  or  of  some 


other  %ure  which  you  agreed  upon,  you  reduced  the  cost  to  the 

fiovemment  by  many  thousands  of  dollars? 
Mr.  Spear.  I  have  given  you  the  exact  figure— $2,800,000  and  odd. 

I  have  given  you  the  exact  figure. 
Mr  Lynch.  You  reduced  it  by  several  million  dollars  r 
Mr'.  Spear.  I  will  give  it  to  you  again— $2,874,854.52.    That  is  the 

^^Mr.  Lynch.  Now,  do  not  you  think,  under  the  circumstances,  that 
was  in  effect  a  renegotiation  of  a  contract?  ,.     .  ..   x  •     * 

Mr  Spear.  Well,  I  did  not  negotiate  with  anybody  about  it;  I  just 
walked  up  to  the  captain's  office  and  settled.  I  fixed  the  figure ;  nobody 
else  fixed  the  figure.  j     *     j 

Mr  Lynch.  It  is  true  that  you  came  up  and  made  this  agreed  refund 
io  the  Government,  and  I  think  you  are  to  be  compHmented  f or  it;  but 
the  fact  of  the  matter  is  it  was,  in  effect,  a  renegotiation  of  the  contract 
to  this  extent,  that  it  was  not  what  was  originally  agreed  upon,  but  it 

was  substantially  lower?  •.  .      ^  ^-  .• 

Mr.  Spear.  In  one  sense,  yes.  It  was  a  unilateral  renegotiation. 
Mr.  Lynch.  Of  course  you  understand  Mr.  Spear  that  there  are 
a  great  many  concerns  throughout  the  country  that  have  made  large 
amounts  of  money  on  a  small  amount  of  invested  capital  and  who 
have  not  done  the  same  patriotic  thing  which  your  company  has 
done?    You  understand  that  do  you  not? 

Mr.  Spear.  Yes.  .i  •  i       i 

Mr.  Lynch.  Under  those  circumstances  do  not  you  thmk  where 
the  Government  in  the  first  instance  does  not  know  nor  does  the 
contracting  party  actually  know  what  his  profits  are  going  to  be 
and  where  that  doubt  has  been  created  more  or  less  by  mass  production 
so  that  costs  are  not  determinable  at  the  tune  when  the  contract  is 
arranged— do  not  vou  think  just  as  you  have  voluntarily  done 
where  people  do  not  voluntarily  do  that  there  should  be  some  power 
in  the  Government  besides  just  the  tax  law  to  make  people  so  deal 
with  the  Government 

Mr.  Spear.  I  believe  it  should  be  done.  -n       . 

Mr.  Spear.  To  so  deal  with  the  Government  that  they  will  not 
obtain  excess  profits  out  of  the  war?  n      - 

Mr.  Spear.  I  am  firmly  against  anybody  having  excess  profits  in 
the  war,  and  the  job  to  prevent  it  is  up  to  Congress.  If  Congress 
cannot  do  it  by  the  tax  act— and  I  am  no  tax  expert— then  I  do  not 
know  of  any  other  way  to  do  it  except  this,  and  I  would  be  for  it. 

I  do  not  advocate  the  repeal  of  this  act  at  all  unless  Congress,  in 
its  wisdom,  can  find  some  way  they  think  is  better  to  do  it. 

Mr.  Lynch.  Let  me  ask  you  this— if  the  main  point  in  your  mmd 
is  that  you  want  assurance. 

Adr  Spear    Y^es. 

Mr.  Lynch.  More  or  less  as  to  what  you  are  going  to  have  at  the 
end  of  a  given  period,  whether  that  time  be  the  end  of  the  calendar 
year  or  fiscal  year,  or  whether  it  is  at  the  end  of  the  war?    Is  that 

correct? 

Mr.  Spear.  Well,  I  think  everybody  who  is  responsible,  sir,  to  stock- 
holders and  to  other  people  for  the  policies  of  his  company  likes  to 
know  as  far  in  advance  as  he  can  the  rules  of  the  game  that  he  is  play- 
ing. I  would  like  to  know  in  advance,  if  it  is  possible,  and  I  think,  as 
far  as  the  renegotiation  effect  goes,  that  enough  water  has  been  run 
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under  the  bridge  so  that  I  think  you  can  reasonably  guess  what  re- 
negotiation would  mean  to  you,  and  I  am  not  particularly  concerned 
about  that.  In  fact,  just  to  give  you  a  little  more  information,  I  have 
been  able  now  to  forecast  to  some  extent  how  we  are  going  to  come  out 
this  year;  still  we  are  keeping  our  costs  a  good  deal  lower  than  we 
thought  they  w^ere  going  to  be.  So  that,  prior  to  renegotiation,  I  have 
already  reduced  prices  this  year  something  over  $5,000,000  and  expect 
to  reduce  them  more  toward  the  end  of  the  year,  if  the  statement  shows 
it  is  practical.  Does  that  answer  your  question? 
Mr.  Lynch.  I  think  so.  Thank  you  very  much. 
Mr.  Disney.  On  page  6,  Mr.  Spear,  you  say  about  the  middle  of  the 
page- 
After  World  War  I,  it  was  13  years  before  we  received  an  order  from  our  Gov- 
ernment, and  15  years  before  we  received  a  profitable  one.  Without  a  change  in 
the  Government  policy  which  prevailed  after  World  War  I,  it  is  reasonable  to 
assume  that  a  still  more  prolonged  arid  period  will  occur  after  the  present  war. 
Under  such  circumstances,  it  would  seem  to  be  impossble  to  provide  sufficient 
reserves  or  post-war  credits  to  preserve  this  asset  and  avert  liquidation  of  our 
company. 

I  was  a  little  puzzled  about  that.  If  the  Government  does  not  need 
any  more  ships  and  submarines  and  so  forth,  they  could  hardly  change 
the  policy  and  order  them  unless  they  need  them. 

Mr.  Spear.  That  is  a  question  of  preserving  a  national  defense  asset. 
The  Government  would  have  been  in  a  hell  of  a  fix  in  this  war  if  we  had 
not  had  any  help  from  them  and  at  the  cost  of  a  great  many  million 
dollars  managed  to  keep  our  heads  above  water  and  been  here  when 
we  were  needed.  We  were  badly  needed.  That  is  an  enormous 
asset  to  the  Government.  Submarines  have  been  doing  more  to 
fight  the  war  then  any  other  class  of  ships.  The  fact  that  we  have 
them  is  more  than  half  due  to  us.  If  we  had  not  maintained  them, 
if  we  had  not  been  here  when  this  emergency  arose,  the  Government 
would  have  been  in  a  very  bad  fix.  It  is  not  only  the  enormous  amount 
of  production  we  are  getting  for  them,  but  we  have  gone  out  to  the 
Great  Lakes  and  educated  the  Great  Lakes  yard  to  build  submarines 
so  that  the  Government  is  getting  more  out  there  which  could  not 
have  been  done  out  there.  If  they  had  tried  to  do  it  on  their  own, 
they  could  not  have  delivered  a  boat  yet.     Do  I  make  myself  clear? 

Mr.  Disney.  Yes. 

Mr.  Spear.  I  realize  that  particular  thing  is  not  before  your 
coDMnittee,  but  as  long  as  I  was  talking  in  general  about  reserves,  I  did 
want  to  point  out  that  I  thought  so  far  as  w^e  were  concerned,  no 
post-war  reserve  would  fit  the  picture. 

Mr.  Disney.  What  shape  are  you  going  to  be  in  if  the  Government's 
policy  is  not  to  build  any  ships  after  the  war? 

Mr.  Spear.  I  think  we  will  have  to  liquidate.  We  do  not  have 
any  business  to  fall  back  on.  I  do  not  know  of  any.  I  watch  all 
the  time  to  see  if  we  can  find  something  we  can  convert  our  plant  to 
and  trade  our  market  for,  but  so  far  I  have  not  found  anything, 
nothing  in  the  shipbuilding  business.  The  shipyards  will  be  worth 
a  dime  a  dozen  when  the  war  is  over  and  our  particular  plants  are 
not  suitable  for  general  shipbuilding.     They  are  special  plants. 

The  New  London  plant  is  a  specially  designed  plant  to  build 
submarines.  The  Bayonne  plant  is  a  special  plant  to  build  FT 
boats.    They  are  good  for  nothing  else. 


Mr.  Disney.  What  woujd  have  been  your  taxes  if  you  had  noi, 
had  your  renegotiation  on  this  1942  profit  of  $17,000,000?  What 
would  have  been  your  taxes  under  the  retroactive  1940  excess-profits 

Mr.  Spear.  I  can  put  that  in  the  record  if  you  would  like. 
Mr.  Disney.  Very  well. 

Mr.  Spear.  The  question  is  w^hat  the  taxes  would  have  been  had 
we  not  renegotiated? 
Mr.  Disney.  Under  the  1942  tax  statute. 
Mr.  Spear.  I  wdll  be  glad  to  supply  that. 
(The  information  above-referred  to  is  as  follows:) 

After  a  reduction  in  1942  prices  through  renegotiation  of  $9,750,000,  these 
taxes  amounted  to  $5,336,989.  Had  there  been  no  renegotiation  or  voluntary 
price  reduction,  these  taxes  would  have  been  increased  by  $8,775,000  to  $14,- 
111,989. 

The  Chairman.  The  next  w^itness  is  Mr.  Ralph  Damon,  American 
Airlines,  Inc.,  New  York. 

STATEMENT  OF  RALPH  S.  DAMON,  VICE  PRESIDENT  AND  GENERAL 
MANAGER  OF  AMERICAN  AIRLINES,  INC. 

Mr.  Damon.  Gentlemen,  my  name  is  Ralph  S.  Damon.  I  am  vice 
president  and  general  manager  of  American  Airlines,  Inc.,  and  I  am 
testifying  for  the  Aviation  Corporation,  Bell  Aircraft  Corporation, 
Brewster  Aeronautical  Corporation,  Curtiss-Wright  Corporation, 
Fairchild  Engine  &  Airplane  Corporation,  Glemi  L.  Martin  Co.,  and 
Republic  Aviation  Corporation.  It  was  felt  by  these  companies 
that  it  would  save  your  committee's  time  and  help  the  war  effort  of 
the  companies  to  have  one  man  testify  for  all. 

I  learned  to  fly  in  World  War  I  in  the  United  States  Army  and 
thereafter  spent  16  years  in  the  airplane  manufacturing  industry, 
ending  as  president  of  Curtiss  Airplane  &  Motor  Co.,  in  1935,  at 
which  time  I  joined  American  Airlines,  Inc.,  as  vice  president  in  charge 
of  operations. 

In  May  1941  at  the  urgent '  request  of  the  War  Department,  I 
obtained  leave  of  absence  from  American  Airlines  to  become  presi- 
dent of  Republic  Aviation  Corporation,  building  Republic  P-47 
Thunderbolts  for  the  United  States  Army  Air  Forces,  with  the  under- 
standing that  when  the  production  of  Thunderbolts  had  increased 
to  a  point  satisfactory  to  the  Army  Air  Forces,  I  could  return  to  my 
duties  in  American  Airlines.  With  the  consent  of  the  War  Depart- 
ment, I  resigned  as  president  of  Republic  on  August  31,  1943,  and 
returned  to  my  duties  with  American  Airlines  but  I  am  still  a  director 
and  consultant  of  Republic  Aviation  Corporation. 

This  war  has  made  one  thing  clear:  That  the  Nation  must  rely  for 
its  defense  upon  a  healthily  functioning  aircraft  industry.  Our 
security  depends  upon  our  ability  to  produce  enough  planes — and  of 
the  most  up-to-date  types — at  a  moment's  notice.  To  be  able  to 
do  this,  we  need  that  these  companies  shall  have  assurance  of  at  least 
a  minimum  of  financial  security. 

Today,  while  depending  upon  the  aircraft  industry  to  produce  our 
fighting  planes,  w^e  are  imposing  such  financial  burdens  upon  it  that 
It  is  doubtful  that  it  will  be  able  to  survive  the  war.  When  peace 
<^omes,  there  may  be  no  private  aircraft  industry  left.  There  will  be 
plant  and  equipment.     But  because  of  our  present  laws,  there  will 
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be  no  working  capital  for  development  of  peacetime  models,  no  funds 
for  conversion  to  peacetime  operations,  or  if  conversion  does  take 
place,  not  enough  resom*ces  left  in  the  industry  to  enable  the  United 
States  to  keep  pace  with  the  rest  of  the  world  in  the  development  of 
aviation. 

$2,93?,ooo.ooo  SMALL  CAPITAL  CARRIES 

HUGE  BURDEN  OF 
RESPONSIBILITY 


•»H»»«{"""'M'  1  ' 


AMOUNT 
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Chart  1 

By  present  tax  and  renegotiation  policies,  we  are  legislating  the 
aircraft  industiy  out  of  existence.  We  are  plucking  off  its  wings— but 
expecting  it  to  continue  flying.  At  the  same  time,  we  are  boasting 
of  our  dominance  in  the  air — and  blue-printing  a  future  in  which  the 
United  States  will  maintain  that  dominance.  .     , 

We  cannot  have  both.  We  cannot  continue  our  present  combinea 
tax  and  renegotiation  policies  toward  the  aircraft  industry  and,  at  the 


,ame  time,  foster  the  development  of  aviation.  In  fact,  unless  we 
rhange  our  pohcies  with  respect  to  renegotiation  and  unless  we  permit 
the  aircraft  industry  to  accumulate  during  the  war,  reserves  adequate 
for  its  eventual  conversion  to  peace,  the  industry  is  faced  with  actual 

^Other  sections  of  our  economy  have  protested  against  the  double 
burden  of  taxation  and  renegotiation.  Others  have  pleaded  for  an 
oDOortunity  to  accumulate  reserves.  But  few,  if  any,  other  sections 
are  faced  with  the  flat  certainty  that,  without  a  change  m  policy, 
financial  survival  is  impossible. 

I  realize  that  these  are  strong  statements  but  I  expect  to  prove  them 
to  you  by  using  figures  from  a  recent  report,  compiled  by  the  Harvard 
School  of  Business  Administration,  covering  aircraft  compames  which 
nroduce  more  than  75  percent  of  the  Nation's  planes.  The  figures  are 
Harvard's  and  from  them  I  have  drawn  the  foUowmg  conclusions. 

It  is  one  of  the  misfortunes  of  the  aircraft  industry  that  war  needs 
have  forced  the  Government  to  demand  that  it  carry  an  immense 
burden  of  financial  responsibiUty  upon  a  small  basis  of  invested  capital. 
The  total  amount  for  which  11  companies,  collectively  representing 
over  75  percent  of  the  aircraft  output  of  the  Nation,  had  assumed 
responsibility  by  the  end  of  1942,  was  in  excess  of  $2,932,000,000. 
This  tremendous  responsibility  was  placed  upon  stockholders'  capital 
amounting  to  only  $238,000,000.  ,    •  \i. 

Those  proportions  are  so  unusual  that  all  responsible  people  m  me 
industry  greatly  fear  what  they  imply  for  the  future.  In  themselves, 
they  might  not  suggest  that  financial  disaster  is  imminent,  but  taken 
in  conjunction  with  the  increasingly  difficult  financial  condition  of  the 
industry— a  difficulty  arising  directly  out  of  the  amount  of  war  pro- 
duction being  carried  on  by  the  industry  under  our  present  tax  and 
renegotiation  conditions— they  make  quite  clear  that  the  industry  is 
faced  with  collapse  unless  immediate  relief  is  granted  from  its  financial 
burdens. 

AIRCRAFT  INDUSTRY  COMPARED  WITH  GENERAL  INDUSTRY 

The  burdens  are  heavier  upon  the  aircraft  industry  than  upon  any 
other  section  of  our  economy.  When  the  last  tax  bill  was  written, 
and  when  renegotiation  of  war  contracts  was  authorized,  there  was  no 
intention  to  disci  immate  against  the  au-craft  industry.  But  the 
actual  results  are  as  though  discrimination  had  been  deliberately 
practiced.  Some  segments  of  our  business  life  have  improved  their 
financial  position  but  we  plane  builders,  because  of  the  narrowness  of 
our  profit  margins,  and  because  of  the  immense  expansion  which  we 
have  undergone,  have  deteriorated  financially.  We  have  difficulty 
even  now  in  meeting  our  current  obligations.  We  can  see  no  way, 
unless  present  laws  are  changed,  to  meet  them  over  the  long  term— 
and  to  survive.  . 

To  show  how  heavily  we  have  been  hit,  let  us  compare  our  position 
with  that  of  the  average  industrial  corporation.  For  the  purposes  of 
comparison,  I  am  using  the  average  of  23  industrial  corporations  which 
a  Government  agency  found  to  be  almost  perfectly  representative  of 
the  whole  industrial  organization  of  the  Nation. 

In  1939,  these  23  industiial  corporations  had  current  assets— that 
is,  cash,  marketable  securities,  receivables,  and  inventories — in  the 
ratio  of  4.2  to  1  of  then*  current  liabilities— all  obligations  due  withm 
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1  year.  In  the  same  year,  the  11  aircraft  builders  which  I  am  using 
for  illustration,  had  current  assets  in  ratio  of  1.7  to  1  of  current  obli- 
gations. Obviously,  the  average  industrial  corporation  was  bettor 
placed  financially.  But  the  aircraft  builder  was  then  able  to  meet  his 
immediate  obligations  of  all  descriptions  and  still  have  a  comfortable 
margin  left  over.  He  was  financially  sound — a  satisfactory  credit  risk. 
Today,  as  a  result  of  the  war,  that  is  no  longer  the  case.  The 
average  industrial  corporation,  based  upon  the  23  companies  of  which 
we  speak,  still  had  cun-ent  assets  in  ratio  of  2.2  to  1  of  immediate 
obligations  at  the  end  of  1942.  Its  financial  position,  weighed  against 
its  immediate  debts,  had  declined  considerably,  but  it  was  still  sound* 
it  had  nothing  to  fear  from  its  current  liabilities.  But  the  aircraft 
builder  was  in  a  very  different  position.  His  current  assets  had 
dwindled  to  1.09  times  his  current  liabiUties.  In  other  words,  the 
total  value  of  all  his  current  assets,  including  his  inventories,  was 
barely  enough  to  meet  his  current  debts.  These  figures  are  illus- 
trated in  chart  No.  2. 
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Chart  2 


To  any  businessman,  such  a  "current  ratio"  as  1.09  to  1  is  a  warning 
signal.  It  means  that  only  the  narrowest  margin  exists  between 
what  the  whole  industry  owes  in  immediate  debts  and  what  it  has  in 
funds  and  inventories  to  meet  these  obligations.  Any  shrinkage  in 
the  value  of  inventories,  even  a  minor  shrinkage,  can  make  the  indus- 
try unable  to  meet  these  debts.  The  consequences  of  that  hardly 
need  enlarging  upon.  The  important  thing  to  recognize  is  that  the 
aircraft  industry  is  actually  in  that  position,  is  living  in  daily  fear  of 
what  will  happen  to  the  value  of  its  inventories  when  the  war  ends. 
With  such  a  slender  margin  of  immediate  assets  over  current  obliga- 
tions it  faces  disaster  when  hostilities  cease,  unless  you  gentlemen  of 
Congress  change  the  present  law. 
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can't   PAY   TAXES   AND   MAKE   RENEGOTIATION   REFUNDS 

Among  these  current  obligations  of  the  average  aircraft  company, 
a  major  item  is  that  of  the  amount  owed  to  the  Government  in  the 
form  of  taxes  due  and  refunds  still  to  be  paid  as  a  result  of  renegotia- 
tion of  war  contracts.  Collectively,  these  amount  to  $49,549,000. 
To  meet  this  debt — which  must  be  paid  in  cash — the  typical  aircraft 
company  has  in  quick  cash  assets  (cash,  marketable  securities)  only 
$29,335,000,  as  shown  in  chart  No.  3. 

TYPICAL  AIRCRAFT  COMPANY  OWES 

FAR  MORE  TO  THE  GOVERNMENT 

THAN  IT  HAS  IN  "QUICK  CASH" 
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In  other  words,  the  typical  aircraft  company,  that  is,  a  company 
whose  figures  are  one-eleventh  of  the  total  figures  for  all  1 1  companies 
has  a  deficit  of  well  over  $20,000,000  in  terms  of  its  immediate  cash 
assets  and  its  cash  debts- to  the  United  States  Government.  In  fact 
the  industry  is  operating  today  only  because  it  is  robbing  Peter  to 
pay  Paul.     It  will  continue  to  operate  only  so  long  as  enough  liquid 
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funds  flow  to  it  to  pay  the  most  pressing  of  its  immediate  debts.  It 
will  continue  in  business  so  long  as  the  war  lasts — but  only  by  thrust- 
ing further  and  further  forward  an  ever-increasing  amount  of  debt 
to  the  Government.  Sooner  or  later,  this  debt  is  going  to  fall  due 
— at  a  time  when  liquid  income  will  have  dropped  off  or  will  have 
ceased  altogether. 


What  this  is  bound  to  lead  to  is  not  difficult  to  foresee  An  mdi- 
vidual  who  conducted  his  business  that  way  would  soon  find  himself 
Tthe  bankruptcy  courts.  There  is  no  reason  to  believe  that  an 
Lustrv  which  is  being  forced  to  conduct  itself  m  that  manner  be- 
fause  of  the  war  wiU  not  finish  up  in  exactly  the  same  position. 
That  is,  unless  Congress  takes  steps  to  prevent  it.  ^ 

The  industry  has  been  forced  into  a  degree  of  expansion  made 
npcessary  by  military  requirements  but  completely  unjustihed  in 
terms  of  the  industry's  resources.  Sales  have  expanded  almost  20 
imes  while  working  capital,  as  a  dollar  amount,  has  increased  only 
Ttimes  As  a  result  the  ratio  of  workmg  capital  to  sales  m  the 
aircraft 'industry  dropped  from  30  percent  inl939  to  5  percent  in 
1942  This  means  that  if  the  industry  should  lose  as  little  as  5  cents 
on  each  dollar  of  sales  for  1  year,  its  entire  workmg  capital  would  be 
lost— every  penny  of  it.  Comparison  with  the  experience  of  the  23 
larffe  industrial  corporations  shows  how  unique  this  drop  has  been. 
Outside  the  aircraft  industry,  the  decline  has  been  from  44  percent 
in  1939  to  30  percent  at  the  end  of  1942  as  showTi  m  chart  JNo.  4. 

Obviously,  the  aircraft  industry  has  been  subjected  to  a  greater 
degree  of  expansion  and  to  greater  stresses  as  a  result  than  has  m- 
dustrv  in  general.  There  is  no  doubt  at  all  of  the  vital  need  for  air- 
Dlanes  in  this  war  and  therefore  for  this  tremendous  expansion— 
but  there  is  equally  no  doubt  that  unless  it  is  compensated  by  proper 
tax  and  renegotiation  policies,  its  effect  will  be  to  wreck  the  aircraft 
industry. 

"allowed*'  profit  not  sufficient  to  cover  sales  risk 

As  sales  have  soared  upward,  profits  per  doUar  of  sales  have  de- 
clmed.  Some  decline— even  an  appreciable  one-^was  to  be  expected. 
The  plane  builders  did  not  expect  (nor  did  they  wish)  to  make  as  great 
a  percentage  of  profit  on  expanded  military  demand  as  they  used  to 
upon  civilian  purchases  of  only  one-twentieth  the  volume.  l>ut  it 
must  be  recognized  that  increased  sales  mean  mcreased  risks.  1  he 
decline  in  the  percentage  of  profits  to  sales  has  gone  far  beyond  the 
point  of  real  profitability.  By  now  it  is  not  nearly  enough  to  offset 
the  additional  risks  which  have  been  mcurred.  .    ,     ^  •  i 

Other  industries  have  not  fared  so  badly.  The  large  mdustriai 
corporations  which  I  have  used  as  iUustrations  still  earned  6.7  percent 
of  their  sales  in  1942.  This,  it  is  true,  is  very  much  less  than  the  12  2 
percent  which  they  earned  in  1939.  But  the  au-craft  builder,  who 
earned  10.4  percent  of  his  sales  m  1939,  earned  only  2.7  percent  m 
1942  after  making  renegotiation  refunds  and  paying  taxes,  as  shown 
in  chart  No.  5. 
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RENEGOTIATIONS  AND  TAXATION  ARE  JOINTLY  RESPONSIBLE   FOR  THIS 

DANGEROUS  POSITION 

Renegotiation  and  taxation  are  jointly  responsible  for  this  low  rate 
of  earnings.  To  show  how  taxes  have  increased,  let  us  again  compare 
the  position  at  the  end  of  1942  with  what  it  was  at  the  end  of  1939. 
In  1939  the  aircraft  industry  paid  in  taxes  to  the  Government  24.1 
percent  of  its  earnings.     In  1942  it  paid  73  percent. 
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Chart  5 


In  addition  to  high  tax  levies,  aircraft  companies  are  subject  to 
renegotiation.  A  typical  aircraft  company  is  subject  to  levies  as  fol- 
ows:  Its  profits  before  taxes  and  before  renegotiation,  in  1942, 
amounted  to  approximately  15.6  percent  of  its  sales.  If  there  had 
been  no  renegotiation,  taxes  would  have  reduced  the  profits  to  4 
percent  of  sales.  Later  statements  will  show  that  4  percent  is  not  too 
large.  Renegotiation,  however,  further  reduced  profits  to  2.7 
percent.  In  actual  practice  renegotiation  precedes  taxation,  thereby 
reducing  the  post-war  refund  and  the  relief  provision  benefits.  See 
chart  No.  6. 
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$43,869,000    EFFECTS  OF  RENEGOTIATION 

ON  TYPICAL  COMPANY 
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ONLY  2.7    PERCENT    OF   SALES   LEFT 


What  this  means  in  terms  of  sales  is  highly  significant.  Out  of 
total  sales  of  $2,910,000,000,  the  11  aircraft  companies  paid  out  as 
expenses  $2,611,000,000.  This  left  a  profit  before  taxes  of  $299,- 
000,000 — a  smaller  rate  of  profit  before  taxes  than  they  used  to  earn 
after  taxes  in  1939.  Renegotiation  and  taxes  took  $221,000,000 
leaymg  a  total  profit  of  $78,000,000 — equal  to  2.7  percent  of  sales. 
This  alleged  profit,  which  is  merely  a  bookkeeping  figure,  can  easily 
become  a  zero  or  a  negative  quantity.    See  chart  No.  7. 
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AIRCRAFT   DIVIDEND   RATIO    ONLY   ONE-THIRD   OF   GENERAL   INDUSTRY  S 

DIVIDEND    RATIO 

What  happens  to  these  profits?  Since  the  working  capital  position 
of  the  industry  is  so  desperate,  perhaps  too  large  a  proportion  is  being 
paid  out  as  dividends.  Let  us  see.  Taking  an  average  of  10  large 
industrial  corporations  outside  the  aircraft  field,  we  find  that  only  36 
percent  of  their  earnings  were  plowed  back  into  their  business  to  con- 
tinue the  process  of  productions;  64  percent  was  distributed  as  divi- 
dends.    That  has  always  been  considered  to  be  around  the  normal  and 
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desirable  proportion.  But  the  aircraft  industry  has  exercised  extreme 
caution  in  dividend  distributions;  77  percent  of  its  net  earnings  m 
1942  were  plowed  back  into  the  business  and  only  23  percent  was  dis- 
tributed as  dividends.  This  23  percent  is  little  more  than  one-third 
of  the  ratio  which  general  industry  so  distributed.  Yet  even  this 
ultra  conservatism  has  not  preserved  the  working  capital  position  of 
the  industi-y.    See  chart  No.  8. 
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TV  here,  then  does  the  money  go?  The  answer  is  simple.  It  goes 
into  inventory  and  plant  facilities.  Comparing  aircraft  with  general 
industry  plainly  shows  the  truth  of  this.  General  industry,  in  1939 
had  working  capital  in  ratio  of  2.04  to  1  of  its  inventories.  This  means 
that  even  if  its  inventories  had  been  wiped  out  completely,  over  50 
percent  of  its  working  capital  would  still  remain.  But  even  in  that 
year  the  aircraft  industry  had  less  working  capital  than  inventory. 
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Its  working  capital  amounted  to  only  78  percent  of  its  total  inventories. 
By  the  end  of  1942,  general  industry,  which,  like  all  parts  of  our  war 
economy,  had  been  accumulating  inventories  to  make  such  that  pro- 
ductions of  armaments  would  not  be  interrupted,  still  had  working 
capital  of  146  percent  of  its  inventories.  The  aircrait  industry,  by 
the  end  of  1942,  had  working  capital  of  only  28  percent  of  the  inven- 
tories it  owns  and  only  12  percent  of  the  total  inventories  (includmg 
Government  inventories)  for  which  it  is  responsible.  (See  chart  No. 
y.) 
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Interpreting  the  figures  prepared  by  Harvard,  no  one  can  prove 
that  the  aircraft  industry  has  earned  any  profit.  When  the  books 
are  closed  after  the  present  risks  have  been  cleared,  the  stockholder's 
may  find  that  these  risks  have  wiped  out  not  only  the  alleged  profits 
but  also  their  entire  capital.  From  here  on,  therefore,  when  1  refer 
to  ''profits"  I  mean  those  fictitious  items  in  company  statements  which 
the  Price  Adjustment  Boards  call  profits.  In  every  such  case  the  word 
profit  should  have  a  question  mark  after  it. 

I  should  like  to  discuss  just  one  reason  why  the  so-called  profits  are 
not  profits.  It  is  because  they  have  been  reinvested  in  inventories — 
in  metals,  aircraft  parts,  partially  and  wholly  completed  pieces,  which, 
when  put  together,  constitute  our  fighting  planes.  The  question, 
therefore,  is  ''What  is  going  to  happen  to  these  inventories  when  the 
war  ends?" 

We  are  told  that  the  Government  probably  will  reacquire  all  the 
materials  bought  by  us  in  furtherance  of  contracts  placed  with  us  by 
the  Government.  But  what  does  this  mean?  No  one  in  the  industry 
would  have  been  able  to  carry  on  production  if  he  had  sat  down  with 
pencil  and  paper  and  calculated  to  the  ounce  what  he  would  need  to 
fill  contracts  already  placed.  We  have  had  to  stock-pile  all  kinds  of 
airplane  parts  and  materials  in  anticipation  of  further  Government 
orders.  Otherwise,  our  total  production  would  have  been  nowhere 
near  its  present  level.  The  Nation  would  have  been  short  of  planes 
and  our  Army  and  Navy  deficient  in  means  of  defense  and  attack. 
Because  of  this,  we  had  no  alternative  to  exercising  our  judgment — 
as  aircraft  builders — in  deciding  what  quantities  to  purchase  of  all 
sorts  of  materials,  even  although  definite  orders  covering  such  inven- 
tory accumulations  had  not  been  placed.  That  is  going  on  today.  It 
must  go  on  unless  we  want  the  aircraft  builders  to  bog  down  in  their 
program. 

But  what  are  we  going  to  do  with  these  inventories  which  are  not 
covered  by  Government  contracts?  There  is  no  assurance  that  the 
Government  will  buy  them  back  from  us  after  the  war  when  many 
sections  of  the  public,  quite  rightly,  will  be  demanding  miscroscopic 
scrutiny  of  war  contracts.  Certainly  there  is  no  contractural  obliga- 
tion upon  the  Government  to  do  so. 

Then  who  will  pay  for  them?  To  us  they  will  be  useless.  They 
will  not  be  adaptable  to  peacetime  aviation.  They  have  been  pro- 
duced, or  are  in  process  of  production,  to  meet  the  needs  of  the  military 
type  of  plane  which  is  called  upon  to  perform  a  very  different  function 
from  that  performed  by  the  peacetime  plane.  We  shall  have  no  use 
for  them  and  no  place  to  sell  them  except  in  the  scrap  market.  To 
us  they  will  be  merely  that — plain  scrap,  a  net  loss. 

What,  then,  of  our  wartime  profits?  It  is  possible  that  because  of 
the  eventual  shrinkage  in  the  value  of  our  inventories,  we  shall  come 
out  of  the  war  with  a  net  loss.  Our  reward  for  performing  our  duty 
and  helping  to  arm  the  Nation  may  turn  out  to  be  bankruptcy.  Where, 
then,  will  our  profits  have  gone? 

Some  people  imagine  that  our  inventories  consist  mainly  of  metal 
m  the  form  of  ingot  and  sheet.  If  that  were  the  case  we  would  have 
much  less  to  worry  about — althougn  we  would  expect  our  metals  to 
be  of  smaller  value  after  the  war  than  they  are  today.  We  might  be 
able  to  absorb  that  sort  of  loss.     It  might  not  break  us.     But  our 
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inventories  do  not  consist  mainly  of  metals  in  crude  form.  Less  than 
20  percent  of  our  total  inventory  is  of  that  type.  The  vast  majority 
consists  of  semifinished  and  finished  parts  which,  as  I  have  said,  cannot 
be  adapted  to  peacetime  use.  The  gravity  of  the  situation  is,  there- 
fore, obvious. 

It  is  added  to  by  what  ought  to  have  been  a  comforting  factor. 
Much  of  our  activity  today  still  consists  of  cost-plus-fixed-fee  work 
performed  for  the  Government.  In  this  respect,  we  have  no  primary 
responsibility  for  the  inventories.  They  belong  to  the  Government, 
and  it  is  the  Government  which  finally  is  responsible  for  them. 

But  we  are  in  the  position  of  custodians — of  custodians  who, 
because  of  the  immensity  of  the  pressure  of  war  work,  have  no  clear 
picture  of  the  amount  of  Government-owned  property  in  our  hands. 
We  cannot  tell  what  proportion  of  our  inventory  is  actually  our  own. 
Nor  can  we  tell  exactly  how  much  of  the  Government-owned  property 
in  our  hands  has  properly  been  accounted  for.  For  all  we  know,  the 
Government,  at  some  date  after  the  war,  may  call  upon  us  to  make 
good  the  value  of  deliveries  of  materials  which,  at  some  time  in  the 
past,  have  been  partly  manufactured  in  readiness  for  installation,  only 
to  be  scrapped  when  plane  designs  were  suddenly  changed.  Military 
necessity  made  such  changes  imperative  and  made  it  impossible  for  us 
to  keep  a  perpetual  inventory  and  a  perpetual  cost-accounting  system. 
Hundreds  of  changes  in  designs  took  place;  many  of  them  on  planes 
which  were  supposed  to  have  been  ''frozen,'^  and  overnight  we  found 
ourselves  having  to  scrap  large  quantities  of  Government-owned 
property  which,  since  then,  have  been  lost  in  the  shuffle. 

That  is  the  price  which  has  to  be  paid  for  all-out  production  on  the 
scale  required  by  our  armed  forces.  But  perhaps  it  is  a  price  which 
we  alone  shall  be  called  upon  to  pay;  an  imposition  which  we  shall 
have  to  tolerate. 

We  do  not  impute  to  any  Government  department,  or  to  any  head  or 
employee  of  a  department,  the  wish  or  intention  to  burden  us  in  this 
way.  But  the  facts  are  that  this  danger  does  face  us.  We  may  be 
called  upon  to  pay  for  materials  which  have  been  scrapped,  or  remelted, 
or  have  simply  been  lost  in  the  shuffle  through  no  fault  of  ours  and  our 
loss  may  prove  severe. 

We  believe,  and  we  think  that  you  gentlemen  of  the  committee  will 
concur  with  us,  that  some  form  of  protection  must  be  provided. 
Such  risks  as  these  constitute  part  of  our  reconversion  and  post-war 
problems.  They  are  factors  likely  to  demand  the  pulling  out  of  our 
pockets  of  large  siuns  of  ready  cash — of  ready  cash  which  we  simply 
do  not  possess  today.  We  claim  it  to  be  self-evident  that  we  should 
be  allowed  to  use  some  of  our  alleged  earnings  to  make  provision  to 
cover  ourselves  against  such  risks. 

These  risks  are  not  mere  abstract  *  ^contingencies."  Let  me  show 
you  how  real  they  are.  It  is  a  reality  that  the  whole  industry  can  go 
dead  broke  if  a  slight  decline — a  decline  of  only  8  percent — takes  place 
in  the  value  of  the  total  assets  for  which  we  are  responsible.  Total 
assets  of  the  11  aircraft  companies  amount  to  $2,932,000,000.  This 
is  without  taking  any  debts  into  account.  Against  these  assets  for 
which  we  have  been  made  responsible,  our  total  stockholders^  capital 
amounts  to  only  $238,000,000.  In  other  words,  if  the  total  assets 
decline  in  value  by  as  much  as  8  percent,  our  stockholders  wiU  have 
their  entire  investments  wiped  out.  Tliis  decline  in  value,  which  is 
trifling  compared  with  what  we  have  reason  to  expect,  would  destroy 


the  investments  of  thousands  of  small  investors  who  have  placed  their 
savings  at  the  disposal  of  the  aircraft  industry. 

No  other  mdustry  is  faced  with  such  a  calamity— although  no 
other  industry  has  contributed  as  much  to  the  war  effort.  Yet  the 
Price  Adjustment  Boards  have  gone  merrily  along,  extracting  precious 
cash  by  the  millions— which  is  bound  to  result  in  bankruptcy  for 
the  industry  aU  because  fictitious  paper  profits  through  their  glasses 
look  like  real  profits.     (See  chart  No.  10.) 
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ENOUGH  WORKING  CAPITAL  FOR  ONLY  2  WEEKS — 11  PERCENT  INVENTORY 

DECLINE    WILL    EXHAUST   IT 

An  equally  grave  situation  faces  our  working  capital.  I  have 
pointed  out  how  very  dependent  our  working  capital  is  upon  the 
stability  in  value  of  our  inventories.  The  fact  is  that  if  our  inven- 
tories, amounting  in  value  to  $1,194,000,000  for  the  11  companies  of 
which  I  have  been  speaking,  decline  in  value  by  11.6  percent,  our 
whole  working  capital  is  wiped  out.  This  would  mean  that  we  cotdd 
not  continue,  by  and  large,  to  operate  for  even  a  day.  America 
after  the  war,  would  find  itself  with  an  aircraft  industry  with  the 
finest'  equipment  and  the  most  highly  skiUed  workmen  and  tech- 
nicians in  the  world,  but  would  be  unable  to  produce  a  single  plane 
because  of  the  lack  of  funds  to  continue  productions,  and  all  of  the 
present  2,000,000  workers  will  be  out  of  a  job. 

TYPICAL  AIRCRAFT  COMPANY 
$24j52.ooo  HAS  BEEN  DRAINED  OF 

WORKING  CAPITAL 

WORKfNG  CAPITAL 
WILL  PAY  WAGES, 

SALARIES,  AND 

MATERIAL  EXPENSES 

FOR  ONLY  2  WEEKS 


'>  MONTH'S  \ 
OPERATIONS 


$12,555,000 


Is  this  exaggerated?  Let  me  illustrate  how  very  poor  we  are  in 
working  capital  as  a  result  of  our  contribution  to  the  war  effort.  The 
costs  of  production  (and  in  that  term  I  include  only  wages,  salaries, 
and  materials,  excluding  all  overhead  charges  and  provisions  for 
maintenance  and  repair  of  plant  and  equipment  as  well  as  the  huge 
development  costs  which  our  products  incur)  amount,  in  the  typical 
aircraft  company,  to  approximately  $24,752,000  per  month.  To 
pay  these  running  expenses,  the  typical  company  has  working  capital 
amounting  to  only  $12,555,000.  In  other  words,  the  working  capital 
even  now,  when  orders  are  assured  and  when  the  Government  aids 
in  the  work  of  development  of  models,  is  enough  to  last  only  2  weeks 
at  the  present  rate  of  production.  No  one  can  look  to  the  future 
with  equanimity  when  such  a  fact  as  that  stares  him  in  the  face. 
(See  chart  No.  11.) 

Even  if  we  disregard  our  current  debts  and  concern  ourselves  only 
with  the  money  we  actually  have  on  hand,  the  position  is  not  much 
better.  Liquid  funds  amount  to  only  $29,335,000  in  the  average  air- 
craft corporation.  This  means  that,  if  it  fails  to  pay  its  due  obliga- 
tions and  pays  only  for  materials,  wages,  and  salaries,  the  amount 
of  cash  on  hand  will  last  only  5  weeks,  as  shown  in  chart  No.  12. 

At  the  end  of  that  time  we  will  be  unable  to  meet  the  wage  bill, 
to  pay  for  materials  or  to  pay  salaries,  unless  fresh  cash  comes  in 
from  unexpected  sources. 

Of  course,  as  long  as  the  Government  continues  to  buy  all  of  our 
planes  we  can  secure  cash  to  meet  our  running  expenses.  We  can 
get  by.  But  when  the  flow  of  war  orders  has  ceased,  we  do  not  know 
where  we  shall  turn  to  raise  the  money  needed  to  carry  on.  We  shall 
not  even  be  able  to  pay  wages.  The  amount  needed  is  likely  to  prove 
large  and  may  have  to  be  raised  in  a  hiu-ry.  Contracts  may  be 
canceled  on  a  moment's  notice.  None  of  us  knows  how  near  "V" 
day  may  prove  to  be  and  no  one  wants  it  to  come  sooner  than  do  the 
airplane  builders. 

But  cancelation  of  contracts  is  not,  so  far  as  we  are  concerned, 
tantamount  to  the  cessation  of  our  expenditures.  We  shall  not  be 
able  immediately  to  cancel  all  the  orders  we  ourselves  have  placed. 
Materials  will  continue  to  flow  to  us — and,  incidentally,  it  is  not  at 
all  sure  that  the  Government  will  continue  to  accept  responsibility 
for  those  materials.  Workmen  must  be  provided  for  somehow.  In 
fact,  a  very  large  proportion  of  our  workmen  must  be  induced,  for  a 
time,  not  to  move  away  to  other  industries  since  we  cannot  tell 
whether  or  not  the  war  will  be  really  over  at  the  time  of  cancelation 
of  our  contracts.  We  cannot  tell  whether  or  not  we  shall  need  these 
men  again  in  a  few  weeks'  or  a  few  months'  time.  Their  wages  will 
have  to  be  paid  out  of  somewhere — and  that  somewhere  cannot  be 
our  pockets  because  we  simply  have  not  got  the  necessary  cash.  In 
addition,  we  need  to  keep  our  key  persormel.  They  are  the  men 
who  must  build  the  plane  of  the  future — and  we  do  not  have  the 
money  to  pay  their  salaries  beyond  a  very  few  weeks.  Our  overhead 
will  continue.  We  shall  be  renegotiated  again  upon  our  1943  earnings. 
We  shall  owe  for  taxes.  In  short,  when  our  contracts  are  canceled 
We  shall  be  so  short  of  funds  that  some  of  us  may  never  reopen  our 
factory  doors  again — unless  present  laws  are  changed. 
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But  that  is  not  the  whole  of  the  story.  It  costs  millions  of  dollars 
to  develop  a  new  model  plane  capable  of  meeting  all  the  requirements 
of  civil  aviation.  The  war  has  brought  about  so  many  changes  that 
we  shall  have  to  develop  entirely  new  planes.     As  an  example,  I 

TYPICAL  AIRCRAFT  COMPANY 
m335.ooo    i^^g  INSUFFICIENT 

FUNDS 


LIQUID  FUNDS 

ARE  SUFFICIENT 

TO  PAY  EXPENSES 

FOR  ONLY 

5  WEEKS 


Chart  12 


^timate  that  a  passenger  transport  of  the  inmiediate  future  of  tlie 
size  of  the  Lockheed  Constellation  may  require  an  expenditure  on  the 
order  of  $15,000,000  before  the  first  plane  is  delivered.  As  things 
stand  now,  we  do  not  have  that  money.  We  cannot  go  ahead  with  the 
necessary  development  plans  which  would  make  America  commercially 


supreme  in  aviation.  Nor  have  we  the  resources  to  adapt  our  fac- 
tories and  our  production  lines  to  the  needs  of  peacetime  production. 
It  costs  to  revise  production  schedules  and  processes  from  war  to 
peace  just  as  it  does  to  change  from  peace  to  war. 

The  cause  of  this  critical  financial  condition  of  our  industry  is  not 
hard  to  find.  It  is  due  to  the  combined  effect  of  the  present  tax  and 
renegotiation  laws.  .    . 

In  my  opinion,  the  recaptiu-e  provisions  of  the  renegotiation  law 
should  be  repealed.  1  believe  that  the  Harvard  figures  clearly  show 
that  aifter  giving  proper  consideration  to  the  real  risks  and  uncertain- 
ties, such  as  inventory  shrinkages  and  the  like,  the  industry  has 
earned  no  real  profits  after  taxes.  Chart  No.  10  alone  indicates  that. 
Remember,  gentlemen,  that  the  80  percent  over-all  tax  is  paid  out  of 
the  alleged  profits  that  are  assumed  to  exist  before  we  know  what  these 
mventory  losses  and  other  risks  are  going  to  be.  May  I  repeat  that 
these  figures  prove  that  there  is  no  need  for  the  recapture  provisions 
of  the  renegotiation  law  because  there  are  no  excessive  profits  to 

recapture.  . 

If  the  recapture  provision  camiot  be  eliminated,  then  we  must  be 
permitted  to  accumulate  enough  reserves  to  see  us  through  the  post- 
war transition  period.  Otherwise,  the  things  I  have  predicted  as 
possibilities  will  become  actualities.  We  need  to  be  allowed  to  set  up 
adequate  reserves  for  the  outlay  in  which  we  shall  be  involved.  These 
reserves  must  come  ahead  of  both  taxation  and  renegotiation  or  they 
will  be  valueless.  Our  post-war  expenses  in  conversion  are  bound  to  be 
immense.    Unless  we  prepare  for  them,  we  shall  surely  die. 

Again,  if  the  recapture  provisions  cannot  be  eliminated,  we  need 
to  be  freed  from  the  present  pernicious  anemia  method  of  renegotiating 
before  taxes — a  method  which  is  rapidly  destroying  the  red  blood  calls 
of  our  capital.  Renegotiation  should  take  place,  if  at  all,  after  taxes 
and  not  before.  That  way  we  shall  have  some  idea  of  where  we  are 
going,  of  how  much  we  are  actually  earning,  and  of  how  much  we  can 
put  aside  to  prepare  for  the  heavy  drain  upon  our  funds  which  will 
come  the  day  our  contracts  are  terminated. 

In  any  case,  our  industry  cannot  hope  to  sui*vive  at  its  present  rate 
of  alleged  profit.  With  renegotiation  before  taxes  there  is  not  a  single 
dollar  which  we  can  count  upon  until  after  renegotiation  is  completed. 
Also,  renegotiation  before  taxes  has  nullified  the  assistance  which  your 
committee  tried  to  give  us.  You  gentlemen  really  believed  that  the 
reUef  provisions  of  the  excess-profits  tax  law  and  the  post-war  refund 
would  help  keep  us  solvent.  The  Government  bureaus  have  ruled 
otherwise.  As  the  lean  cows  swallowed  the  fat  cows,  these  boards 
have  been  swallowing  the  reserves  and  refunds  that  you  intended  us 
to  have  so  that  American  aviation  could  exist  after  the  war.  We  be- 
Ueve  that  this  committee  has  the  power  to  enforce  its  original  in- 
tentions and  we  hope  that  it  will  do  so  by  eliminating  the  recapture 
provisions  of  renegotiation  or  by  putting  taxation  first  and  confining 
renegotiation  to  what  is  left. 

Today,  as  I  have  told  you,  we  are  earning  only  2.7  percent  on  sales. 
We  should  be  allowed  to  retain  from  our  so-called  profits  a  minimum 
of  3  percent  after  taxes  plus  the  allowance  of  adequate  post-war  con- 
version reserves.     This  would  give  us  a  margin  of  alleged  profit  big 
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enough  to  allow  us  some  leeway  to  permit  us  to  prepare  for  the  prob- 
lems of  the  future  which  I  have  mentioned.  Renegotiation  should 
not  be  allowed  to  reduce  our  profit  below  that  figure.  Unless  a  com- 
pany has  earned  more  it  should  be  exempt  from  renegotiation. 

It  is  our  opmion  that  3  percent  on  sales,  after  taxes— less  than  one- 
third  of  what  we  earned  on  our  products  before  the  war— will  help  us 
to  meet  the  risks  incurred  in  our  tremendously  increased  liabilities 
and  to  pay  off  the  debts  which  are  accumulating,  provided  adequate 
post-war  reserves  are  also  allowed. 

A  reserve  for  the  transition  period  is  just  as  necessary  and  just  as 
proper  as  the  present  depreciation  reserves.  We  would  not  object  to 
your  providing  that  this  reserve  could  not  be  used  to  pay  dividends  or 
bonuses  or  salary  mcreases  to  executives,  or  to  purchase  securities 
other  than  Umted  States  Government  bonds.  We  would  have  no  ob- 
jection to  your  providmg  that,  if  these  reserves  are  not  used  within  2 
years  of  the  cessation  of  hostUities,  they  be  taxed  at  the  rate  in  effect 
at  the  tinae  they  were  set  up.  We  would  not  object  to  the  same  pro- 
vision holdmg  true  if  the  company  should  go  into  liquidation  during 
that  period.  In  short,  we  would  approve  measures  designed  to  make 
sure  that  these  reserves  were  used  for  the  intended  purpose— to  further 
the  productive  operations  of  the  aircraft  industry  and  to  assist  the 
companies  engaged  in  au-craft  production  to  meet  their  obligations 
when  the  war  ends.  We  also  beheve  that,  for  the  duration  of  the  war 
these  reserves  should  be  invested  in  Government  bonds  so  as  not  to 
take  1  cent  away  from  the  prosecution  of  the  war. 

We  have  given  some  thought  to  the  amount  of  such  reserves.  We 
believe  that  if  such  reserves  were  to  be  based  upon  a  percent  of  sales 
or  upon  a  percent  of  income  subject  to  tax,  such  industries  as  the 
candy,  soft  dnnks,  cosmetics,  snuff,  and  others  which,  not  being  con- 
verted to  war  production  and  therefore  having  no  reconversion  prob- 
lem, wo^d  benefit  as  much  as  those  whose  reconversion  problem  is 
huge.  No  doubt  you  want  to  avoid  that  sort  of  thing  and  you  want 
to  frame  the  provision  in  such  a  way  that  the  greatest  benefit  will  fall 
where  the  need  is  greatest.  Naturally,  the  companies  which  were 
able  to  accumulate  large  reserves  and  capital  during  the  pre-war  low 
tax-rate  years  have  less  need  for  new  reserves  than  companies  which 
have  a  low  excess-profits  tax  base. 

We  believe  that  a  more  practical  solution  would  be  to  allow  a  re- 
serve of  15  percent  of  the  total  tax,  which  would  be  due  in  the  absence 
v,^^  u^/^f®'*^®  provision.  This  will  allow  less  to  the  companies 
which  built  large  working  capital  and  large  reserves— and  therefore 
have  large  excess  profits  tax  credits— before  the  war.  It  will  allow 
more  to  the  "have-not"  companies— more,  that  is,  to  those  actually 
m  need  of  more. 

Fmally,  we  maintam  that  the  secrecy  practiced  by  some  of  the  Price 
Adjustment  Boards  acting  under  the  renegotiation  law  is  totally  un- 
American  and  unfau-  to  management  actmg  in  its  position  as  trustee 
to  the  stockholders  of  the  company.  When  such  secrecy  is  practiced, 
management  cannot  mtelligently  act  as  trustee  of  the  stockholders  in 
evaluatmg  the  requests  made  by  the  Price  Adjustment  Boards. 


RECOMMENDATIONS   IN   BRIEF 

(1)  Repeal  the  recapture  section  of  the  renegotiation  law  and  re- 
tain the  provisions  applicable  to  repricing  articles  not  yet  delivered. 

(2)  If  this  cannot  be  done,  the  following  items  are  essential: 

(a)  Avoid  discriminatory  retroactive  treatment  by  exempting  from 
renegotiation  all  goods  produced  and  accepted  prior  to  April  28,  1942. 

(6)  Exempt  from  renegotiation  all  contractors  who  earned  not 
more  than  3  percent  on  sales,  after  taxes.  Let  this  3  percent  be  a 
floor  below  which  the  renegotiators  may  not  go. 

(c)  Let  taxation  come  first  and  renegotiation  second. 

(d)  Remove  present  secrecy  from  renegotiation  so  that  manage- 
ment can  know  treatment  given  to  competitors  before  signing  up. 

(e)  Authorize  reserves  from  earnings  equal  to  15  percent  of  total 
of  normal,  surtax,  and  excess  profits  tax  that  would  be  payable  in 
«vent  the  reserve  were  not  allowed. 

(/)  Clarify  the  provision  that  all  deductions  permitted  by  the 
Revenue  Act  must  be  allowed  by  the  Price  Adjustment  Board. 

(g)  Provide  that  renegotiation  payments  will  be  returned  to  the 
extent  necessary  to  amortize  fully  all  facilities  under  certificates  of 
necessity  in  event  war  ends  before  they  are  amortized  at  the  20-per- 
cent rate. 

SUMMARY   OF   REPORT 

1 .  Upon  stockholdeis  capital  of  $238,000,000  there  have  been  placed 
responsibilities  of  $2,932,000,000 — capital  being  only  8  percent  of  such 
lesponsibiiities.  Responsibilities  involve  risk.  Losses  of  only  8  per- 
cent of  this  amount  will  wipe  out  entire  capital.  No  one  welcomes 
or  desires  such  responsibilities. 

2.  Forced  expansions  have  reduced  working  capital  ratio  danger-^ 
oiisly.  Working  capital  in  general  industry  is  120  percent  of  current 
liabilities.     In  aircraft  industry  it  is  less  than  10  percent. 

3.  Typical  aircraft  company  owes  $20,000,000  more  to  Government 
than  it  has  in  quick  cash  assets. 

4.  General  industry  has  working  capital  equal  to  30  percent  of 
sales — au'ciaft  industry  5  percent. 

5.  General  industry  earns  6.8  percent  on  sales — aircraft  alleged 
profits,  2.7  percent. 

6.  Taxes  planned  by  your  committee  in  1942  are  removing  and 
have  removed  excessive  profits  from  the  aircraft  industry.  Renego- 
tiation is  not  necessary. 

7.  Examples  of  typical  aircraft  company:  Alleged  profits  before 
taxes  and  renegotiation,  15.6  percent  of  sales.  Reduced  by  taxes 
alone  to  4  percent.  This  is  not  too  large  because  of  the  large  risks 
still  hanging  over  company  which  may  wipe  out  both  alleged  profits 
and  capital.     Further  reduced  by  renegotiation  to  2.7  percent. 

8.  Where  does  the  money  go? 

Statement  of  11  aircraft  industries  after  renegotiation 

Sales $2,910,000,000 

Expenses 2,  611,  000,  000 

Operating  profit     299,000,000 

Taxes 221,000,000 

Alleged  profits- --  78,000,000 
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This  is  2.7  percent  of  sales. 

9.  Are  dividends  too  high?  General  industry  plows  back  36  percent 
and  pays  in  dividends  64  percent.  Aircraft  plows  back  77  percent  and 
pays  in  dividends  23  percent.  Aircraft  ratio  of  dividends  to  earnings 
is  only  about  one-third  of  general  industry's  ratio. 

10.  General  industry *s  working  capital  is  146  percent  of  inventory. 
Aircraft  is  only  28  percent. 

11.  A  decline  in  value  of  assts  of  only  8  percent  will  wipe  out 
stockholders  and  a  decline  of  only  11.6  percent  in  inventory  value 
will  wipe  out  working  capital. 

12.  Typical  aircraft  company  has  been  drained  of  working  capital 
working  capital  $12,555,000 — cost  of  1  month's  operations  $24,752,000. 
Working  capital  will  pay  wages,  salaries,  and  materials  expenses  for 
only  2  weeks. 

CONCLUSION 

13.  Is  it  likely  that  the  aircraft  industry  can  function  after  this  war 
as  a  private  industry  or  is  it  more  Hkely  that  the  stockholders  will  be 
wiped  out?  Unless  the  renegotiation  law  is  changed  and  adequate 
post-war  reserves  are  allowed,  the  present  privately  owned  aircraft 
mdustry  will  be  wiped  out. 

We  know  that  no  one  had  planned  to  bankrupt  private  ownership 
of  the  aircraft  industry  in  order  that  the  Government  can  come  in 
and  take  control,  but  if  those  who  are  advocating  such  control  had 
sought  a  plan  for  that  purpose  they  could  not  have  found  a  better 
formula  than: 

Greatly  expanded  sales,  plus  large  inventory  risks,  plus  renegotiation,  plus 
present  tax  rates,  minus  adequate  post-war  reserves. 

Gentlemen,  unless  changes  are  made  in  the  renegotiation  and  tax 
laws  we  will  be  in  the  position  of  the  gladiators  who  said,  "We  who  are 
about  to  die  salute  you." 

Mr.  Reed.  Mr.  Damon,  do  you  know  of  any  industry  that  so 
challenges  the  vision  of  businessmen  as  to  the  future  to  a  greater 
extent  than  the  aviation  industry,  providing  you  do  have  the  working 
capital  to  take  advantage  of  conditions  after  the  war? 

Mr.  Damon.  No,  Mr.  Reed;  I  do  not. 

Mr.  Reed.  In  fact,  is  not  this  true,  that  all  of  us  at  least  believe 
this  to  be  true,  that  all  of  the  major  nations  of  the  world  are  going 
to  try  to  control  the  air  for  commercial  purposes  at  least? 

Mr.  Damon.  Yes,  sir;  we  believe  that  to  be  correct. 

Mr.  Reed.  It  strikes  me  that  we  all  ought  to  have  vision  enough 
to  prepare  to  meet  that  challenge. 

Mr.  Damon.  Yes,  sir;  I  thirS:  we  should.  I  think  the  first  thing 
we  should  do  is  to  be  certain  that  the  problem  facing  us  today  is 
immediately  taken  care  of.  Those  would  be  my  two  recommenda- 
tions: one,  a  reserve,  and  two,  repeal  of  the  recapture  provision. 

Mr.  Reed.  I  think  you  have  made  a  very  fine  statement  and 
have  submitted  an  excellent  brief. 

Mr.  Damon.  Thank  you,  sir. 

Mr.  Disney.  Mr.  Damon,  am  I  correct  in  remembering  that  you 
said  your  inventories  were  something  over  a  billion  dollars? 

Air.  Damon.  Yes,  sir. 


Mr.  Disney.  It  occm«  to  me  that  some  of  our  members  will  want 
to  know  something  about  these  inventories.  We  may  not  have  anv 
idea  what  those  inventories  consist  of.    Tell  us  what  they  consist  of. 

Mr.  Damon.  They  consist,  Mr.  Disney,  of  specialized  aviation  raw 
materials — metals,  aluminum  alloys,  stainless  steels,  specialties  in 
those  metals,  not  only  bar,  rod  and  sheet,  but  also  the  forgings,  special 
foldings,  special  castings,  special  extrusions,  special  bolts,  nuts;  special 
hardware.  And  they  also  cover  partially  fabricated  parts  in  process; 
and,  of  course,  all  work  in  process  until  the  airplane  goes  out  the  door 
and  is  delivered. 

Mr.  Disney.  Is  that  all  adapted  to  one  type  of  plane,  generally? 

Mr.  Damon.  Yes,  sir;  it  is,  I  would  say,  getting  even  more  and  more 

highly  specialized. 

Mr.  Disney.  What  are  some  of  the  contingencies  that  would  cause 
an  inventory  loss  of  8  or  11  percent,  as  you  suggested? 

Mr.  Damon.  The  first  and  largest  one,  I  would  say.  covers  changes 
in  models.  I  can  recall  one  example,  in  my  own  organization,  where 
we  had  to  change  a  lot  of  special  gage  aluminum  for  which  we  had  no 
other  uses  into  stainless  steel,  because  of  its  proximity  to  an  exhaust 
manifold.  That  particular  material,  in  my  opinion,  will  probably  end 
up  at  so  much  a  pound,  as  scrap.  We  are  frequently  faced  with  that 
type  of  problem. 

We  use  thousands  of  roundhead  rivets  and  brassier  type  head 
rivets.  With  our  desire  for  excellence  in  perforniance,  we  have  gone 
to  a  countersunk  head  rivet  so  that  we  have  relatively  little  usage  for 
the  other  kind.  We  are  changing  our  standards  from  time  to  time 
as  we  find  new  and  better  alloys;  some  new  ones,  incidentally,  since 
Pearl  Harbor.  We  are  changing  from,  shall  we  say,  ordinary  hose 
to  bullet-proof  hose.     We  have  many  problems  of  that  kind. 

In  my  own  company,  we  changed  one  basic  type  of  construction  of 
one  element  of  the  airplane  from  one  type  of  metal  to  another,  because 
we  found  the  first  one  did  not  stand  up  too  well. 

Mr.  Disney.  There  are  probably  greater  rates  of  change  in  inven- 
tory in  the  aircraft  industry  than  in  any  other  industry;  are  there  not? 

Mr.  Damon.  I  am  not  an  expert  on  other  industries,  but  I  do  not 
see  how  any  other  industry  can  have  any  less  stability  than  we  have. 

Mr.  Disney.  The  airplane  is  always  in  a  state  of  flux  and  has  been 
from  the  time  the  first  one  was  built.  Every  schoolboy  is  continu- 
ally figuring  out  a  new  one  and  a  better  one. 

I  have  had  inquiries  from  some  sources,  and  I  should  like  to  ask  you 
this.  Does  not  the  W.  P.  B.  restrict  inventories  to  cover  a  limited 
period? 

Mr.  Damon.  Yes,  sir.  On  current  procurement,  the  W.  P.  B.  is 
restricting  inventories  now  under  the  so-called  controlled  materials 
plan.  But  that  makes  no  mention  of  the  $1,194,000,000,  which  was 
the  figure  at  the  end  of  1942,  which  was,  I  believe,  just  after  the  con- 
trolled materials  plan  had  gone  into  effect. 

The  W.  P.  B.  restriction,  in  my  opinion,  will  probably  help  the 
inventory  picture  of  the  future,  but  it  will  do  so  at  the  price  of  produc- 
tion.    We  will  not  get  as  many  airplanes  as  we  would  have  otherwise. 

The  C.  M.  P.  was  put  into  effect,  frankly,  because  we  were  getting 
starved  for  material  all  over,  and  it  was  done  with  the  idea  of  attempt- 
"ig  to  control  material.  But  the  net  effect  of  that  plan,  in  my  testi- 
mony, is  nil,  because  I  am  talking  about  figures  that  were  in  effect  on 
I^ecemberSl,  1942. 
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Mr.  Disney.  What  attracts  my  attention  in  your  answer  is  that  it 
would  have  a  tendency  to  restrict  production.     What  about  that? 

Mr.  Damon.  I  think  it  will.  There  are  people  who  do  not,  but 
definitely,  I  think  the  controlled  materials  plan  has  been  too  broadly 
applied  and  has  tied  up  many  materials  with  too  much  red  tape,  and 
may  directly  affect  our  production. 

Mr.  DisxEY.  Are  those  who  disagree  with  you  as  experienced  in  the 
airplane  industry  as  you  are? 

Mr.  Damon.  I  do  not  know  that  I  could  really  comment  on  their 
qualifications. 

Mr.  Disney.  I  think  I  understand  your  inference.  It  seems  to 
me  that  in  our  national  airplane  policy^  this  Ways  and  Means  Com- 
mittee on  taxation  plays  a  rather  important  part;  does  it  not? 

Mr.  Reed,  It  has  once  before. 

Mr.  Disney.  If  we  are  going  to  master  the  air,  we  cannot  do  the 
job  this  way. 

Mr.  Damon.  I  think  you  are  absolutely  correct,  Mr.  Disney, 
because  you  are  not  going  to  master  the  air  with  a  bankrupt  industry! 

Mr.  Dewey.  I  was  very  much  interested  in  yoiu*  suggestion  as  to 
reserves.  The  1942  tax  bill  sets  up  a  10-percent  post-war  credit. 
You  mentioned  a  15-percent  reserve.  As  I  understand  it,  that  15 
percent  is  figured  against  the  income  on  which  normal,  surtax,  and 
excess-profits  taxes  are  figured. 

Mr.  Damon.  Yes,  sir. 

Mr.  Dewey.  In  other  words,  you  probably  contemplate  the  use  of 
sucli  income  to  purchase  in  the  amount  of  15  percent  some  form  of 
Government  bond  which  would  be  earmarked  for  reconversion  pur- 
pose only,  and  probably  would  not  be  negotiable  until  the  tennina- 
tion  of  the  war,  by  which  time  they  would  probably  become  nego- 
tiable for  reconversion  purposes.     Is^  that  what  you  mean? 

Mr.  Damon.  Yes,  sir;  that  is  correct.  That  would  be  for  recon- 
version purposes.     Frankly,  it  is  a  form  of  "seed"  money. 

Mr.  Dewey.  And  you  figure  that  that,  probably  with  bank  credit, 
that  could  be  extended,  would  take  care  of  your  requirements  at 
that  time? 

Mr.  Damon.  I  think  that  the  two  suggestions  I  have  made,  namely, 
the  elimination  of  the  recapture  provision  and  the  establishment  of 
these  reserves,  are  about  the  minimum  on  which  we  can  hope  to  keep 
the  industry  out  of  bankruptcy.  Whether  that  will  be  adequate  to 
do  the  job  that  we  want  to  do,  I  do  not  know  that  we  can  say  until 
we  have  been  it  in  operation  for  a  while. 

Mr.  Dewey.  That  would  give  you  a  fair  start? 

Mr.  Damon.  It  would  certainly  give  us  a  much  better  position 
than  we  have  today. 

Mr.  Dewey.  I  would  like  to  ask  one  further  question  on  your 
amortization  of  war  facilities  which  I  presume  are  covered  in  most 
<;ases  by  a  certificate  of  necessity  and  are  amortized  on  this  5-ycar, 
20-percent-a-year  plan ;  is  that  correct? 

Mr.  Damon.  I  tliink  most  of  the  facilities  which  the  industry  has 
built  with  its  own  funds  in  its  expansion  program  are  covered  by  such 
certificates;  yes,  sir. 

Mr.  Dewey.  Have  you  had  a  lot  of  your  working  capital  tied  up 
in  this  kind  of  expansion;  expansion  brought  about  by  the  change- 
over of  employees  from  men  to  woihen  employees,  necessitating 


changes  in  plant  facihties?  Have  you  got  a  lot  of  your  working 
capital  tied  up  in  that  sort  of  thing,  that  is  not  being  amortized,  that 
is  not  under  a  certificate  of  necessity? 

Mr.  Damon.  Do  I  understand  your  question  is,  "Do  we  have  a  lot 
of  money  tied  up  in  change-over  such  as" 

Mr.  Dewey.  Cafeterias,  rest  rooms,  and  one  thousand  and  one 
things  that  are  required  today  by  labor. 

Mr.  Damon.  And  which  are  not  covered  by  certificates  of  necessity? 

Mr.  Dewey.  And  are  not  being  amortized,  and  in  which  your 
working  capital  is  tied  up,  and  probably  will  be  useless  after  the 
war  in  their  present  size  and  extent. 

Mr.  Damon.  I  am  soriy  I  cannot  answer  that  question  very 
intelligently,  because  I  do  not  know.  But  it  would  be  my  opinion 
that  there  is  probably  not  too  much  money  involved  in  that.  The 
big  money  problem  is  in  the  inventories  going  into  the  airplanes 
themselves,  the  work  in  process,  and  raw  materials,  and  semifabricated 
parts  and  specialties.     The  big  money  is  in  there, 

Mr.  Dewey.  I  do  not  know  whether  you  were  here  last  Friday,  but 
that  question  was  brought  up  when  the  Secretary  of  Commerce;  Mr. 
Jones,  was  on  the  stand;  and  he  stated  that  the  Defense  Plant  Corpo- 
ration and  other  corporations  were  ready  to  consider  buyiiig,  taking 
over  from  companies  that  were  in  war  industries,  those  facilities  that 
were  not  covered  by  certificates  of  necessity,  where  a  proper  showing 
could  be  made  that  they  were  conducive  to  the  war  effort.  It  might 
be  advisable  for  companies  to  look  into  that,  because  you  know  how 
it  is  in  a  large  operation;  money  is  expended  here  and  there  that 
cannot  be  recaptured  except  over  a  long  period  of  normal  pursuits, 

Mr.  Damon.  Thank  you,  Mr.  Dewey  I  had  not  heard  of  that,  and 
I  will  have  the  companies  I  am  representing  so  advised. 

Mr.  Dewey.  Thank  you  very  much. 

Mr.  Carlson.  Mr.  Damon,  I  just  want  to  compliment  you  on  the 
fine  statement  you  have  made  representing  the  list  of  companies  that 
you  mentioned. 

Mr.  Damon.  Thank  you,  sir. 

Mr.  Carlson.  It  bears  out  exactly  the  situation  I  fuid  in  a  number 
of  aircraft  factories  in  the  Middle  West,  and  I  am  in  thorough  accord 
with  Mr.  Disney's  suggestion  that  on  this  committee's  shoulders 
rests  a  very  important  responsibility  so  far  as  the  future  of  this 
industry  is  concerned. 

Mr.  Damon.  Yes,  sir;  thank  you  very  much.  I  think  your  last 
statement  is  absolutely  correct. 

Mr.  Carlson.  Mr.  Chairman,  I  ask  imaniihous  consent  to  place 
in  the  record,  following  Mr.  Damon's  statement,  a  resolution  adopted 
by  the  board  of  governors  of  the  Aeronautical  Chamber  of  Commerce 
of  America,  Inc. 

Mr.  Cooper.  Without  objection,  it  is  so  ordered. 

(The  resolution  above  referred  to  is  as  follows:) 

Resolution  Adopted  by  the  Boakd  of  Goveknors  of  Aeronautical  Cham- 
ber OF  Commerce  of  America,  Inc.,  August  31,  1943 

Whereas  the  board  of  governors  of  the  Aeronautical  Chamber  of  Commerce  of 
America,  Inc.,  realizes  the  importance  to  its  members  of  securing  amendments 
to  the  present  laws  concerning  renegotiation  of  war  contracts  (sec.  403  of  the 
oixth  Supplemental  National  Defense  Appropriation  Act,  1942,  as  amended  by 
sec.  801  of  the  Revenue  Act  of  1942)  which  should  give  effect  to  the  following 
principles: 
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1.  The  industry  does  not  want  unreasonable  profits,  but  must  be  left  in  a 
financial  position  which  will  enable  it  to  go  forward  with  the  development  of 
better  airplanes  for  future  use  in  the  commercial,  personal,  and  military  fields. 

2.  The  industry  believes  that  so  long  as  the  renegotiation  law  is  in  force  it 
should  contain  provisions  by  which  recognition  is  given  to  the  necessity  of  paying 
taxes  and  establishing  adequate  reserves  for  the  expense  of  conversion  to  peae^ 
time  operations.  Consequently,  the  law  should  require  that  renegotiation  be 
after  taxes  and  after  provision  for  appropriate  reserves  and  that  such  reserves 
should  be  tax  free  except  to  such  extent  as,  within  a  specific  period  after  the  war 
they  are  not  used  for  the  purpose  for  which  created;  and  ' 

Whereas  it  is  expected  that  one  or  more  spokesmen  for  certain  member  com- 
panies will  shortly  appear  to  testify  before  the  Committee  on  Ways  and  Means 
of  the  House  of  Representatives  of  the  Congress  of  the  United  States,  at  hearings 
to  be  held  by  that  committee  commencing  September  9,  1943,  on  modification 
of  the  laws  concerning  renegotiation;  and 

Whereas  it  is  desired  to  apprise  such  spokesmen  of  the  views  of  the  board  of 
governors  as  herein  set  forth  and  to  make  available  to  them  such  other  material 
as  may  be  helpful  to  them  in  this  connection :  It  is  therefore, 

Resolved,  That  the  board  of  governors  hereby  authorizes  the  sending  of  copies  of 
these  resolutions  to  such  spokesmen,  thereby  enabling  them,  should  they  so 
desire,  to  inform  the  Committee  on  Ways  and  Means  of  the  principles  set  forth 
herein,  which,  in  the  opinion  of  the  board  of  governors,  should  be  given  recognition 
in  the  modification  of  the  present  laws  governing  the  renegotiation  of  war  contracts 
and  it  is  further 

Resolved,  That  the  general  manager  be  directed  to  inform  such  spokesmen  of 
these  resolutions  and  to  make  available  to  them  such  material  as  may  be  in  the 
possession  of  the  Aeronautical  Chamber  of  Commerce  of  America,  Inc.,  which 
may  be  of  assistance  to  them. 

James  P.  Murray,  President. 
Attest: 

Frank  N.  Fleming,  Secretary. 

Mr.  Cooper.  We  thank  you  for  your  appearance  and  the  informa- 
tion you  have  given  the  committee,  Mr.  Damon. 

The  next  witness  appearing  on  the  calendar  is  Charles  N.  Safford, 
treasurer,  Lovejoy  Tool  Co.,  Springfield,  Vt. 

Mr.  Safford,  give  your  name  and  address,  and  the  capacity  in 
which  you  appear  for  the  record. 

STATEMENT   OF   CHARLES   N.   SAFFORD,    TREASURER,    lOVEJOY 

TOOL  CO.,  SPRINGHELD,  VT. 

Mr.  Safford.  My  name  is  Charles  N.  SaflPord.  I  am  treasurer  of 
the  Lovejoy  Tool  Co.,  Springfield,  Vt. 

Mr.  Cooper.  About  how  much  time  will  you  need,  Mr.  Safford? 

Mr.  Safford.  About  25  minutes. 

Mr.  Cooper.  Do  you  have  a  prepared  statement? 

Mr.  Safford.  I  have  a  statement  which  I  do  not  want  to  read,  as 
there  are  changes  I  should  hke  to  make  in  it.  However,  after  I 
have  changed  it,  I  shall  be  glad  to  submit  it  to  the  committee,  if  you 
Wish. 

Mr.  Reed.  I  ask  unanimous  consent  that  the  gentleman  be  allowed 
to  file  his  statement  with  the  committee. 

Mr.  Cooper.  You  prefer  to  present  your  story  in  your  own  way? 

Mr.  Safford.  Yes,  sir. 

Mr.  Cooper.  You  have  that  permission.  May  I  call  attention  to 
the  fact  that  it  is  4:20  now,  and  we  have  two  other  witnesses  to 
appear.    I  am  sure  they  will  appreciate  your  being  as  brief  as  possible. 


Mr.  Safford.  Mr.  Chairman  and  gentlemen,  the  Lovejoy  Tool  Co., 
for  25  years,  have  manufactured  a  line  of  metal-cutting  tools  of  the 
inserted  blade  type.    We  buy  our  materials  in  the  form  of  rough  steel 

bars  and  forgings.  i.     .  .i. 

To  illustrate,  so  that  you  will  know  what  I  am  talking  about,  there 
[indicating  photograph]  is  a  milHng  cutter  which  is  the  chief  article  of 
our  production.  The  body  itself  is  not  expendable.  It  lasts  about  20 
years.  The  blades  are  expendable  and  just  about  50  percent  of  our 
business  is  of  that  nature.  ,     ,  •        i. 

To  add  a  bit  of  romance  to  this,  and  to  tie  up  with  the  previous  two 
speakers,  I  would  say  that  tools  of  this  type  manufactured  by  our  com- 
pany I  believe  do  one  of  the  vital  operations  on  all  of  the  airplane  pro- 
pellers made  of  aluminum  alloy,  and  so  forth,  produced  in  this  country. 

These  tools  have  to  be  the  equipment  for  milling  machines  and  bor- 
ing mills  and  production  lathes;  that  is,  the  machine  tool  could  not 
function  if  it  did  not  have  the  small  tools  to  work  with,  just  as  we  have 
to  have  a  pencil  or  a  pen  to  write  with. 

Before  the  war,  we  employed  approximately  15  men  on  the  average, 
in  the  pre-war  period.     We  are  now  employing  about  55  to  65  men. 

We  have  a  published  price  list  in  our  catalog  and  it  is  the  same  price 
list  that  was  in  effect  10,  5,  2  years  ago.  There  has  been  no  increase 
in  the  price  of  our  product.  ^     , 

We  have  kept  our  deliveries  through  this  period  within  4  to  8  weeks, 
and  our  shop  ran  during  1942,  most  of  1942,  7  days  a  week,  with  a 
day  shift  and  a  night  shift— a  day  shift  of  1 1  hours  and  a  night  shift 
of  12.  Our  average  sale  is  $300.  In  1942,  generally  speaking,  we 
solicited  no  business.  Our  New  York  and  New  England  salesmen 
were  withdrawn  and  are  working  in  the  factory.  Our  advertising 
expense  is  less  than  1  percent  oi  sales.  No  repairs  or  renovations 
except  where  absolutely  necessary  were  made  although  at  this  time 
we  have  plenty  of  them  that  are  suffering  for  attention. 

We  turned  out  in  1942,  $766,000  in  business,  and  please  note  that 
this  is  about  $14,000  per  employee. 

In  the  late  fall  of  1941,  the  industrial  tool  section  of  W.  P.  B.  asked 
us  to  make  arrangements  to  double  our  output  in  1942  over  that  of 
1941— that  is,  m  round  figures,  to  make  possible  a  production  of 
$800,000  in  sales  volume,  whereas  it  had  been  $400,000. 

Our  directors  immediately  took  steps  to  bring  this  about.  We 
placed  a  contract  for  an  addition  to  the  shop  and  purchased  new 
machine  tools  to  fill  the  shop.  It  was  necessary  for  us,  to  accomplish 
the  sales,  to  add  about  $25,000  to  our  inventory.  The  shop  addition 
cost  us  $55,000,  including  the  machine  tools,  plus  the  $25,000  increase 
in  inventory,  making  a  total  of  $80,000  necessary  for  expansion  to 
bring  about  the  production  desired. 

At  that  time  we  thought  we  were  safe  in  planning  approx^imatelv 
what  our  profits  would  be  in  1942.  If  we  knew  anything  at  all 
about  the  Renegotiation  Act  we  did  not  dream  that  it  woydd  cover  a 
company  like  oiu-selves  who  were  selling  the  same  tools  in  wartime 
that  we  were  in  peacetime,  and  that  had  practically  no  Government 
contracts. 

Less  than  1  percent  of  our  sales  in  1942  were  Government  con- 
tracts. All  the  others  were  orders  from  perhaps  primary  builders  of 
aviation  engines,  or  motors,  and  so  forth. 
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f^  ^1       1  the  principle  of  the  excess-profits  tax  because  we  are  able 
to  plan  the  future  of  our  business.     We  think  that  we  can  do  thu 
and  so,  and  we  are  justified  m  making  certain  expenditures,  purchat 
^fl  wTeTt  '  Perfiaps,  out  of  the  margin  of  profit  that  ;^^ 

In  1941,  our  sales  were  a  little  less  than  $400,000.     That  is  eij^ht 
times  our  average  for  the  pre-war  period.     Perhaps  I  should  read  wba 
our  sales  were:  In  1936,  $48,400;  in  1937,  $62,000;  in  1938   $29  000 

$^76S.    ^^'^^^'  '"   ^^^^'  ^'^^'^^^^  "'   ^^^''   $394,700?  in   iS; 

Mr.  Cooper.  W  hat  did  you  say  the  figure  was  for  1936'? 

Mr.  Safford.  In  1936,  $48,400 

Mr.  Cooper.  WiU  you  follow  that  information  by  giving  us  your 
profits  before  taxes  for  the  same  years?  ^ 

^^In^''^^^^'':  ^,'^''^}  ^^  ^^^^^  *^-  ^^^  Profit  before  taxes  was  $8,818 
or  18.21  percent  of  sales.  ' 

Mr.  Cooper.  What  year  was  that? 

Mr.  Safford.  1936/  I  was  going  over  the  same  years.  The  per- 
centage IS  18.21,  and  after  taxes,  15.85.  ^ 

In  1937,  our  profits  were  $17,000  percentage  of  profit  before  taxe. 
what?  •  ^'^"'"  P''"*^*   ^^^""^'^   ^^'^'^^^   ^o^'   1937,   amounted  to 

Mr.  Safford.  That  was  $17,000.  The  percentage  is  27  45  The 
percentage  after  taxes  is  22.57.     We  had  a  loss  in  1938  of  $1  400 

In  1939  profits  before  taxes  were  $10,400,  or  16.68  percent,  and 
after  taxes  it  was  14.36  percent. 

«  }\-^^o  ^"/'.P^^^^s  ^^^^re  taxes  were  $35,900,  and  the  percentage 
,was  2/. 02.     After  taxes  the  percentage  was  17.64. 

In  1941  our  profits  were  $149,600  and  the  percentage  of  profits 
before  taxes,  was  37.90.     The  percentage  after  taxes  was  15  37 

In  1942,  before  renegotiation,  we  had  profits  amounting  to  $340  100 

AT    ^r.P^'*''^''^^^J?.'''^^  ^^'^^'    -^^^^''  ^a^^es  the  percentage  was  10. is' 
Mr.  C  ooper.  Wliat  were  the  profits  after  taxes  in  1942? 
Mr.  Safford.  That  was  $77,855.    Before  renegotiation  the  per- 
centage is  10.15.  ^ 

Mr.  Cooper.  I  do  not  see  how  you  get  that  kind  of  a  percentage. 

Mr  Safford.  I  will  explain  that.  That  is  how  we  happened  to 
earn  44  percent  profit  on  sales  of  $766,000. 

Mr.  Cooper.  Your  percentage  of  profit  on  sales  of  $766,000  was 
about  45  percent,  was  it  not? 

Mr.  Safford.  It  was  44.35  percent. 

Mr.  Cooper.  That  was  your  percentage  of  profit? 

Mr.  Safford.  Yes  Perhaps  right  now,  to  continue,  and  just 
along  the  same  line,  I  will  give  you  those  figures  after  renegotiation. 

Mr.  Cooper.  How  much  did  they  call  on  you  to  pay  back? 

Mr.  Safford.  $215,000.  They  allowed  us  12)o^  percent  before 
taxes  and  2^  percent— that  is,  they  left  us  2)^  percent  after  renego- 
tiation. *^ 

Mr.  Cooper.  In  1936  you  had  a  profit  after  taxes  of  how  much? 
You  say  that  it  was  $8,000? 
Mr.  Safford.  It  was  $7,670. 
Mr.  Cooper.  In  1936  you  had  a  profit  of  $7,670? 
Mr.  Safford.  Yes,  sir. 


Mr.  Cooper.  In  1942  that  was  $77,850. 

Mr.  Safford.  Yes.  That  shows  what  we  were  able  to  do  in  the 
war  effort. 

As  before  stated,  we  put  about  $80,000  into  the  business,  of  our  own 
money.  We  did  not  borrow  Government  money.  We  estimated 
thai  our  profits  would  be  approximately  what  they  \vere.  Therefore, 
we  put  into  the  business  for  expansion  purposes  more  money  than  our 
profits  were  after  taxes  and  before  renegotiation. 

I  contend  that  the  profit  figure  of  44  percent  is  a  fictitious  profit. 
In  1941  we  did  eight  times  the  business  of  any  year  in  pre-war  years. 
That  is  in  1941,  without  our  expansion  program,  and  the  expense  that 
we  went  to  in  order  to  bring  our  production  up  to  what  the  Govern- 
ment desired. 

Any  directors,  or  stockholders,  would  be  crazy  to  think  that  imder 
these  circumstances  an  expansion  program  of  any  kind  would  be 
justified.  On  the  other  hand,  the  shop  building  and  the  machines  in  it 
and  other  inventory  has  increased  our  post-war  liabilities.  We  have 
to  pay  double  the  amount  of  real  estate  taxes  that  we  did  in  1936, 
1937,  and  1938.  Our  insurance  is  very  much  more  and  our  heating 
bill  more,  and  the  general  upkeep  is  more-. 

Mr.  Cooper.  You  got  full  allowance  for  all  those  items  of  cost,  did 
you  not? 

Mr.  Safford.  No,  sir;  those  were  capital  expenditures.  They  are 
not  expenses.  That  is  according  to  modern  bookkeeping  methods  and 
tax  regulations.  We  had  no  benefits  whatsoever  as  far  as  our  financial 
fix  is  concerned,  from  those  expenses. 

Therefore  I  contend  that  our  stockholders  made  no  profit  whatso- 
ever in  1942,  in  spite  of  the  fact  that  our  financial  statement  shows  a 
profit  of  44  percent  plus. 

We  also,  like  the  machine  tool  industiy,  build  an  article  which  is 
essential  and  lasts  over  a  period  of  years.  For  instance,  we  are  now 
selling  blades  for  milling  cutters  that  we  manufactured  20  years  ago. 
The  original  mill  that  we  sold  20  years  ago  we  still  sell  parts  for.  Our 
business  is  just  about  50  percent  expendable. 

On  sales  of  $766,000,  when  an  average  sale  is  $300,  there  is  an 
awful  lot  of  tools  spread  around  the  country  in  eveiy  industrial 
section,  on  which  in  1  year  all  of  our  profits  have  been  removed  from 
us,  or  practically  so.  We  had  4.49  profit  left  for  the  year.  We  will 
not  be  able  to  have  those  profits  during  the  post-war  period  when  we 
will  need  them  badly. 

As  before  stated,  we  have  made  no  renovation  in  our  plant.  We 
have  a  hydroelectric  plant  back  of  our  shop  capable  of  producing  all 
the  electric  power  we  use.  It  is  only  25  percent  in  use  now  because  it 
needs  repairs. 

In  July  of  this  year  we  were  informed  that  we  had  been  certified 
for  renegotiation  and  were  asked  for  financial  data,  and  we  immediately 
sent  in  what  was  required,  and  about  2  weeks  later  they  informed  us 
that  they  were  ready  to  talk  the  matter  over. 

So  I  went  to  Boston,  and  I  can  say  right  now  in  reference  to  every- 
thing that  has  been  said  by  previous  speakers,  that  my  own  experi- 
ence was  the  same  with  the  group  of  men  there,  and  no  more  courteous, 
friendly,  and  considerate  people  could  possibly  be  met  with  than  the 
niembers  of  the  Renegotiation  Board,  and  I  have  nothing  but  very 
friendliest  and  kindest  feelings  for  them. 
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That  does  not  alter  the  fact,  however,  that  when  we  were  asked 
for  a  return  of  $215,000  before  taxes,  which  went  into  the  only  figure 
that  means  anything  to  us,  and  a  refund  of  $43,400  to  the  Govern, 
ment,  we  were  more  or  less  stunned  because  that  actually  puts  us  in 
a  position  where  we  will  have  to  borrow  money  to  pay  our  taxes. 

I  would  like  to  read  to  you  the  figures  showing  our  cash  position  in 
the  years  1936,  and  so  on. 

In  1936  our  cash  position  was  $28,500;  in  1937  it  was  $29,400-  in 
1938  it  was  $23,600;  in  1939  it  was  $30,000;  in  1940  it  was  $38,750- 
and  in  1941  it  was  $46,000. 

Before  renegotiation  in  1942  our  cash  position  was  $28,500,  which 
was  less  than  any  oi  the  previous  6  years,  with  the  exception  of  1938 
when  our  cash  position  was  $23,000,  and  after  renegotiation  our  cash 
position  is  in  the  red,  with  a  deficit  of  $14,400.     We  will  have  to  pay 
our  refund  in  cash,  and  we  have  not  got  it. 

Our  condition  today,  as  of  September  1,  if  we  go  through  renego- 
tiation on  the  same  basis  we  did  this  year  and  the  same  tax  rate  ap- 
plies, we  will  still  have  a  deficit  and  be  in  the  red  to  the  extent  of 
$15,000.  Of  course  renegotiation  in  1942  was  on  a  basis  of  only  9 
months  of  the  year. 

There  seemed  to  be  nothing  for  us  to  do  but  agree  to  the  position 
of  the  Renegotiation  Board.  We  talked  it  over  and  their  decision 
was  made,  and  after  going  home  and  talking  with  our  directors  we 
signed  the  agreement,  but  asked  the  privilege  of  sending  a  letter  of 
transmittal  and  this  particular  diagram  showing  how  renegotiation 
had  left  us,  and  asked  that  they  make  it  a  part  of  the  record. 

The  board  in  Boston  forwarded  that  to  Washington,  and  it  was 
promptly  returned  to  Boston  and  the  chairman  of  the  board  called  me 
up  and  said  that  inasmuch  that  this  was  a  voluntary  agreement  that 
Washington  would  not  accept  anything  which  qualified  that  agree- 
ment. 

We  had  signed  the  agreement  without  protest  and  asked  to  have  it 
accompanied  by  a  letter  with  an  exhibit  of  the  figures. 

Once  again  we  thought  it  was  best  to  accept  the  decision  of  the  Board 
because  I  would  rather  know  the  worst  than  to  have  an  uncertainty 
involved  in  it,  so  we  withdrew  the  letter  and  the  papers. 

This  letter  briefly  summarizes  what  I  think  is  essential,  and  with 
your  permission  I  will  read  it.     It  says: 

We  are  returning  all  renegotiation  papers  with  our  signatures  thereon,  but  we 
would  be  remiss  in  our  official  duties  as  officers  of  the  company  if  we  did  not 
express  our  feeling  that  renegotiation  had  taken  rather  too  large  a  proportion  of 
our  profits. 

Please  refer  to  comparison  sheet  of  quick  and  current  assets  for  years  1942  to 
1936,  inclusive.  Note  (6),  shows  after  renegotiation,  a  deficit  of  quick  assets 
to  the  amount  of  $14,469,  while  in  each  of  the  preceding  6  years,  we  had,  in  each 
year,  maintained,  for  us,  ample  liquid  conditions.  Even  before  renegotiation 
as  of  December  31,  1942,  note  (c)  our  quick  assets  are  less  than  in  any  of  the 
preceding  6  years  except  1938. 

A  comparison  of  our  current  positions  (including  inventory),  for  the  past 
7  years  shows  that  our  current  position  after  renegotiation,  note  (e),  was  less 
than  in  the  years  1941,  1940,  and  1939,  and  slightly  higher  than  in  the  years 
1938,  1937,  and  1936. 

The  present  law,  in  our  opinion,  must  be  modified  to  allow  for  a  situation  like 
that  of  this  company,  making  high  profits  and  putting  them  all,  after  taxes,  back 
into  the  business. 

The  President  said  the  other  night  that  industry  would  be  obligated  to  keep 
up  employment  after  the  war  is  over.     A  company,  rich  in  capital  assets  and 


inventory,  but  without  cash,  may  be  in  no  position  to  carry  out  this  essential 
assignment  along  with  many  other  accumulated,  postponed  expenditures. 

We  disapprove  of  the  renegotiation  law  in  this  respect;  that  it  is  financially 
advantageous  to  a  company  to  conduct  its  business  inefficiently  and  without 
regard  to  economy;  make  repairs  and  renovations;  do  development  work,  etc., 
when  patriotism  dictates  that  all  except  necessary  expenditures  be  postponed 
until  after  the  war. 

We  request  that  a  copy  of  this  letter  and  asset  exhibit  be  made  a  part  of  per- 
manent record  of  this  case,  and  also  accompany  our  renegotiation  papers  to 
Washington. 

Evidently  the  Washington  Renegotiation  Board  have  no  room  in 
their  files  for  anything  except  signed  agreements  which,  on  the  face 
of  them,  are  voluntary  agreements,  but,  as  a  matter  of  cold,  honest 
fact,  they  are  not.  When  I  had  an  opportunity  to  come  to  Wash- 
ington I  have  been  a  little  uncertain.  I  wondered  whether  I  had  to 
accept,  and  whether  I  should  do  it.  But  I  came  to  the  conclusion 
that  if  in  any  way  I  could  make  a  contribution  which  would  tend  to 
make  possible  a  modification  of  this  law  so  that  a  company  like  our- 
selves could  build  up  adequate  post-war  reserves  for  post-war  expenses 
we  will  be  allowed  to  do  it.  We  have  none  now.  We  are  in  the  red. 
We  will  have  to  borrow  money;  if  the  war  were  suddenly  to  come  to 
an  end  we  would  have  to  borrow  $15,000,  and  we  are  in  no  position 
to  take  an  assignment  which  peace  brings  to  us  all  in  regard  to  em- 
ployment, dividends  to  stockholders,  and  other  obligations  and  to 
taKe  our  place  in  an  industry  which  is  one  of  the  great  assets  of  thia 
country. 

I  thank  you,  Mr.  Chairman. 

The  Chairman.  The  next  witness  is  Mr.  Duncan  Rice. 

Will  you  please  give  the  reporter  your  full  name  and  address  and 
state  the  capacity  in  which  you  appear. 

STATEMENT  OF  DUNCAN  RICE,  REPRESENTING  AUTO  SPECIALTIES 
MANUFACTURING  CO.,  ST.  JOSEPH,  MICH. 

Mr.  Rice.  Mr.  Chairman,  my  name  is  Duncan  Rice.  I  am  a 
certified  public  accountant,  and  I  represent  the  Auto  Specialties 
Manufacturing  Co.,  of  St.  Joseph,  Mich. 

This  statement  is  made  on  behalf  of  Auto  Specialties  Manufacturing 
Co.,  St.  Joseph,  Mich. 

The  Auto  Specialties  Manufacturing  Co.  is  engaged  as  prime  con- 
tractor and  subcontractor  in  manufacturing  steel  castings  on  a  mass 
production  basis  for  the  war  effort  and  has  approximately  2,000 
employees,  more  or  less. 

The  operating  space  of  the  plant  in  1942  covered  340,216  square 
feet. 

I  might  add  to  that,  that  the  entire  enclosure  covers  140  acres. 

The  company  initiated  the  process  of  casting  shells  in  steel  on  a 
mass-production  basis  and  in  doing  so  reduced  the  price  of  shells  to 
the  Government.  This  accomplishment  constituted  a  considerable 
contribution  to  the  war  effort.  It  permitted  other  manufacturers 
from  Great  Britain,  Canada,  and  the  United  States,  to  visit  its  plant 
and  obtain  information  regarding  the  process  it  initiated  and  made 
a  further  contribution  to  the  war  effort  in  this  respect. 

There  are  only  three  additional  companies  in  the  United  States 
capable  of  producing  steel  castings  on  the  same  basis. 


m^^ 


• 


614 


RENEGOTIATION   OF   WAR   CONTRACTS 


:1 


ill 


m  ■  • 


< 


in 


ii' 


The  company  has  expended  approximately  $^,000,000  on  its  process 
of  producing  steel  castings  on  a  mass-production  basis. 

They  have  had  an  award  of  the  Army  and  Navy  E,  to  which  later 
was  added  the  star. 

All  of  the  war  contracts  have  been  obtained  on  a  fixed  price  bid 
basis.  The  bid  prices  are  all  below  the  ceiling  prices  fixed  for  steel 
castings  of  the  classification  which  the  company  is  furnishing.  Its 
margin  of  profit  on  war  contracts  is  substantially  the  same  as  it 
obtained  on  steel  castings  in  the  years  1936  and  1937  on  contracts  of 
comparable  size. 

The  company  has  gone  through  the  process  of  renegotiation  for 
the  year  1942  but  has  not  arrived  at  a  settlement.  It  has  taken  the 
position  that  it  has  no  excessive  profits  and  that  its  excess  profits 
are  amply  taxed  through  the  medium  of  the  excess-profits  tax. 

The  following  is  a  summary  of  the  company's  profits  after  income 
taxes  and  before  renegotiation: 

Total  sales  (civilian  sales  plus  renegotiable  sales) $10,  719,  951.  25 

Profit  before  Federal  taxes  on  income 2,  697,  478.  39 

Federal  taxes  on  income 2,  185,  81l!  00 

Net  profit  after  Federal  taxes  on  income  but  before  pro- 
vision for  reconversion,  deferred  maintenance  and  loss 
of  unemployment  merit  rating _ 511,  667.  39 

The  company  has  created  a  reserve  of  $500,000  to  provide  for  recon- 
version and  deferred  maintenance.  The  best  estimate  wlfich  can  be 
made  indicates  that  it  will  cost  the  company  $230,000  over  a  3-year 
period,  through  the  loss  of  its  unemployment  merit  rating.  The'loss 
of  merit  rating  will  be  caused  through  the  claims  of  employees  ifor 
unemployed  compensation  through  the  loss  of  employment  during 
the  period  of  reconversion  even  if  the  company  can  again  return  to  its 
present  volume  of  business  and  by  the  fact  that  present  employees  will 
also  have  unemployment  compensation  claims  when  they  are  dis- 
placed by  former  employees  returning  from  the  armed  forces.  The 
company  already  has  approximately  500  former  employees  in  the 
armed  forces  and  the  number  is  increasing.  It  expects  to  have  at 
least  600  serving  before  the  termination  of  hostilities. 

The  following  sunmiary  indicates  the  amount  of  profits  which  would 
be  left  to  the  company  on  its  renegotiable  sales,  after  adjustment  in 
the  amount  of  $1,600,000  proposed  by  the  Price  Adjustment  Board 
and  after  Federal  taxes  on  income: 

Renegotiable  sales _._ _ $8,  228,  942.  98 

Profit  on  renegotiable  sales  after  elimination  of  all  disallowed  ex- 
penses but  before  adjustment  proposed  by  Price  Adjustment 
Board  and  before  Federal  taxes  on  income 2,  266,  821.  23 

Adjustment  proposed  by  Price  Adjustment  Board 1,  600,  000.  00 

Adjusted  profit  on  renegotiable  sales,  after  elimination  of  all  dis- 
allov/ed  expenses  and  after  adjustment  proposed  by  Price  Ad- 
justment Board,  but  before  Federal  taxes  on  income  (8.10  per- 
cent of  sales) 666,  821.  23 

Federal  taxes  on  income 600,  139.  H 

Net  profit  on  renegotiable  sales  after  Federal  taxes  on  income  (0.81 

^   percent  of  sales) 66,  682.  12 
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If  the  post-war  refund  of  excess-profits  tax  of  $60,013.91  is  added  to 
the  above  profit  the  total  return  to  the  company  on  renegotiable  sales 
would  be  $126,696.03.  ,     .        ,        ,  ,    n 

The  high  income  tax  results  from  the  fact  that  the  proposed  allow- 
ance of  profit  on  the  renegotiable  sales  would  be  all  in  the  90  percent 
excess-profits-tax  bracket.  Even  if  the  case  is  placed  in  the  xnost  fav- 
orable hght  and  the  Federal  taxes  on  income  are  prorated  on  the 
basis  of  the  total  taxable  income  of  tlie  company,  the  return  to  the 
company  on  renegotiable  sales  would  be  $136,836.24  of  profit  plus 
$47,465.95  of  post-war  refund  of  excess-profits  tax  or  a  total  of 
$184,302.19.  . 

The  following  summary  indicates  the  amount  of  profits  which  would 
be  left  to  the  company  on  its  total  sales  after  adjustment  in  the  amount 
of  $1,600,000  proposed  by  the  Price  Adjustment  Board  and  after 
Federal  taxes  on  income: 
Total  sales  (civilian  sales  plus  renegotiable  sales)-- ' $10,  719,  951.  25 

Profit  before  adjustment  proposed  by  Price  Adjustment  Board.       2,  697,  478.  39 
Adjustment  proposed  by  Price  Adjustment  Board 1,  600,  000.  00 

Adjusted  profit  on  total  sales  (10.24  percent  of  sales) 1,  097,  478.  39 

Federal  taxes  on  income 974,  754.  68 

Net  profit  on  total  sales  after  Federal  taxes  on  income  but  before 
provision  for  reconversion,  deferred  maintenance,  and  loss  of 
unemployment  merit  rating  (1.14  percent  of  sales) 122,  723.  71 

If  the  post-war  refund  of  excess-profits  tax  of  $87,301.72  is  added 
to  the  above  net  profit,  the  total  return  to  the  company  on  its  total 
sales  (civilian  sales  plus  renegotiable  sales)  would  be  $210,025.43. 

The  company  believes  that  renegotiation  should  be  based  on  profits 
after  Federal  taxes  on  income  and  that  contractors  should  be  allowed 
to  set  up  deductible  reserves  for  reconversion  and  contingencies  or 
that  a  larger  post-war  refund  of  excess-profits  taxes  should  be  allowed. 

Mr.  Cooper.  This  is  the  Auto  Specialties  Manufacturing  Co.,  of 
St.  Joseph,  Mich. 

Mr.  Rice.  That  is  right. 

Mr.  Cooper.  Is  it  a  closelj^  held  corporation. 

Mr.  Rice.  Entirely;  one  party  holds  a  majority  of  the  stock. 

Mr.  Cooper.  What  is  the  capital  stock  of  the  company. 

Mr.  Rice.  The  capital  stock  is  very  small,  but  the  net  worth  of 
the  company  at  the  end  of  1942  was  about  $3,000,000. 

Mr.  Cooper.  The  net  worth  of  the  company  in  1942  was  about 
$3,000,000? 

Mr.  Rice.  Yes. 

Mr.  Cooper.  And  your  net  sales  for  1942  were,  I  believe  you  said, 
$10,719,000. 

Mr.  Rice.  Close  to  $11,000,000. 

Mr.  Cooper.  Will  you  give  me  the  net  sales  for  1936. 

Mr.  Rice.  I  have  not  got  them  here.  They  were  slightly  over 
$3,000,000. 

Mr.  Cooper.  And  in  1937? 

Mr.  Rice.  About  the  same. 

Mr.  Cooper.  In  1938  what  were  they? 

Mr.  Rice.  Over  the  million  mark  and  the  same  in  1939. 

Mr.  Cooper.  In  1940  what  were  they? 
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Mr.  Rice.  I  have  not  that  figure  in  my  memory. 

Mr.  Cooper.  Somewhere  aromid  three  and  a  half  million,  were 
they  not? 

Mr.  Rice.  That  is  possible;  I  have  not  got  that  in  my  memory. 

Mr.  Cooper.  What  were  they  in  1941? 

Mr.  Rice.  I  have  not  got  that  figure,  but  I  can  furnish  it. 

Mr.  Cooper.  Something  about  $9,000,000  were  they  not? 

Mr.  Rice.  I  would  not  be  certain  about  that. 

Mr.  Cooper.  Do  you  have  the  figures  showing  the  net  profit 
before  taxes  for  1936? 

Mr.  Rice.  I  can  give  you  the  Federal  income  credit;  it  was  about 
$168,000.  But  that  does  not  represent  a  proper  credit.  This 
company  changed  its  product.  This  company  changed  its  products 
about  1934.  It  started  to  equip  its  plant  with  electrical  equipment, 
electric  melting  and  electric  annealing,  with  a  view  of  making  malle- 
able iron. 

Mr.  Cooper.  Its  net  profits  before  taxes  for  1936,  and  also  for  1937, 
ran  around  $300,000? 

Mr.  Rice.  That  is  right.  But  that  was  before  it  had  reached  its 
peak  on  the  change  in  its  business. 

Mr.  Cooper.  For  1938  it  had  a  loss,  did  it  not? 

Mr.  Rici.  That  is  right;  and  for  1939. 

Mr.  Cooper.  For  1941  it  had  net  profits  before  taxes  of  something 
over  $2,000,000? 

Mr.  Rice.  I  have  not  got  the  figure.  I  think  that  would  be 
approximately  correct. 

Mr.  Cooper.  Then  for  1942  the  net  profits  before  taxes  were  some- 
thing over  two  and  a  half  million  dollars.     You  gave  me  the  figures. 

Mr.  Rice.  I  gave  you  the  figure  of  $2,697,478.39. 

Mr.  Cooper.  Now,  how  about  the  salaries  of  your  officers,  sir? 

Mr.  Rice.  The  salaries  of  the  ofl&cers  were  eliminated  in  the  rene- 
gotiation.    They  were  reduced. 

Mr.  Cooper.  I  imderstand  that;  but  what  was  the  salary  of  your 
president  in  1940? 

Mr.  Rice.  In  1940  it  was  somewhere  around  $10,000. 

Mr.  Cooper.  Then  what  was  his  salary  for  the  next  year,  1941? 

Mr.  Rice.  A  hundred  thousand  dollars.  Will  you  let  me  explain 
that,  please? 

Mr.  Cooper.  Ten  times  as  much? 

Mr.  Rice.  Yes.     Will  you  let  me  explain  it? 

Mr.  Cooper.  Is  he  the  man  who  owns  the  corporation? 

Mr.  Rice.  That  is  right. 

Mr.  Cooper.  Wliat  was  the  salary  of  the  vice  president  in  1940? 

Mr.  Rice.  $50,000.     No;  I  am  wrong;  about  $5,000. 

Mr.  Cooper.  And  the  next  year,  1941,  it  was  $50,000? 

Mr.  Rice.  Yes,  sir. 

Mr.  Cooper.  Ten  times  as  much? 

Mr.  Rice.  That  is  right. 

Mr.  Cooper.  And  also  $50,000  for  1942? 

Mr.  Rice.  That  is  right. 

Mr.  Cooper.  And  there  were  some  other  increases  for  officials  of 
the  company? 

Mr.  Rice.  Practically  all  of  the  officers  of  the  company  were 
increased — the  key  men  of  the  company. 

If  you  will  let  me  explain,  I  will. 


Mr.  Cooper.  All  right. 

Mr.  Rice.  During  a  long  period  of  years,  this  company  has  oper- 
ated under  loan  agreements  in  which  the  salaries  were  restricted; 
that  is,  not  only  salaries  of  the  officers,  but  of  others.  And  these 
men  stayed  with  the  company  until  it  got  over  its  financial  difficulties, 
and  it  only  got  over  its  financial  difficulties  toward  the  end  of  1941. 
The  salaries  were  increased  to  recompense  these  men  for  the  work 
that  had  been  performed  previously  but  had  not  been  paid  for.  And 
these  salaries  were  adjusted,  and  in  the  figures  I  gave  you  after  rene- 
gotiation these  salaries  were  disallowed. 

Mr.  Cooper.  All  right ;  I  thank  you. 

Mr.  McLean.  Mr.  Rice,  I  understand  that  you  are  a  certified  public 
accountant? 

Mr.  Rice.  That  is  right.  . 

Mr.  McLean.  You  have  studied  the  theory  of  taxation  and  the 
fundamentals  of  the  income  tax? 

Mr.  Rice.  That  is  right,  sir. 

Mr.  McLean.  I  am  not  going  to  take  the  time  to  interrogate  you 
now,  but  I  would  appreciate  it  if  you  would  write  the  chairman  a 
letter,  for  the  information  of  the  committee,  stating  how  it  is  possible, 
predicated  upon  the  fundamental  principles  of  the  income  tax,  to 
find  that  your  recommendations  are  sound  as  to  renegotiation  after 

taxes. 
Mr.  Rice.  Very  well. 
(The  above-mentioned  letter  is  as  follows:) 


Lawrence  Scudder  &  Co. 

CERTIFIED   PUBLIC   ACCOUNTANTS 


October  2,  1943. 


In  re  renegotiation. 

Hon.  Robert  L.  Doughton, 

Chairman,  Committee  on  Ways  and  Means, 

Hovse  of  Representatives,  Washington,  D.  C. 

Sir:  When  I  appeared  before  your  committee  on  September  16,  representing 
the  Auto  Specialties  Manufacturing  Co.,  St.  Joseph,  Mich.,  I  was  asked  to  com- 
municate to  you  my  idea  of  how  the  effect  of  renegotiation  could  be  incorporated 
into  the  revenue  act,  and  I  accordingly  submit  the  following: 

Renegotiation  only  applies  to  war  contractors.  No  attempt  is  made  to  rene- 
gotiate other  organizations,  such*  as  department  stores,  theaters,  and  other  lines 
of  business  endeavor  which,  although  they  have  no  war  contracts  or  subcontracts, 
derive  profits  as  a  result  of  the  business  boom  resulting  from  war  conditions. 
Renegotiation,  therefore,  discriminates  against  war  contractors,  and  favors 
organizations  which  do  not  contribute  to  the  war  effort. 

I  believe  that  the  Renegotiation  Act  should  be  repealed  and  the  revenue  act  so 
amended  that  profits,  which  might  be  considered  excessive,  recovered  through  a 
war  profits  tax. 

As  the  revenue  act  stands,  corporations  are  taxed  at  the  rate  of  40  percent  on 
normal  profits.  All  profits  over  and  above  normal  profits  are  subjected  to  the 
excess  profits  tax.  The  only  profits,  therefore,  which  are  left  with  a  corporation 
and  which  could  be  considered  excessive,  are  the  profits  remaining  after  the  appli- 
cation of  the  90  percent  excess  profits  tax  rate,  or  the  80  percent  limitation  which 
applies  in  some  cases.  It  is  my  opinion  that  this  amount  which  is  left  could  be 
subjected  to  a  war  profits  tax  at  the  rates  suggested  in  the  attached  schedule. 
In  other  words,  this  amount  could  be  considered  as  war  profits  net  income.  For 
example,  a  corporation  subject  to  the  90  percent  excess  profits  tax  would  have  to 
have  adjusted  excess  profits  tax  net  income  of  $500,000  before  it  would  have 
$50,000  of  war  profits  net  income  arrited  at  as  follows: 

Adjusted  net  profits  tax  income  (as  defined  in  present  revenue  act) $500,  000 

Excess  profits  tax  at  90  percent 450,000 

War  profits  net  income ^0,  000 
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The  profits  of  an  unincorporated  business  such  as  a  sole  proprietorshio  or  « 
partnership  appears  in  the  individual  return  of  the  proprietor  or  partner   La 
nornial  tax  and  surtax  is  at  present  levied  thereon.     In  computing  war  profit 
net  income  m  cases  of  this  kind,  it  would  appear  to  be  onlv  fair  that  an  exceL 
profit^  credit  arrived  at  m  the  same  manner  as  the  credit  'allowed  corporation 
should  be  allowed  with  an  adjustment  for  normal  and  surtax  alreadv  paid  a,! 
the  amount  of  profits  before  levying  a  war  profits  tax.    This  would  put  privatolv 
S^'^'^i.^'-^'^f ^^.  on  the  same  basis  as  corporations.     There  would  be  no  S 
difficulty  in  drafting  an  ajnendment  to  the  present  revenue  act  to  provide  for  thi 
credit  for  unincorporated  business  organizations. 

Foreign  corporations,  registered  investment  companies,  insurance  companies 
personal  holding  companies,  and  organizations  which  are  exempt  from  taxatioii' 
under  section  101  should  also  be  exempt  from  war  profits  tax 

*i.'^*'ff  ^^."''^'"^  are  some  of  the  advantages  which  would  be  derived  from  obtaining 
the  effect  of  renegotiation  through  a  war  profits  tax:  ^ 

1.  It  would  eliminate  the  renegotiation  section  and  the  expense  connected  with 
It  and  release  manpower  for  other  necessary  war  work. 

2.  The  tax  could  be  collected  by  the  Internal  Revenue  Department  which  is 
already  set  up  so  that  it  can  take  care  of  it  without  materially  adding  to  its 
^rsonnel.     It  would  only  involve  an  additional  computation  and  the  Interna 
Revenue  Department  has  to  review  the  same  figures  in  connection  with  existing 
taxes  m  any  case.     There  would  therefore  be  no  duplication  of  effort  as  at  present 

3.  1  he  expense  and  loss  of  time  by  war  contractors  in  preparing  for  renegotiation 
and  attending  conferences  would  be  removed. 

4.  At  present,  no  war  contractor  can  determine  his  financial  position  currenth- 
6n  account  of  uncertainty  as  to  the  result  of  renegotiation.  This  affects  his 
ability  to  obtain  loans  for  war  production.     This  situation  would  be  removed 

5.  I  here  is  great  difl^culty  in  determining  the  amount  of  sales  in  many  organiza- 
tions which  are  subject  to  renegotiation.  For  example,  a  manufacturer  producing 
a  liquid  lumber  preservative,  sells  his  product  in  both  concentrated  and  diluted 
^rm  to  the  same  customers  he  sold  to  prior  to  the  war,  and  in  the  same  volume 
The  customer  places  the  liquid  in  a  tank  and  dilutes  it  to  the  strength  in  which  he 
desires  to  use  it,  and  lumber  which  is  to  be  treated  is  dipped  in  the  liquid  The 
quantity  of  liquid,  m  the  form  in  which  it  was  purchased,  which  is  absorbed  bv  the 
lumber  is  unknown  even  to  the  customer.  The  customer  is  partiallv  engaoed  on 
war  contracts.  The  manufacturer  who  furnished  the  liquid  either  in  concen'trated 
or  diluted  fonn  has  no  chance  of  determining  properlv  how  much  of  the  liquid  in 
the  form  in  which  he  sold  it  ^yas  used  on  war  contracts.  Under  renegotiation, 
however,  he  must  find  a  nriethod  of  making  the  determination  which  is  satisfactory 
to  the  renegotiation  authorities.     Any  determination  which  is  made  is  a  wild 

I  could  quote  a  number  of  similar  cases  which  have  come  to  mv  attention. 
This  situation  would  be  removed. 

6.  I  have  no  means  of  determining  how  much  would  be  recovered  in  war  profits 
tax  as  there  are  no  statistics  available  of  the  amount  of  dollars  corporations  or 
others  would  have  lef*  after  applying  excess  profits  tax  and  surtax,  nor  how  much 
will  be  recovered  net  from  renegotiation,  but  I  believe  that  seeing  the  M^ar  profits 
tax  would  be  applicable  to  all  Inisiness  concerns,  incorporated  and  unincorporated, 
the  war  profits  tax  would  produce  much  more  revenue  than  renegotiation. 

,,  .,  c.         .  ,  PROPOSED  WAR  PROFITS  RATES 

If  the  war  profits  net  Income  is: 

Not  over  $50,000 None 

Over  $50,000  but  not  over  $100,000 '..  5%  oi'the  exnecs  ovpr  tvi  nnn 

Over  $100,000  but  not  over  $500.000^ .....":  .2l^sSo  piL  l^  of  ex^^^         $100  000 

Over  $500,000  but  not  over  $1,000,000 $42  500  Plus  15%  of  e^ss  mw  ^ 

Over  $1,000,000  but  net  over  $2,000,000. $117  500  plus  20^  of  e^^^^ 

Over  $2,000,000  but  not  over  $3,000  OiM).. ::"  |.s  risoo  p  Ss  3ol  o  eS  ovtr  IS'SS' 

Over  $3,000,000  but  not  over  $4,000.000... US  plus  40%  o  exSS  olll  IsSZ' 

Over  $4,000,000  but  not  over  $5,000,(XK)- $1,017,500  pins  &  of  e^^ss  ovpf«^^ 

Over  $5,000,000  but  not  over  $6.000.000. $1  5  7  500  p  ul  60^  ofly  $4,000,000. 

"ver  $«.000.000  but  not  over  $7,im^  -'-- ---    ^-     **" ^«  ^'  ®' 

^er  $7,000,000  but  not  over  SS.OfK) 

cer  $«.0O0,O00  *  ut  not  over  $9,000, 

rer  $9,000,000. 

Respectfully  submitted. 

Duncan  Rice. 
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Mr.  Disney.  What  do  you  mean  by  a  loan  agreement? 

Mr.  Rice.  Well,  the  company  had  mortgages  on  its  propertyffor  a 
considerable  period  of  time,  and  these  mortgages  restricted  the 
payment  of  salaries.  In  other  words,  at  one  time — I  might  as  well. 
oivc  it  all  to  you — they  had  three  mortgages  on  this  plant.  Th« 
man  refused  to  go  into  banki-uptcy.  He  said,  '*I  got  into  this  mess 
honestly,  and  I  am  going  to  get  out  of  it  honestly."  He  paid  his 
creditors  off  100  cents  on  the  dollar,  plus  5  percent  interest.  There 
were  loans  on  that  property  which  restricted  the  purchase  of  equip- 
ment, and  the  president  of  the  company  took  his  own  money  and  the 
family's  money,  too,  to  equip  the  plant  partially,  and  he  came  out  of 
his  difficulties  in  that  way. 

Mr.  Disney.  Was  there  any  Govenmient  money  furnished? 

Mr.  Rice.  Govenmient  money  was  furnished,  I  believe,  in  1940 — 
1939  or  1940 — on  an  R.  F.  C.  loan. 

Mr.  Disney.  How  much? 

Mr.  Rice.  I  believe  half  a  milUon  dollars. 

The  Chairman.  If  there  are  no  further  questions,  we  thank  you 
Mr.  Rice,  for  your  appearance  and  for  the  infonnation  you  have  given 
the  committee. 

There  is  one  more  witness  on  the  calendar.  Representative  Poulson, 
but  the  Chair  is  informed  that  it  is  agreeable  to  him  to  be  heard  at  a 
later  date.     So  we  will  adjourn  until  tomoiTow  at  10  o'clock. 

(Thereupon  the  hearing  was  adjourned  until  tomorrow,  Friday, 
Sept.  17,  1943,  at  10  a.  m.) 
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FRIDAY,  SEPTBMBEB  17,  1943 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

WashingtoUf  D.  C. 

The  Chairman.  The  committee  will  please  come  to  order.  The 
first  witness  on  the  calendar  this  morning  is  Mr.  Poulson,  a  Member 
of  the  House  from  California. 

Will  you  please  give  the  reporter  your  full  name  and  state  the 
capacity  in  which  you  appear. 

STATEMENT  OF  HON.  NORRIS  POUISON.  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  PouLSON.  Mr.  Chairman  and  gentlemen,  my  name  is  Norris 
Poulson;  I  am  a  Member  of  Congress  from  the  Thirteenth  District  of 
California. 

I  am  presenting  this  brief  on  behalf  of  a  group  of  contractors  and 
subcontractors  from  southern  California.  The  recommendations  con- 
tained herein  have  been  endorsed  by  a  number  of  other  contractors 
throughout  the  country.  The  names  of  these  contractors  are  being 
filed  with  this  brief. 

This  group  does  not  represent  any  one  particular  field  of  endeavor, 
but  consists  of  manufacturers  and  other  organizations  supplying  all 
branches  of  the  armed  services  and  the  Maritime  Commission. 

They  have  all  experienced  renegotiation  to  some  degree — some 
have  completed  renegotiation,  some  are  now  renegotiating,  and  others 
are  in  the  momentous  task  of  compiling  the  statistics  and  other  data 
so  as  to  anticipate  the  problems  that  will  confront  them  on  renegotia- 
tion— and  these  problems  as  we  have  come  to  know  are  many  and 
complex. 


THE  MAJOR  PROBLEMS- 


-THEY  DO   NOT   ASK  THAT  THE  RENEGOTIATION 
LAW    BE    REPEALED 


The  public  demands,  and  the  Government  and  these  contractors 
agree,  that  the  contractor's  "retained  profits"  shall  be  ''fair  profits," 
but  that  they  shall  not  be  allowed  to  retain  ''excessive  profits." 
They  are  in  accord  that  the  application  of  the  principle  of  renegotia- 
tion is  the  best  method  devised  to  accomplish  this  control.  < 

The  present  renegotiation  law,  however,  is  subject  to  certain 
definite  criticisms  as  to  its  provisions  and  application,  namely: 

1.  The  contractor  has  been  forced  to  renegotiate  on  a  "before-tax 
basis"  rather  than  an  "after-tax  basis." 
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2.  There  is  a  decided  discrepancy  in  the  costs  allowed  by  renego- 
tiators  from  those  allowed  for  tax  purposes.  These  serious  criticisms 
can  be  easily  and  satisfactorily  coiTected  by  simple  amendments. 

FIRST   POINT — WHEN   TO   APPLY"   RENEGOTIATION 

The  question  confronting  us  is:  What  is  the  nature  of  excess- 
profits  which  must  be  controlled? 

Your  attention  is  particidarly  directed  to  the  statement  that  it  is 
the  amount  of  "retained  profits"  which  must  be  controlled.  "Re- 
tained  profits''  are  those  profits  which  remain  after  taxes.  The 
only  profits  which  can  be  construed  as  being  excessive,  under  any 
circumstances,  are  those  profits  which  the  contractor  retains  after 
taxes. 

When  Congress  enacted  the  excess-profits-tax  law,  it  simultaneouslv 
suspended  the  profit-limitation  laws.  Renegotiation  should  not 
supplant  the  suspended  profit-limitation  laws.  Congress  again 
rejected  the  profit-limitation  theory  when  it  adopted  the  renegotiation 
law  in  lieu  of  the  Case  amendment  to  H.  R.  6868  and  determined 
that  it  would  be  unfair  to  have  profit  limitation  and  then  excess- 
profits  taxation  apply  to  such  limited  profits. 

When  the  Pi-ice  Adjustments  Boards  renegotiate  profits  on  a 
before-tax  basis,  they  are  then  dealing  with  profits  that  are  nonexistent, 
as  after  the  tax  liability  has  been  established  the  only  remaining 
profits  are  those  retained  after  taxes. 

We,  therefore,  offer  as  our  first  recommendation  that — renegotia- 
tion should  only  take  place  in  connection  with  those  profits  remaining 
after  taxes. 

RENEGOTIATION    SHOULD    NOT    UPSET   THE    TAX    PICTURE 

When  Price  Adjustment  Boards  have  been  asked  why  they  do 
not  renegotiate  on  an  after-tax  basis,  instead  of  a  before-tax  basis, 
their  answer  has  been  that  only  Congress  has  the  right  to  tax  and 
that  if  they  renegotiated  on  an  after-tax  basis  they  would  be  encroach- 
ing on  the  prerogatives  of  Congress.  This  is  a  fallacious  statement 
for  it  appears  that  when  Price  Adjustment  Boards  make  a  100-percent 
assessment  of  those  profits  which  they  consider  excessive,  and  then 
do  not  permit  such  profits  to  be  subject  to  the  tax  laws  imposed  by 
Congress,  they  then  have  encroached  on  Congi-ess'  right  to  be  the 
sole  taxing  body. 

Renegotiation  upsets  Treasury  Department  estimtaes.  The  Treas- 
ury Department  should  be  permitted  to  collect  its  true  proportion  of 
profits  in  accordance  with  the  tax  laws  which  have  been  set  up  by 
Congress.  It  is  only  through  such  a  procedure  that  the  Treasury 
Department  can  possibly  determine  a  true  picture  upon  which  to  base 
its  future  estimates  and  recommendations  as  to  future  taxation. 

REFUNDS  AND   EXCESS   PROFITS   SHOULD   BE   PAID   INTO   THE   TREASURY 

GENERAL    FUND 

Congress  in  making  allotments  to  the  several  procurement  depart- 
ments base  the  amount  of  each  allotment  on  the  quantity  of  certain 
kinds  of  material  to  be  purchased — not  on  the  amount  of  funds 


available  that  may  be  equitably  divided  between  the  several  procure- 
Inent  departments  without  specifying  the  quantity  and  types  of  ma- 
terial that  may  be  purchased.  . 

The  procurement  agencies  have  been  following  the  unauthorized 
and  unwarranted  practice  of  collecting  voluntary  rebates  and  excess 
nrofits  through  renegotiation  and  using  these  funds  to  procure  addi- 
tional material  without  appropriation  or  even  approval  of  Congress. 
This  procedure  circumvents  Congress'  right  of  appropriation. 

Funds  received  from  retroactive  price  adjustment — voluntary 
rebates,  voluntary  price  reductions,  and  renegotiation  recoveries — 
should  be  turned  into  the  Treasury  as  miscellaneous  income. 

RENEGOTIATION  PROCEEDINGS  REDUCED 

The  Truman  committee  report  seems  to  cast  some  doubt  as  to  the 
abiUty  of  the  Price  Adjustment  Boards  to  handle  the  great  volume  of 
cases  which  will  come  before  them.  This  situation  can  be  considerably 
simplified  if  renegotiation  is  put  strictly  on  an  after-tax  basis.  To 
effect  this  simphfication,  contractors  should  be  required  to  file  copies 
of  their  tax  returns  with  the  appropriate  Price  Adjustment  Board.  It 
will  be  found  that  many  contractors  who  appear  to  have  excessive 
profits  before  taxes  only  retain  moderate  profits  after  payment  of 
normal,  surtax,  and  excess-pi:ofits  taxes.  A  cursory  examination  of 
the  copies  of  the  contractors'  income-tax  returns  should  soon  develop 
this  fact  and  eliminate  the  necessity  for  actual  proceedings. 

The  number  of  cases  the  Price  Adjustment  Board  will  be  required  to 
handle  will  be  reduced  to  a  very  minunum  by  applying  the  income 
tax  screening  method — which  will  reveal  which  contractors  have  made 
only  a  moderate  profit  and  those  who  have  made  excessive  profits. 

REDUCTION    OF   INEQUALITIES 

Adoption  of  the  proposal  to  renegotiate  retained  profits  after  taxes 
should  reduce  the  injustices  which  are  now  resulting  from  renegotia- 
tion before  taxes.  With  tax  rates  ranging  from  40  to  90  percent,  the 
amount  of  retained  profits  between  companies  varies  materially. 
As  a  result  of  such  differences  m  tax  rates,  company  A  may  retain  60 
cents  from  a  $1  profit,  and  still  in  each  case  this  dollar  profit  may  result 
from  the  manufacture  of  the  same  item  at  the  same  cost  and  sales  price. 

Renegotiating  the  profits  of  the  companies  on  and  after  tax  basis 
will  materially  eliminate  such  inequalities. 

SECOND    POINT — STANDARDIZE   THE    COST   RULES 

One  additional  point  which  should  be  clarified  in  connection  with 
the  renegotiation  law  is  that  section  dealing  with  allowable  and  un- 
{illowable  costs.  Last  year  after  considerable  testimony,  which  was 
presented  to  the  House"  Ways  and  Means  Committee  and  the  Senate 
Fmance  Committee  in  connection  with  this  particular  problem. 
Congress  passed  an  amendment  to  the  renegotiation  law  which  was 
incorporated  in  the  Revenue  Act  of  1942,  which  reads  as  follows: 

In  determining  the  excessiveness  of  profits  realized  or  likely  to  be  realized 
from  any  contract  or  subcontract,  the  Secretary  shall  recognize  the  properly 
applicable  exclusions  and  deductions  of  the  character  which  the  contractor  or 
subcontractor  is  allowed  under  chapter  I  and  chapter  2E  of  the  Internal  Revenue 
Code. 
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It  IS  believed  that  the  intent  of  Congress  when  adopting  this  amend 
ment  was  to  provide  that  expenses  and  deductions  allowed  for  tax 
purposes  should  be  allowed  for  renegotiation.  However,  the  Price 
Adjustment  Boards  are  disallowing  items  of  cost  which  are  allowed 
by  the  Bureau  of  Internal  Revenue.     They  state: 

The  words  "of  the  character"  disclaim  the  implication  that  the  renegotiatin,. 
authonties  are  required  to  compute  and  allow  the  actual  doUar  amount  of  excln 
sions  and  deductions  which  the  Bureau  of  Internal  Revenue  would  allow. 

Just  where  the  words  "of  the  character''  were  incorporated  in  the 
Revenue  Act  is  not  known  as  the  bill  that  passed  the  Senate  did  not 
mclude  this  phrase,  nor  are  these  words  included  in  the  conference 
r^P^rt.  These  three  words  should  be  deleted  from  the  law  and  such 
additional  amendment  should  be  included  so  that  the  Price  Aajust- 
ment  Boards  will  be  required  to  allow  the  same  deductions  and  allow- 
ances as  are  permitted  for  tax  purposes. 

The  Truman  report  deahng  with  this  subject  states: 

One  governmental  determination  of  allowable  and  unallowable  costs  should 
be  made  bmdmg  on  contractors  and  on  Government  for  both  income-tax  DurDoses 
and  renegotiation.  f    f   ^ 

♦v,^^'u^T^^^^^'  ^^^^  ^®  ^^^  second  and  last  recommendation  that 
there  should  be  allowed  in  renegotiation  the  same  costs  as  are  allowed 
for  income  and  excess-profits  taxes. 

as.  Robinson,  president,  Hull,  Smale  &  Robinson,  Inc.,  Wilmington,  Calif. 
William  F.  Bromley,  secretary,  Hammemill  Paper  Co.,  Erie,  Pa. 
R.  N.  Stillwell,  president.  Electric  Wheel  Co.,  Quincy,  111. 
P.  D.  Wright,  president.  Reed  Manufacturing  Co.,  Erie,  Pa. 
Detroit  Stamping  Co.,  350  Midland  Avenue,  Detroit,  Mich. 
R.  W.  Griswold,  the  Griswold  Manufacturing  Co.,  Erie,  Pa. 
W.  A.  Crawford,  treasurer.  Griffin  Manufacturing  Co.,  Erie,  Pa. 
A.  M.  Doll,  Lovell  Manufacturing  Co.,  Erie,  Pa. 

M.  G.  Jones,  vice  president,  the  Store  Kraft  Manufacturing  Co.,  Beatrice,  Nebr. 
M.  C.  Werner,  Erie  Art  Metal  Co.,  Inc.,  Erie,  Pa. 

R.  M.  Dugdale,  vice  president,  Farrington  Manufacturing  Co.,  Jamaica  Plain, 
Boston,  Mass. 

D.  L.  Handley,  president,  Peavy  Wilson  Lumber  Co.,  Inc.,  Holopaw,  Fla. 
Howard  Smith,  Industrial  Research  Laboratories,  Ltd.,  San  Francisco,  Calif. 
Hunter  Morrison,  president,   Morrison  Products,  Inc.,   16816  Waterloo  Road, 

Cleveland,  Ohio. 
M.  Gottesman,  Higgins  Industries,  Inc.,  New  Orleans,  La. 
Powell  Pressed  Steel  Co.,  Hubbard,  Ohio. 
W.  A.  Fifer,  secretary,  Chamb-r  of  Commerce,  Quincy,  111. 
Jr*  P- Truesdale,  treasurer,  Inland  Steel  Co.,  38  South  Dearborn,  Chicago,  111. 
M.  S.  Clark,  president.  Federal* Machine  &  Welder  Co.,  Warren,  Ohio. 

'^•/%?^^^^^^^'  secretary-treasurer,   MuUins   Manufacturing  Corporation,   Salem^ 
Ohio. 

Van  Horn  &  Son,  Inc.,  New  Orleans,  La. 

G.  Thorp,  vice  president,  Bethlehem  Foundry  &  Machine  Co.,  Bethlehem,  Pa. 

V*  T  •  J^"^®^^®^'  comptroller.  Trailer  Co.  of  America,  Cincinnati,  Ohio. 

A.  J.  Molt,  assistant  secretary.  Frost  Lumber  Industries,  Inc.,  Shreveport,  La. 

J.  W.  Calmes,  Calmes  Engineering  Co.,  New  Orleans,  La. 

Gerald    Gordon,    secretary-treasurer.    Associated    Industries    of    Kansas,    Inc., 

Topeka,  Kans. 
W.  W.  Galbreath,  the  Alliance  Porcelain  Products  Co.,  Alliance,  Ohio. 
Ernest  V.  Moncrieff,  president.  Swan  Finch  Oil  Corporation,  Radio  Corporation 

of  America  Building,  West,  N.  Y. 
Hames  H.  Robins,  president,  the  American  Pulley  Co.,  4200  Wissahickon  Avenue, 

Philadelphia,  Pa. 
Philip  Wyman,  vice  president,  the  Baldwin  Piano  Co.,  Cincinnati,  Ohio. 
MacNeel  Pierce,  Plastic  &  Rubber  Products  Co.,  2100  Hyde  Park  Boulevard, 

Hollywood,  Los  Angeles,  Calif. 


Everett  J.  Gray,  general  manager,  Crowncraft,  Inc.,  3509  East  Olympic,  Los 

Angeles,  Calif, 
rififation  Svstem  Dargert.  Los  Angeles,  Calif.  ,««^  m     i 

E,?iest  Blattmann,  Bltttmann-Weeser  Sheet  Metal  Works,  Inc.,  1001  Toulouse 

Street,  New  Orleans,  La. 
r  A  Lyncker,  American  Sheet  Metal  Works,  New  Orieans,  La. 
^' R*  Hepinstall,  Hepinstall  Steel  Works,  Inc.,  New  Orleans,  La. 
W  E  Willis,  president,  th  E.  J.  Willis  Co.,  91  Chambers  Street,  New  York  City, 
r  E'Strassler,  sales  manager,  the  Frieberg  Mahogany  Co.,  Cincinnati,  umo. 
Milton  Pick,  vice  president,  Ipik  Plywood  Corporation,  Kenner,  La. 
H  L  Bradley,  Allen  Bradley  Co.,  Milwaukee,  Wis. 

c'B.*  Little,  the  J.  M.  Harper  Co.,  Chicago,  111.  ,    ,     .      ^       ^oik  a^»fK 

N  W.  Hagelberg,  secretary,  Norris  Stamping  &  Manufacturing  Co.,  5215  boutH 

Boyle  Avenue,  Los  Angeles,  Calif.  ^u  r.  *     n  re 

William  A.  Johnson,  4635  Firestone  Boulevard,  South  Gate,  Calif. 
Hallett  Manufacturing  Co.,  Los  Angeles,  Calif. 

Frev  Industrial  Supply  Co.,  Los  Angeles,  Calif.  j     -d   -u- 

L.  B.  Keplinger,  vice  president,  Rheem  Manufacturing  Co.,  Normandy  Building, 

W.  P^Griffiths,  general  manager.  Coast  Centerless  Grinding  Co.,  761  East  Slauson 
Avenue,  Los  Angeles,  Calif.  ^  ^ .       „„„ .  _     .  „, 

Richard  S.  Smith,  secretary.  Cook  Heat  Treating  Corporation,  3334  East  Slauson 
Avenue,  Los  Angeles,  Calif. 

United  States  Spring  &  Bumper  Co.,  Los  Angeles   Calif. 

Utility  Trailer  Manufacturing  Co.,  Los  Angeles,  Calif. 

Payne  Furnace  &  Supply  Co.,  Inc.,  Beveriy  Hills,  Calif. 

Donald  R.  Warren,  president,  Allied  Engineers,  Inc.,  Los  Angeles,  Calif. 

D.  Proud  Kirkhill  Rubber  Co.,  Los  Angeles,  Calif. 

J.  S.  Willamona,  Los  Angeles,  Calif. ,  „      ,  ^  ^.       ,       .       ,_   f^..f 

Robert  S.  Burns,  president,  Standard  Steel  Corporation,  Los  Angeles,  Calif. 
W  A.  Deridder,  president,  General  Metals  Corporation,  Los  Angeles,  Oalif. 
H."h.  Fogwell,  president,  Thermador  Electrical  Manufacturing  Co.,  Los  Angeles, 

H.  I  Cook,  vice  president,  Standard  Felt  Co.,  Alhambra,  Calif. 

E.  S.  Atkins,  assistant  secretary,  Los  Angeles  Steel  Casting  Co.,  2444  boutli 
Alameda  Street,  Los  Angeles,  Calif.  ,        -./>^,  xt    ^v  rr  n      ««^ 

H.  M.  Davis,  vice  president,  Aero-Coupling  Corporation,  1051  North  HoUywood 

Way,  Burbank,  Calif. 
Axelson  Manufacturing  Co.,  Los  Angeles,  Calif.  ^  ,no  w    4-  wi,;f+,v* 

M.  H.  Lockett,  secretary-treasurer,  Security  Engineering  Co.,  108  West  Wtuttier 

Boulevard,  Whittier,  Calif.  ^  ,      t^     ,     ^     t         iooo.i  r^  ^♦..« 

Jules  A.  Laude,  comptroller,  Hardman  Aircrafts  Products,  Inc.,  12324  Center 

Street,  South  Gate,  Calif.  ^      ^       ^       ,       ^  ... 

A.  E.  Nygreen,  Western  Washer  &  Stamping  Co.,  Los  Angeles,  Calif. 
John  L.  Riemer,  1625  Fifth  Avenue,  Los  Angeles,  Calif.      ««.^  a.        •     i  * 
E.  S.  Dulin,  president,  Byron  Jackson  Co.,  Post  Office  Box  2017,  Terminal  Annex, 

Los  Angeles,  Calif.  ^      ,  ^    ..       r^       mnn  o     *v. 

W.  P.  McGervey,  Jr.,  vice  president,  Warman  Steel  Casting  Co.,  6100  bouth 

Boyle  Avenue,* Los  Angeles,  Calif .  ^         r...   rxr    j.  c         xi.cs*      +    t«« 

J.  P.  Sievers,  president,  Atlas  Production,  Inc.,  811  West  Seventh  Street,  Los 

Angeles,  Calif. 
Apex  Steel  Corporation,  Ltd.,  Los  Angeles,  Calif. 

Cherry  Rivet  Co.,  Los  Angeles,  Calif.  ^      .«^«  rr     •     t»     i        a 

Henry  O.  Winkler,  Crown  Spray  Gun  Manufacturing  Co.,  1216  Venice  Boulevard, 

Los  Angeles,  Calif.  ,,       ,    ^     .       r^       t         ataa 

Ralph  F.  Bowers,  assistant  secretary.  Bowers  Manufacturing  Co.,  Inc.,  t)7Wl 

Avalon  Boulevard,  Los  Angeles,  Calif.  ,/-•,.* 

William  A.  Johnson,  Post  Office  Box  3428,  Terminal  Annex,  Los  Angeles,  Calif. 
Leonard  E.  Read,  Los  Angeles  Chamber  of  Commerce,  Los  Angeles,  Calif. 
J.  A.  Cooke,  National  Standard  Co.,  Niles,  Mich. 
John  A.  Pettis,  coufisel,  California  Manufacturers  Association,  Mills  Building, 

San  Francisco,  Calif. 
J-  W.  Hooper,  Brooklyn,  N.  Y. 

M.  J.  Foley,  Brooks  Scanlon  Corporation,  Foley,  Fla. 
L.  L.  Hirsch,  Electrical  Supply  Co.,  New  Orleans,  La. 
G.  R.  Meyercord,  Jr.,  Haskelite  Manufacturing  Corporation,  Chicago,  111. 
Sedgwick  Machine  Works,  Inc.,  80  Eighth  Avenue,  New  \ork. 
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FrancislW.  Wheeler,  vice  president  and  treasurer,  A.  S.  Campbell  Co.,  Inc    Fa*f 
Boston,  Mass.  ''   ^^^ 

James  Mussatti,  general  manager,  California  State  Chamber  of  Commerce  Sjin 
Francisco,  Calif.  '  ^" 

David  L.  Saxon,  president,  the  Cuyahoga  Stamping  Co.,  10201  Harvard  Avenup 
Cleveland,  Ohio.  ' 

Fred  H.  Penske,  the  Peters  Stamping  Co.,  West  Sixth  Street,  Perrysburg,  Ohio 
Carl  R.  Brownell,  treasurer,  G.  L.  Brownell,  Inc.,  Worcester,  Mass. 
H    M.  Cochrane,  secretarj^  Indiana  Manufacturers'  Association,  Indianapolis 

C.  H.  Shattuck,  vice  president-general  manager,  Southwestern  Engineering  Co 
4800  Santa  Fe  Avenue,  Los  Angeles,  Calif.  ' 

R.  N.  Johnson,  Industrial  Products  Co.,  7100-7112  South  Victoria  Avenue  Los 
Angeles,  Calif.  ' 

J.  F.  Paulson,  Monrovia,  Calif. 

I,  personally,  would  like  to  suggest  to  the  committee  that  the  act 
should  be  amended  to  provide  for  the  exclusion  of  all  and  any  con- 
tracts or  subcontracts  under  $500,000.  I  think  this  in  itself  should 
be  welcomed  by  the  renegotiators,  not  only  because  the  amount  of 
excess  profits  to  be  reclaimed  would  be  negligible  compared  to  those 
holding  large  contracts  to  be  renegotiated,  but  also  because  it  would 
make  available  that  personnel  which  is  no  doubt  needed  if  the  Govern- 
ment inspects  all  contracts  issued.  If  the  enforcement  of  this'act 
is  to  be  fair,  it  naturally  should  call  for  an  uispection  of  all  contracts 
and  not  just  a  certain  percent.  Not  only  should  they  be  renegotiated, 
but  this  should  be  done  within  a  reasonable  time  as  this  is  one  of 
the  objectionable  factoid  to  the  act  in  that  the  contractors  never 
know  their  true  status. 

This  again  returns  the  problem  to  that  of  personnel  which  is  a 
practical  factor.  Inasmuch  as  this  Renegotiation  Act  is  another 
case  of  govenmient  by  men  instead  of  law,  that  is  the  renegotiation 
is  definitely  determined  by  the  decision  of  the  renegotiators  and  not 
by  any  specific  law,  it  becomes  imperative  that  we  have  the  best 
talent  available.  This  type  of  talent  being  rare,  it  is  very  necessary 
that  they  not  be  confined  to  needless  work. 

Nor,  viewing  this  from  a  practical  standpoint,  if  the  taxpayer  who 
has  Government  contracts  is  required  to  submit  additional  data 
upon  the  filing  of  his  taxes,  it  does  seem  more  practical  that  the 
renegotiators  could  more  easily  detei-mine  the  necessity  of  a  complete 
renegotiation  at  that  time.  In  other  words,  if  the  taxpayer  had 
paid  his  taxes,  they  could  easily  decide  whether  or  not  they  thought 
the  net  amount  retained  by  the  taxpayer  was  excessive  and  should 
be  renegotiated. 

Viewing  tliis  from  the  standpoint  of  a  Congressman  as  to  the  gen- 
eral welfare  of  the  coimtry,  and  on  the  basis  of  equity,  I  think  there 
is  another  factor  of  great  importance.  We  have  been  hearmg,  and 
we  should  know  likewise,  that  the  mdependent  and  medium  size  busi- 
nessman and  coi-poration  is  in  serious  danger  of  elimination.  The  act 
as  it  is,  by  renegotiation  before  taxes,  is  definitely  a  greater  threat  to 
that  type  of  business  than  to  the  large  industrial  concerns. 

I  want  to  illustrate  my  pohit  by  stating  that  the, great  majority  of 
these  large  industrials  handling  war  contracts  have  not  been  required 
to  expand  in  as  great  a  percentage  as  have  these  smaller  corporations. 
While  it  is  true,  they  have  made  expansions  and  alterations,  the  per- 
centage of  cost  of  this  expansion  compared  with  their  original  capital- 
ization is  insignificant  in  comparison  with  the  percentage  of  capital 


(expansion  required  by  the  small  companies.  The  Government  has 
not  only  requested  this,  but  practically  forced  it  upon  them,  and  the 
Government  should  accept  the  responsibility  in  protectnig  such  con- 
cerns for  the  inevitable  reduction  of  their  business  after  the  emer- 
gency. It  is  my  opinion  that  many  of  these  concerns  have  expanded 
lir  beyond  the  financial  structure  under  which  they  can  exist  after 
the  war.  Now,  the  inequity  of  this  comes  as  a  result  of  beuig  hit  by 
renegotiation  before  taxes  on  the  same  basis  as  the  large  industrials 
and  not  having  the  same  benefits  as  the  larger  industrial  companies 
under  the  excess-profits  tax.  Take  for  example  some  of  our  large 
automobile  companies  and  other  manufacturing  companies,  who  have 
a  base  period  of  net  income  high  enough  in  past  years  to  enable  them 
to  retain  a  reasonable  percentage  of  profit  at  this  time,  whereas  the 
small  companies,  or  those  with  a  small  base  period  of  net  income  for 
prior  years  would  be  penalized  even  though  they  had  made  large 
capital  outlays  for  expansion  during  the  current  years,  and  had  ac- 
cepted their  responsibility  in  this  war  by  doing  all  they  could.  These 
same  companies  do  not  have  large  stock  issues  and  therefore,  would 
not  be  able  to  take  advantage  of  the  invested  capital  provision. 

Summarizing  the  recommendations  made  by  the  group  which  I  am 
representing,  and  those  which  I  personally  suggest,  they  are  as  follows: 

1.  That  renegotiation  be  made  on  an  after-tax  basis. 

2.  That  renegotiators  shall  allow  the  same  costs  and  deductions  for 
rene2:otiation  as  are  allowed  for  income- and  excess-profits-tax  purposes. 

3.  The  act  should  be  amended  to  provide  for  the  exclusion  of  all 
and  any  contracts  or  subcontracts  under  $500,000. 

Mr.  Disney.  On  the  subject  of  the  recaptured  money  going  back 
into  miscellaneous  receipts,  Mr.  Karker  testified  that  about  90  percent 
of  that  money  had  gone  back  into  the  miscellaneous  receipts  of  the 
Treasury.     It  might  be  interesting  to  you  to  read  his  testimony. 

Mr.  PoULSoN.  I  am  glad  to  hear  that. 

Mr.  Disney.  I  think  if  you  will  read  the  statute  you  will  find  that 
there  is  some  provision  for  a  certain  percentage  that  may  be  withheld 
by  the  departments. 

Mr.  PouLsoN.  I  am  glad  to  know  that. 

Mr.  Disney.  On  the  matter  of  costs  allowed  by  renegotiators,  as  in 
the  Bureau  of  Internal  Revenue,  this  statute  it  is  felt,  while  it  is  not 
mandatory,  at  least  imphes  the  intent  of  Congress  that  that  should  be 
done.     Your  suggestion  is  that  it  be  made  mandatory. 

Mr.  PouLSON.  Yes.  As  I  stated,  this  is  another  case  where  it  is 
entirely  handled  by  personnel  who  make  the  decisions,  instead  of 
by  special,  specific  regulations.  Therefore,  they  are  dependent 
entirely  upon  the  decision  of  individuals,  and  I  think  the  records 
of  renegotiation  will  show  that  the  different  contracts  renegotiated 
have  not  been  renegotiated  on  a  uniform  basis. 

I  know  personally  of  a  couple  of  concerns  that  I  have  indirectly 
had  contact  with  in  my  profession,  that  have  been  renegotiated  by 
different  individuals,  and  I  know  that  the  decisions  have  been  entirely 
out  of  line.  That  is  to  say,  one  was  considered  more  drastic  than  the 
other  one. 

That  is  the  reason  why  there  should  be  some  specific  regulations, 
rather  than  letting  the  matter  rest  entirely  in  the  hands  of  individuals. 


il 


628 


RENEGOTIATION  OF  WAR  CONTRACTS 


EENEGOTIATTON  OF  WAR  CONTRACTS 


629 


'    I 


:      ( 


t 


r,  »< 


i 


While  I  am  not  accusing  the  great  majority  of  renegotiators  of 
being  unfair,  I  still  believe  in  government  by  law  instead  of  govern, 
ment  by  men,  because 

Mr.  Disney.  It  would  naturally  lead  to  discrimination  unless 
there  were  some  statutory  provision. 

Mr.  PouLsoN.  Yes;  that  is  right. 

Mr.  Disney.  As  to  the  right  of  Congress  to  levy  taxes,  as  I  under- 
stand  it,  the  only  nieans  by  which  money  can  be  taken  from  a  citizen 
by  his  government  is  by  fines  or  by  taxes,  so  that  if  you  delegate  to  a 
board  that  taxation  power,  it  may  only  be  constitutionally  done 
under  definite  standards,  if  we  followed  the  rule  in  the  N.  R.  A.  case. 

Mr.  PouLSON.  If  they  have  the  right  to  interpret  the  rules  or  the 
law,  as  I  think  they  have  in  some  cases,  contrary  to  the  intent  of 
Congress,  then  they  are  indirectly 

Mr.  Disney.  Exerdsing  the  taxing  power. 

Mr.  PouLSON.  Exercising  tax  authority. 

Mr.  Disney.  The  point  I  want  to  stress  is  that  the  only  power 
there  is  to  tax  or  take  money  from  a  citizen  except  by  fines,  is  the 
taxing  power.  That  is  our  duty,  under  the  Constitution,  to  look 
after  that  function  of  government.  It  does  not  rest  in  the  Executive, 
because  the  Executive  does  not  have  the  power. 

Mr.  PouLsoN.  This  is  not  the  first  time  that  this  subject  has  been 
brought  up. 

Mr.  Carlson.  Mr.  Poulson,  I  noticed  you  recommended  that  we 
write  into  this  law  a  provision  that  no  contracts  shall  be  renegotiated, 
the  amount  of  which  is  under  $500,000.  That  suggestion  has  also 
been  made  by  the  Secretary  of  War  and  others  who  have  appeared 
before  the  committee.  But  I  cannot  help  but  think  of  the  testimony 
of  one  witness  who  appeared  before  us  this  week,  Mr.  Moore,  of  the 
Brown  Manufacturing  Co.,  of  North  Carolina.  He  had  a  contract 
amounting  to  $550,000  and  it  was  renegotiated.  After  spending 
$700  or  $800  to  get  his  records  together,  the  Government  recaptured 
$1,670. 

It  seems  to  me,  as  to  the  $500,000  figure,  while  it  might  be  helpful 
in  many  instances,  we  could  have  cases  similar  to  that  of  Mr.  Moore. 

Mr.  rouLsoN.  I  think  that  would  be  a  common  case. 

Our  big  problem  today  is  personnel.  That  is  the  problem  in  every 
line  of  endeavor,  and  we  should  not  spend  as  much  energy  and  effort 
looking  after  the  pennies  as  we  should  after  the  dollars.  We  should 
not  be  penny  wise  and  pound  foolish. 

I  think  that  is  definitely  applicable  to  the  renegotiation  of  these 
smaller  contracts. 

There  is  no  doubt  a  necessity  for  this,  but  if  this  law  is  to  be  fair  all 
contracts  should  be  renegotiated,  because  it  certainly  would  be  very 
unfair  to  hit  it  on  a  percentage  basis,  as  they  have  done  so  far. 

Mr.  Carlson.  My  thought  was  only  this.  I  have  no  quarrel  with 
the  suggestion  in  any  way  in  reference  to  contracts  of  less  than  $500,000 
which  might  have  a  larger  percentage  of  excess  profits  than  some  con- 
tracts above  the  $500,000  mark. 

Mr.  Poulson.  Then  we  are  going  to  extend  the  regulations.  We 
must  have  some  faith  in  the  judgment  of  the  Army  and  Navy  in 
awarding  these  contracts,  and  we  do  know  that  contracts  under 


.rrxQ  000  are  not  so  renegotiated,  and  it  seems  to  me  there  should  be 
r^reater  moral  responsibiUty  upon  them  to  be  sure  that  they  are  not 
*s  lax  in  drawing  such  smaller, contracts  as  they  would  be  m  connec- 
tion with  a  larger  contract.  .  .  ,  .1,4. 
I  think  the  principal  reason  for  the  renegotiation  law  was  that 
they  had  not  arrived  at  what  the  price  should  be  and  a  fan*  cost, 
and  that  this  matter  of  renegotiation  was  the  means  by  which  they 

could  adjust  that.  ^    .     • 

We  are  several  years  along  in  the  war,  and  we  are  not  manufacturmg 

a  great  many  things  that  have  not  been  manufactured  heretofore,  so 

there  should  be  some  basis  by  which  they  could  determine  the  cost. 

Mr.  Carlson.  It  was  my  thought  that  this  is  a  procurement 

Mr.  Poulson.  I  think  you  are  definitely  right  there. 

Mr.  Knutson.  Mr.  Poulson,  I  gathered  from  your  statement  that 
vou  feel  that  the  existing  law  should  be  amended  so  as  to  provide  for 
renegotiation  after  taxes. 

Mr.  Poulson.  Definitely.  ,   ,     ^ 

Mr.  Knutson.  I  have  taken  that  position,  but  one  of  the  Govern- 
ment representatives  did  not  take  to  the  idea  very  kindly  and  said  it 
was  not  practical. 

Mr.  Poulson.  Practical? 

Mr.  Knutson.  That  is  what  they  said.  I  recognize  that  you  are  an 
authority  on  this  matter  by  reason  of  your  past  experience  before  you 
came  to  Congress.  As  I  recall,  you  were  a  certified  public  accountant; 
is  that  right? 

Mr.  Poulson.  That  is  correct. 

Mr.  Knutson.  Surely  you  know  how  taxes  enter  into  the  prepara- 
tion of  any  statement  that  is  prepared  for  income  tax  purposes. 
When  I  make  out  an  income  tax  return  I  have  to  report  to  the  State 
how  much  I  pay  to  the  Federal  Government  and  I  have  to  report  to 
the  Federal  Government  how  much  income  tax  I  paid  to  the  State  of 
Minnesota,  as  I  recall. 

At  any  rate,  I  gathered  from  your  statement  that  you  reahze  that 
taxes  are  a  very  great  and  important  factor  of  cost,  and  I  would 
appreciate  it  if  you  would  elaborate  upon  that,  because  I  would  be 
interested  to  get  the  other  side. 

Mr.  Poulson.  To  start  with,  as  a  comparison,  I  will  sav  that  a 
busmess  concern  does  not  say  they  are  making  a  miUion  dollars  this 
year  because  they  have  gross  sales  of  a  million  dollars,  because  they 
know  they  have  to  take  from  that  miUion  dollars,  first  of  all,  an  amount 
for  the  purchase  of  material.  We  will  assume  that  this  is  a  manufac- 
turer. They  have  to  take  an  item  for  labor.  They  take  their  fixed 
<!osts,  and  taxes  is  one  of  the  biggest  items,  because  what  any  business- 
man is  really  interested  in  is  the  amount  of  money  that  he  retains 
after  the  big  items  are  taken  out,  which  are  labor,  material,  overhead, 
and  taxes. 

Therefore,  from  a  practical  standpoint,  you  are  just  wasting  your 
time  to  think  about  what  you  have  made  until  after  you  have  taken 
out  the  big  items  which  you  know  definitely  and  positively  are  to  be 
taken  from  that  million  dollars  of  sales.  Therefore,  the  tax  is  definitely 
^  certain  and  as  an  important  item  as  his  labor,  or  his  material,  or 
his  general  overhead. 
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^     On  that  basis,  after  he  has  taken  those  items  out  is  the  time  when 
you  can  teU  whether  that  man  has  made  excessive  profits 

We  talk  about  helpnig  the  small  businessman.  This  is  the  one  timf. 
He  needs  help,  because  we  know  if  we  will  examine  tax  reports  that  thp 
larg:e  mdustrial  concerns  with  the  largest  records  from  1935  to  198q 
of  mcomc  tax  used  that  as  their  basis  so  they  could  make  a  fair  amoimt 
of  profit  and  retam  it.  ^ 

I  am  speaking  of  wluit  I  know  about  what  has  happened  in  southern 
L  alifornia  There  are  many  concerns  there,  and  I  have  in  mind  one 
m  particular.  I  attended  a  ceremony  in  connection  with  the  Armv 
and  Navy  E  award  they  received,  they  have  increased  their  plant 
530  percent  because  they  put  out  a  certain  product.  They  had  manu- 
factured this  theniselves  before  the  war,  but  the  Government  practi- 
cally demanded  this  increase,  and  they  have  been  required  to  make  it 
It  so  happens  that  they  have  not  gone  out  and  sold  a  lot  of  stock  to  eet 
the  capitalization  with  which  to  do  that.  Thev  have  had  to  borrow 
money  and  we  know  that  w^lien  they  are  borrowing  monev  they  are 
only  allowed  50  percent  on  the  borrowed  capital  in  computing  excess- 
profit  tax  allowance. 

I  have  gone  into  this  case.  Their  structure  is  such  that  they  wiU 
practically  lose  through  taxation  the  greatest  percent  of  their  profits 
and  when  the  war  is  over  they  do  not  know  what  they  will  be  able  to 

•n^}*^  .  ^  present  plant  because  it  is  strictly  for  war  materials  and 
will  delmitely  be  curtailed  at  least  by  300  to  400  percent. 

Mr.  Knutson.  Mr.  Poulson,  what  the  contractor  is  primarily  in- 
terested  m  is  what  he  will  have  left  over  ftfter  he  has  paid  for  material 
labor,  depreciation,  taxes,  and  other  incidental  costs.  ' 

Mr  Poulson  Definitely.  That  is  all  that  belongs  to  him,"  so  that 
It  IS  all  he  can  claim  as  his  own. 

*i.^^u  ^NJ^'^s^N-  F^'om  your  knowledge  do  you  know  of  any  concerns 
that  have  been  renegotiated  before  taxes  who  have,  after  paving  taxes. 
had  an  unreasonable  profit?  ^  ^    & 

Mr.  Poulson.  To  my  personal  knowledge,  I  know  of  none.  But  I 
know  of  one  who  definitely  made  about  3  percent,  whereas  before  he 
had  been  making  about  12  or  13  percent  on  a  fau*  busmess,  and  the 
net  amount  did  not  equal  the  net  amount  he  had  made  prior  to  the 
war. 

I  have  placed  in  the  record  an  example  furnished  me  by  an  ac- 
countant which  explains  about  the  renegotiation  of  a  contract— it  was 
in  the  Los  Angeles  area— whereby  the  contractor  received  less  net 
mcome  m  dollars  m  1942  than  he  did  in  1941  on  his  regular  business, 
which  was  not  war  business.     He  had  been  renegotiated. 

Mr.  Knutson.  Had  that  particular  company  expanded  their 
faculties? 

Mr.  Poulson.  Yes. 
.    Mr.  Knutson.  And  on  the  expanded  facihties— — 

Mr.  Poulson.  He  w^as  not  allowed  as  much  net  income  as  he  had 
made  prior  to  the  war. 

Mr.  Knutson.  On  greatly  increased  business,  I  presume. 

Mr.  Poulson.  Yes. 

Mr.  Knutson.  I  am  wondering  whether  these  boards  that  are 
engaged  m  renegotiation  take  into  consideration  the  fact  that  under 
the  strain  and  stress  of  war  production  the  equipment  wears  out 
much  more  quickly,  as  has  been  evidenced  bv  these  railroad  wrecks 


that  we  have  had  in  recent  weeks.  Of  course  I  have  no  way  of  know- 
iflty  how  much  wear  and  tear  is  necessitated  by  war  needs,  but  it  is 
fau"  to  assume  that  they  were  contributmg  factors. 

Mr.  Poulson.  From  what  I  have  heard  of  the  different  contracts 
that  have  been  renegotiated,  instead  of  a  greater  allowance  by  the 
reuegotiators  for  such  inevitable  replacement,  contrary  to  that  they 
have  allow^ed  less  depreciation  and  allowances  for  such  inevitable 
replacement  than  the  Bureau  of  Internal  Revenue.  And  I  would 
say  that  the  personnel  in  the  Bureau  of  Internal  Rev(^nue  probably 
are  the  best  qualified  men  we  have  in  the  country  today  to  determine 
what  that  amount  should  be,  judging  from  their  past  experiences. 

Mr.  Knutson.  Have  you  any  suggestion  to  make  to  the  committee 
that  will  enable  us  to  amend  the  law"  so  as  to  make  the  application  of 
the  law  uniform? 

Mr.  Poulson.  Yes.  That  is,  the  renegotiation  after  taxes  and  the 
allowing  of  the  same  items  of  deductions  that  are  allowed  by  the  Bureau 
of  Internal  Revenue  on  the  income  tax.  That  in  itself  would  take  away 
a  great  deal  of  the  power  of  this  group  of  individuals  w ho  have  un- 
limited power,  because  we  know  the  contractor  has  no  redress  against 
them  if  he  feels  that  he  has  not  had  a  fair  deal.  He  can  make  his 
protest,  but  naturally,  he  cannot  enter  into  the  courts. 

The  Chairman.  Mr.  Poulson,  about  this  question  of  renegotiation 
after  taxes:  That  has  given  me  a  good  deal  of  concern:  I  am  still 
confused  on  the  subject.  If  renegotiation  is  made  after  taxes,  is 
there  not  the  possibility  that  the  amount  of  excessive  profits  which 
may  have  been  realized  could  not  be  determined  for  several  years? 
The  provision  in  the  law^  allowing  the  carry-back  of  losses  or  some 
question  as  to  the  tax  due  may  take  the  case  into  the  courts  and 
could  easily  make  it  impossible  to  know  what  taxes  a  contractor 
owes  for  several  years  and  consequently  renegotiation  w^ould  also  be 
delayed  until  the  tax  question  is  settled. 

Mr.  Poulson.  Mr.  Doughton,  I  would  answer  your  question  this 
way,  by  stating  that  the  Bureau  of  Internal  Revenue  continually  are 
having  these  cases  in  dispute.  Now^,  if  they  wanted  to  be  specific 
about  it,  as  to  which  amount  was  the  greater  that  the  Government 
was  going  to  get,  they  coidd  have  them  put  that  up  as  security  and 
then  it  could  be  determined  in  the  courts  one  w^ay  or  the  other. 

Now,  as  far  as  amending  the  return  is  concerned,  that  is  probably 
one  of  the  greatest  practices  of  tax  accountants  and  tax  attorneys  that 
I  know  of;  because  they  are  continually  amending  and  changing 
returns,  and  the  Treasury  Department  is  aware  of  that  fact.  And, 
as  far  as  that  is  concerned,  that  is  a  privilege  of  the  taxpayer,  as  well 
as  a  privilege  of  the  Bureau  of  Internal  Revenue — to  correct  your 
tax  return  afterward.  So  I  do  not  see  how  that  reason  would  affect 
this  after- tax  basis;  because  it  is  still  a  matter  of  judgment  that  is 
always  being  settled.  And  as  far  as  the  Government  worrying  about 
iiot  getting  the  money,  they  could  be  compelled  to  put  up  the  greater 
amount  oi  money  and  hold  it  there  in  abeyance  until  the  case  was 
finally  decided. 

The  Chairman.  There  are  frequent  claims  made  by  taxpayers  for 
refunds  and  some  of  them  have  come  before  our  joint  committee. 

Mr.  Poulson.  Yes. 
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The  Chairman.  And  those  claims  are  pending  for  a  number  of 
years,  perhaps  several  years.     It  seems  to  me  we  would  encounter 
great  difficulty  in  this  renegotiation  matter  if  we  had  to  wait  for  a 
determination  of  what  was  due  under  renegotiation,  or  might  be  due 
if  we  had  to  wait  for  a  settlement  of  a  tax  dispute.  ' 

Mr.  PouLsoN.  In  the  first  place,  the  Treasury  Department  as  a 
rule  recommends  to  the  committee,  do  they  not,  whether  or  not 
these  claims  shall  be  granted?  Is  that  not  the  usual  procedure— or 
do  you  pass  on  the  merits  of  each  case? 

The  Chairman.  In  making  my  income  tax  return  and  paying  my 
tax  I  do  it  on  the  basis  of  my  income;  I  am  required  to  pay  my  income 
tax  regardless  of  whether  or  not  my  income  has  been  excessive.  Is 
not  that  right? 

Mr.  PoULsoN.  That  is  true. 

The  Chairman.  Now,  if  we  did  not  get  in  to  renegotiate  the  con- 
tract  until  after  the  taxes  were  paid,  I  fear  we  would  begin  a  series  of 
complications. 

I  am  not  arguing  it;  I  just  want  to  get  your  viewpoint.  I  have 
great  respect  for  your  judgment. 

Mr.  PouLsoN.  In  line  with  that,  Mr.  Doughton,  I  do  not  beheve 
the  renegotiators  are  up  to  date.  What  I  mean  by  that  is  that  they 
have  not  renegotiated  these  contracts  before  the  contractor  has  made 
his  income-tax  statement. 

The  Chairman.  But  suppose  they  renegotiate  before  they  have 
made  final  payment  and  withhold  that  payment  from  the  contractor: 
might  you  not  do  him  great  damage  and  injustice  by  withholding  for 
a  number  of  years  part  of  his  contract  price,  until  his  tax  matter  is 
finally  determined?  It  is  not  always  a  question  of  recovery;  this 
thing,  part  of  the  tune,  is  a  withholding  of  part  of  the  contract  price 
until  the  renegotiation  proceedings  are  determined.  Now,  if  they  had 
to  wait  on  that  until  the  tax  matter  was  settled,  it  seems  to  me  the 
contractor  might  have  a  large  amount  of  his  money  withheld,  to  his 
detriment,  until  his  tax  question  was  settled,  which  might  be  2,  or  3, 
or  5,  or  6  years. 

Mr.  PouLsoN.  There  could  be  a  possibility  of  that,  Mr.  Doughton; 
but,  taking  the  Treasuiy  Department's  record,  I  think  they  have 
been  very  fair  in  such  matters.  However,  if  we  held  back  on  that 
basis  that  it  won't  be  settled  until  some  time  in  the  future,  I  think 
it  is  probably  just  as  detrimental  with  the  man  himself,  with  the 
company  itself  that  has  made  a  certain  sum  and  has  paid  the  tax  on 
it  and  then,  in  a  year  or  so,  has  declared  dividends  because  no  nego- 
tiator has  come  around  and  then,  after  they  have  paid  dividends, 
some  renegotiator  comes  around  and  decides  they  have  made  too 
much  money,  and  then  they  are  in  a  predicament.  I  think  the  con- 
tractor would  be  much  better  off  by  having  his  money  held  up  by 
the  Government  than  he  would  be  by  being  held  up  by  his  stock- 
holders, or  by  his  owners,  who  had  taken  out  some  of  their  so-called 
profits,  or  supposed  profits. 

The  Chairman.  Is  it  your  judgment  or  opinion  that  under  the 
renegotiation  law,  or  under  any  renegotiation  law,  the  question  of 
renegotiation  and  of  taxes  are  inseparable? 

Mr.  PouLSON.  I  think  they  are  inseparable,  personally.  If  I  were 
to  go  in  to  renegotiate  a  contract,  I  know,  as  a  public  accountant,  that 


^lie  management  is  always  interested  in  net  profit.  In  fact,  if  you  give 
them  a  very  involved  financial  statement,  the  first  thing  they  look  at 
jg  to  turn  over  to  that  item  of  net  profit.  After  they  have 
geen  the  item  of  net  profit,  then  they  go  back  and  start  in  to  analyze 
some  of  the  other  phases  of  the  statement.  And  I  know  from  their 
thinking — and  I  happen  to  have  the  same  line  of  thinking,  and  per- 
sonally I  think  that  the  excessive  profit  is  that  which  is  retained  after 
taxes.     I  cannot  see,  personally,  anything  else  but  that. 

The  Chairman.  It  is  your  idea  that  if  the  Treasury  Department, 
through  the  Bureau  of  Internal  Revenue  and  through  its  revenue 
agents,  very  scrupulously  goes  after  every  penny  they  can  get,  then 
along  comes  the  renegotiator  and  goes  after  the  same  taxpayer  for 
every  penny  he  can  get,  the  taxpayer  may  have  an  injustice  done  him 
by  the  two?  Is  that  your  idea — that  he  may  come  out  at  the  little 
end  of  the  horn? 

Mr.  PouLsoN.  Yes;  especially  because  of  our  excess-profits  tax  law, 
which  definitely  does  not  react  the  same.  For  instance,  a  man  can 
make  a  dollar — two  different  concerns  can  have  the  same  contract — 
and  out  of  the  dollar  of  profit  which  each  one  may  make,  after  taxes, 
one  man  can  retain  5  cents  of  the  dollar  and  the  other  one  can  retain 
20  cents  of  that  same  dollar.  Because  of  that  protection,  as  I  stated 
before,  some  of  the  industrialists  that  have  been  in  other  fines  of 
business  and  just  transferred  over  to  war  production,  have  a  base 
period  from  1935  to  1939  of  a  large  income,  which  will  protect  them  in 
this  year,  say  the  current  year,  on  their  large  capitalization ;  but  there 
are  a  great  many  concerns,  where  the  Government  has  practically 
forced  them  to  enlarge  their  capitalization  and  to  enlarge  their  business 
to  take  care  of  specific  jobs,  that  do  not  have  that  same  protection 
that  these  large  industrial  companies  which  I  mention  have.  I  am  not 
critizing  them;  I  think  they  are  justified  in  having  that  protection; 
but,  nevertheless,  on  the  basis  of  equality  or  inequities  I  think  it  very 
unfair  that  the  renegotiation  should  be  before  taxes,  because  of  those 
reasons. 

The  Chairman.  Your  thought  is  that  under  the  present  tax  law 
and  renegotiation  law,  the  Renegotiation  Board  and  Renegotiation 
Act  have  for  their  purpose  the  determination  of  fair  prices  and  the 
Treasuiy,  under  the  tax  laws,  has  for  its  pm'pose  the  collecting  of  all 
the  tax  they  can  get  and  that,  between  the  two,  there  may  be  hard- 
ship imposed  upon  and  injustice  done  to  the  taxpayer? 

Mr.  Poulson.  That  is  right;  that  is  exactly  it. 

Mr.  Robertson.  Mr.  Poulson,  you  rendered  a  great  service  to  us 
last  spring  when  we  were  studying  the  pending  pay-as-you-go  proposal 
by  fully  and  carefully  analyzing  the  proposal  called  the  Ruml  plan, 
pointing  out  some  of  its  weaknesses  and  inequalities,  and  I  think 
your  discussion  influenced  the  House  when  it  declined  to  adopt  the 
Ruml  plan.  I  am  sorry  your  voice  did  not  reach  the  other  end  of 
the  Capitol. 

I  think  you  can  help  us  on  the  problem  we  are  now  considering. 
Running  through  the  testimony  we  have  heard,  like  a  silver  thread, 
has  been  the  suggestion  that  the  renegotiation  agencies  have  used  a 
statute,  intended  to  be  a  price-control  statute,  as  a  tax  statute,  and 
there  has  been  an  intimation  that  the  program  has  been  in  keeping 
^th  the  general  so-called  reform  movement  that  started  with  the 
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undistributed  profits  tax  which  Congress  was  prevailed  upon  to  accent 
and  then  repudiated.  Then  in  19.40  we  had  a  proposal  for  an  excess! 
profits  tax  on  defense  spending,  at  which  time  we  were  urged  to  L 
one  base,  that  of  invested  capital,  which  we  knew  would  be  most 
unfair  to  successful  corporations  that  had  a  favorable  base  period 
earning  record. 

Then  we  passed  a  price-control  act  and  some  of  the  professors  in 
O.  P.  A.  frankly  stated  they  felt  their  major  undertaking  in  O.  P  A 
was  to  control  the  profits  of  corporations  rather  than  to  ^x  prices  on 
the  basis  of  fair  prices,  and  you  have  recommended  to  us  this  morniiKr 
that  this  act  should  be  amended  to  allow  the  same  cost  and  deduct 
tions  in  renegotiation  as  are  allowed  for  income-tax  purposes.  Was 
not  that  your  suggestion? 

Mr.  PouLsoN.  Yes. 

Mr.  Robertson.  Is  not  that  already  in  the  law?  I  read  you  the 
so-called  Vandenbnrg  amendment  which  was  offered,  I  believe,  in 
conference  and  unaniAUOusly  adopted  by  the  conferees.  You  will  lind 
It  on  page  3  of  the  compilation  by  Baiion  K.  Grier,  the  committee's 
clerk,  m  the  pamphlet  entitled  "Renegotiation  of  War  Contracts" 
And,  of  course,  you  will  find  it  in  the  act  and  it  is  subparagraph  (c)  (3) 
and  it  reads  as  follows: 

In  determining  the  excessiveness  of  profits  realized  or  likely  to  be  realized  from 
any  contract  or  .subcontract,  the  Secretary  shall  recognize  the  properly  applicable 
exclusions  and  deductions  of  the  character  which  the  contractor  or  subcontractor 
IS  allowed  under  chapter  1  and  chapter  2  (E)  of  the  Internal  Revenue  Code  In 
determining  the  amount  of  any  excess  profits  to  be  eliminated  hereunder,  the 
Secretary  shall  allow  the  contractor  or  subcontractor  credit  for  both  income  and 
excess-profits  taxes  as  provided  in  section  306  of  the  Internal  Revenue  Code. 

That  is  the  end  of  that  section,  is  not  that  a  clear  statement  of  what 
you  have  suggested? 

Mr.  PouLSON.  Yes;  I  would  interpret  it  as  that. 
Mr.  Robertson.  All  right;  there  certamly  was  not  any  doubt  in 
the  mind  of  the  author  of  that  amendment;  there  certainly  was  not 
any  doubt  in  the  minds  of  the  Congress,  when  it  adopted  that  con- 
ference report,  but  that,  in  renegotiation,  the  Government  should 
allow  the  same  profits  and  deductions  as  were  allowed  for  tax  purposes. 
Now,  let  us  see  what  happened.     It  reminds  me  of  a  statement  that 
our  friend  Mr.  Alvord  used  to  make  when  we  were  drafting  income- 
tax  laws.     He  said  **I  do  not  care  who  writes  the  laws,  if  you  will  let 
me  write  the  committee  report."     And  Senator  Glass  has  said  that 
nobody  knows  what  the  tax  laws  are  until  the  Treasury  issues  its  regu- 
lations.    When  the  agencies  assembled  to  formulate  policies,  there  was 
a  meetmg  of  the   War  Department,   the   Navy   Department,   the 
Treasury  Department,  and  the  Maritime  Commission,  and  my  in- 
formation is  that  the  Treasury  Department  proposed  an  interpreta- 
tion of  subsection  (c)  (3)  which  was  violently  opposed  by  the  War 
Department,  but  was  adopted  bythe    vote  of  the  Navy  Department, 
the  Treasury  Department,  and  the  Maritime  Commission.     If  my 
information  on  that  is  not  correct,  we  are  going  to  have  time  before 
these  hearings  are  over  for  somebody  to  say  what  the  action  was 
and  why  it  was  taken.     But  tliis  is  the  action.     I  quote  now  from  a 
Government  publication  called  Jomt  Statement  by  the  War,  Navy, 
and  Treasury  Departments  and   the  Maritime  Commission.     The 
headmg  is  "Purposes,  principles,  policies  and  interpretations  under 


section  403  of  the  Sixth  Supplemental  National  Defense  Appropriation 
Act,"  and  so  forth,  which  is  the  Renegotiation  Act.  Now,  this  is  the 
fii-st  paragraph  of  the  interpretation.     [Reading.] 

5.  Recognition  of  exclusions  and  deductions  allowed  for  Federal  tax  purposes. — 
Under  subsection  (c)  (3)  of  the  statute,  as  amended,  tlie  Secretary  in  determining 
the  excessiveness  of  profits  must  "recognize  the  properly  applicable  exclusions 
and  deductions  of  the  character"  which  the  contractor  or  subcontractor  is  allowed 
under  chapter  1  and  chapter  2  E  of  the  Internal  Revenue  Code.  8ince  those 
items  must  be  properly  applicable  to  the  profits  from  the  contracts  and  sub- 
contracts being  renegotiated,  they  must  be  allocated  between  the  renegotiable 
and  nonrenegotiable  business,  even  though  the  full  amount  is  allowed  for  tax 
purposes.  The  words  "of  the  character"  disclaim  the  implication  tliat  the 
renegotiating  authorities  are  required  to  compute  and  allow  the  actual  dollar 
amount  of  exclusions  and  deductions  which  the  Bureau  of  Internal  Revenue 
would  allow. 

Mr.  Robertson  (continuing).  Mr.  Chairman,  without  reading  fur- 
ther fiom  those  interpretations,  I  ask  unanimous  consent  to  insert  in 
the  record  at  this  point  all  of  the  expanded  interpretation  which  took 
out  of  the  statute  the  intended  meaning  of  section  (c)  (3)  and,  instead 
of  carrying  out  the  intent  of  the  Congress  to  allow  the  contractor 
the  same  costs  and  deductions,  they  gave  it  a  by-pass  under  the  word 
"character"  and  construed  that  word  to  authorize  and  permit  their 
own  allowances  in  arriving  at  the  amount  of  excess  profits. 

The  Chairman.  Without  objection,  the  data  may  be  inserted  in 
the  record  at  this  point. 

(The  matter  above  referred  to  is  as  follows:) 

The  Departments  have  issued  the  following  interpretations  with  respect  to  t,h« 
recognition  of  exclusions  and  deductions  allowed  for  Federal  tax  purposes: 

J-PAB-5  (o) 

5  (a)  Amortization,  depreciation,  and  conversion. — Under  section  124  of  the 
Internal  Revenue  Code,  if  a  contractor  has  acquired  or  constructed  with  his  own 
funds  facilities  especially  adapted  for  use  in  war  production,  he  may  amortize  the 
cost  over  a  .5-year  period  at  the  rate  of  20  percent  per  year  upon  obtaining  a  Cer- 
tificate of  Necessity  from  the  Secretary  of  War  or  the  Secretary  of  the  Navy. 
Even  though  the  contractor  has  obtained  a  Certificate  of  Necessity,  he  need  not 
amortize  the  cost  at  this  special  rate  but  may,  if  he  desires,  amortize  his  cost  at 
ordinary  rates. 

In  computing  net  profits  before  Federal  income  and  excess-profits  taxes  of  any 
contractor  or  subcontractor,  for  purposes  of  renegotiation,  the  amount  of  amortiza- 
tion allowed  under  section  124  of  the  Internal  Revenue  Code  (except  to  the  extent 
of  de])reciation)  will  not  be  allowed  as  an  item  of  cost.  However,  the  amount  of 
such  amortization  in  excess  of  depreciation  will  be  deducted  from  such  profits  and 
not  considered  as  representing  excessive  profits  for  purposes  of  renegotiation.  Tn 
determining  whether  and  the  extent  to  which  profits  remaining  after  deducting 
the  amount  of  such  amortization  are  excessive,  consideration  will  be  2,iven  to  the 
extent  that  it  appears  that  the  contractor  or  subcontractor  will  have  residual 
value  ill  the  amortized  facilities  so  far  as  it  may  be  reasonably  ascertained. 

If  the  emergency  is  terminated  during  the  5-year  period,  the  amortization  period 
^ay  be  shortened  accordingly,  and  the  contractor  or  subcontractor  will  be  en- 
titled to  adjust  his  taxes  for  prior  years,  on  the  conditions  stated  in  the  Internal 
I^evenue  Code,  to  give  effect  to  the  corresponding  increase  in  the  deduction  taken 
m  each  such  year,  but  there  is  no  authority  for  reopening  renegotiation  ae^eements 
to  give  consideration  to  this  accelerated  amortization  corresponding  to  the  adjust- 
IJfient  of  taxes  for  prior  years  to  which  the  contractor  or  subcontractor  mav  thus 
become  entitled. 

^^ar  facilities  not  covered  by  Certificates  of  Necessity,  representing  permanent 
capital  additions  for  the  manufacture  of  war  products  or  materials,  are  depreciated 
'\v  the  Bureau  of  Internal  Revenue,  and  will  {)e  depreciated  in  renegotiation,  at  the 
ordinary  rates  of  depreciation  for  corresponding  property.  The  demands  of  war 
production,  however,  frequently  require  the  use  of  facilities  for  extraordinary 
consecutive  periods  of  day  and  night  shifts,  and  under  those  circumstances,  the 
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Bureau  and  the  renegotiation  authorities  may  allow  depreciation  on  the  machinerv 
but  not  on  the  buildings,  at  higher  rates.  ^* 

The  full  amount  of  costs  of  converting  facilities  to  war  production  which  do 
not  represent  permanent  additions,  such  as  rearrangement  of  machinery  k 
allowed  by  the  Bureau,  and  will  be  allowed  in  renegotiation,  for  the  year  in  which 
it  is  incurred.  This  does  not  include  losses  on  commercial  inventory  which  has 
become  unsaleable  as  a  result  of  wartime  regulations  or  loss  of  market. 

J-PAB-5  (6) 

5  (b)  Losses  from  prior  years. — Section  122  of  the  Internal  Revenue  Code 
authorizes  the  deduction  for  any  taxable  year  of  the  "net  operating  loss"  for 
the  first  and  second  preceding  taxable  years,  subject  to  certain  exceptions  and 
limitations.  The  part  of  such  loss  which  was  attributable  to  contracts  or  sub- 
contracts subject  to  renegotiation  is  a  "properly  applicable"  deduction  which  is 
allowed  in  renegotiation,  but  the  part  which  was  attributable  to  commercial 
business  or  to  contracts  and  subcontracts  not  subject  to  renegotiation  is  not 
allowed.  The  term  "net  operating  loss"  and  the  amount  thereof  which  is  de- 
ductible for  tax  purposes  is  defined  in  the  code.  In  determining  the  amount  of 
"net  operating  loss"  to  be  allowed  for  renegotiation  purposes,  losses  on  contracts 
and  subcontracts  pursuant  to  which  final  payment  was  made  prior  to  April  28 
1942,  or  which  for  other  reasons  would  not  be  subject  to  renegotiation  even  had 
such  losses  been  incurred  during  the  fiscal  year  or  other  period  under  consideration 
are  not  allowed.  ' 

Even  though  a  contractor  has  no  "net  operating  loss"  to  carry  over  for  tax 
purposes,  the  renegotiating  authorities,  nevertheless,  give  consideration,  under 
proper  circumstances,  to  losses  incurred  in  prior  years  on  contracts  and  sub- 
contracts subject  to  renegotiation.  This  does  not  necessarily  mean  that  the 
full  amount  of  such  losses  are  to  be  allowed  against  profits  for  the  fiscal  year  or 
other  period  under  consideration,  but  only  that  they  may  be  recognized  as  one 
of  the  factors  in  determining  whether  such  profits  are  excessive. 

The  Internal  Revenue  Code  also  provides  for  the  "carry-back"  of  "net  operating 
losses"  in  subsequent  years  through  adjustment  of  taxesfor  prior  years,  but  there 
is  no  authority  for  reopening  renegotiation  agreements  to  give  consideration  to  net 
losses  incurred  in  periods  subsequent  to  the  periods  covered  by  such  agreements. 

J-PAB-5  (c) 

5  (c)  War  losses. — Section  127  of  the  Internal  Revenue  Code  provides  that  the 
amount  of  the  loss  on  account  of  property  destroyed  or  seized  on  or  after  Decem- 
ber 7,  1941,  in  the  course  of  military  or  naval  opierations  by  the  United  States  or 
any  other  country  engaged  in  the  present  war  may  be  allowed  as  a  deduction  from 
income  in  the  year  in  which  such  destruction  or  seizure  occurs.  The  fact  that  the 
property  has  been  destroyed  or  seized  in  the  course  of  the  war  does  not  of  itself 
establish  the  loss  as  a  "properly  applicable"  deduction  to  be  recognized  in  renego- 
tiation. In  order  that  such  a  loss  be  recognized  in  renegotiation,  the  contractor 
or  subcontractor  must  furnish  evidence  satisfactory-  to  the  renegotiating  authori- 
ties of  the  connection  between  the  property  destroyed  or  seized  and  the  perform- 
ance of  the  contracts  or  subcontracts  being  renegotiated. 

J-PAB-5  (d) 

5  (d)  Interest. — Interest  on  borrowed  capital  is  deductible  under  the  Internal 
Revenue  Code  and  is,  therefore,  allowed  where  properly  applicable  for  purposes  of 
contract  renegotiation. 

The  general  principle  used  in  the  allocation  of  interest  is  that  all  interest  on 
borrowed  funds  is  allocated  between  sales  subject  to  renegotiation  and  sales  not 
subject  to  renegotiation  on  the  basis  of  the  proportion  which  each  category  of  sales 
bears  to  the  total  business,  with  the  exception  that  in  no  case  is  the  interest  charged 
to  sales  subject  to  renegotiation  less  than  the  interest  on  those  borrowings  which 
can  be  definitely  ascertained  as  applicable  to  such  sales  (e.  g.,  "V"  loans,  advance 
payments,  etc.),  and  similarly,  in  no  case  is  interest  charged  to  sales  not  subject 
to  renegotiation  less  than  the  interest  on  those  borrowings  which  can  be  definitely 
ascertained  as  applicable  to  such  sales.  An  appropriate  portion  of  such  interest 
will  be  allocated  to  income,  if  any,  derived  from  sources  other  than  sales. 

So  long  as  the  borrowed  capital  is  used  for  war  purposes,  it  does  not  matter 
when  the  obhgation  was  incurred.  Interest  on  long-term  bonds  and  obligations 
issued  long  before  the  w  ar  is  allowable  if  the  capital  represented  by  such  obligations 
is  used  for  war  production. 


J-PAB-5  (e) 

5  (e)  Advertising. — Allowances  for  advertising  expenses  are  based  upon  deduc- 
tions allowed  by  the  Bureau  of  Internal  Revenue  for  tax  purposes.  These  allow- 
able deductions  have  been  described  by  Commissioner  Guy  T.  Helvering  of  the 
Bureau  of  Internal  Revenue  in  a  statement  issued  on  September  29,  1942,  as 
follows: 

To  be  deductible,  advertising  expenditures  must  be  ordinary  and  necessary 
and  bear  a  reasonable  relation  to  the  business  activities  in  which  the  enter- 
prise is  engaged.  The  Bureau  recognizes  that  advertising  is  a  necessary 
and  legitimate  business  expense  so  long  as  it  is  not  carried  to  an  unreasonable 
extent  or  does  not  become  an  attempt  to  avoid  proper  tax  payments. 

The  Bureau  realizes  that  it  may  be  necessary  for  taxpayers  now  engaged 
in  war  production  to  maintain  through  advertising,  their  trade  names  and 
the  knowledge  of  the  quality  of  their  products  and  good  will  built  up  over 
past  years,  so  that  when  they  return  to  peacetime  production  their  names 
and  the  quality  of  their  products  will  be  known  to  the  public. 

In  determining  whether  such  expenditures  are  allowable,  cognizance  will 
be  taken  of  (1)  tl^e  size  of  the  business,  (2)  the  amount  of  prior  advertising 
budgets,  (3)  the  pubUc  patronagg  reasonably  to  be  expected  in  the  future, 
(4)  the  increased  cost  of  the  elements  entering  into  the  total  of  advertising 
expenditures,  (5)  the  introduction  of  new  products  and  added  lines,  and  (6) 
buying  habits  necessitated  by  war  restrictions,  by  priorities,  and  by  the 
unavailability  of  many  of  the  raw  materials  formerly  fabricated  into  the 
advertised  products. 

Reasonable  expenses  incurred  by  companies  in  advertising  and  advertising 
technique  to  speed  the  war  effort  among  their  own  employees,  and  to  cut 
down  accidents  and  unnecessary  absences  and  inefl5ciency,  will  be  allowed 
as  deductions.  Also  reasonable  expenditures  for  advertisements  including 
the  promotion  of  Government  objectives  in  wartime,  such  as  conservation, 
salvage  or  the  sale  of  War  Bonds,  which  are  signed  by  the  advertiser,  will  be 
deductible  provided  they  are  reasonable  and  are  not  made  in  an  attempt  to 
avoid  proper  taxation. 

Ordinarily,  product  advertising  specifically  offering  individual  products  for 
current  sale  (as  distinguished  from  institutional  advertising  designed  to  keep  the 
advertiser's  name  or  the  names  of  its  peacetime  products  before  the  public)  is 
charged  in  full  to  commercial  business,  but  product  advertising  by  subcontractors 
may  be  allowed  in  a  reasonable  amount  as  a  charge  against  renegotiable  business 
with  respect  to  products  sold  primarily  for  use  in  war  production. 

The  test  of  whether  expenditures  for  advertising  are  reasonable  is  whether  they 
are  ordinary  and  necessary  and  bear  a  reasonable  relation  to  the  business  activities 
in  which  the  enterprise  is  engaged.  In  making  this  test  of  reasonableness,  con- 
sideration is  given  to  the  amount  spent  for  institutional  advertising,  and  for 
product  advertising  of  the  nature  of  institutional  advertising.  If  such  expendi- 
tures are  extravagant  and  out  of  proportion  to  the  size  of  the  company  or  to  the 
amount  of  its  advertising  budget  in  the  past,  such  payments  will  be  disallowed 
as  elements  of  cost. 

J-PAB-5  (f) 

5  (/)  Salaries,  wages,  and  other  compensation. — Subsection  (d)  of  section  403 
provides  that  "in  renegotiating  a  contract  price  or  determining  excessive  profits 
*  *  the  Secretaries  of  the  respective  Departments  shall  not  make  any 
allowance  for  any  salaries,  bonuses  or  other  compensation  paid  by  a  contractor 
to  its  officers  or  employees  in  excess  of  a  reasonable  amount."  Pursuant  to  such 
provision  consideration  is  given  to  the  nature  of  the  work,  extent  of  responsi- 
P'lity  and  experience  and  effectiveness  of  the  officer  or  employee,  and  increases 
Jn  compensation  since  January  1,  1939;  and  comparison  is  made  where  possible 
^'ith  the  compensation  of  oflBcers  or  employees  in  similar  positions  in  other  com- 
panies within  the  particular  industry.  Reasonableness  of  compensation  is  deter- 
Biined  only  within  broad  limits,  and  weight  is  given  to  the  determination  by  the 
company  of  the  value  to  it  of  the  services  of  an  officer  or  employee. 

Any  statutory  provisions,  and  any  Executive  orders  or  regulations  issued  under 
the  Act  of  Congress  approved  October  2,  1942,  regulating  or  limiting  the  payment 
Of  wages  and  salaries  will  be  observed  in  renegotiation  so  far  as  applicable. 

Mr.  PouLSON.  I  am  glad,  Mr.  Robertson,  that  you  brought  that 
^P;  because,  m  the  early  part  of  the  brief  which  I  read  here  before 
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the  committoe,  I  callod  attention  to  that  very  phrase  *'of  the  charac- 
ter" and,  as  I  understand  it,  it  coincided  with  the  thought  which 
you  brought  out. 

Mr.  Robertson.  So  it  is  really  a  matter  of  departmental  regula- 
tion  and  interpretation,  rather  than  of  law?  We  have  all  the  law 
we  need,  have  we  not? 

Mr.  PouLSON.  Well,  you  are  an  older  man  in  Congress  than  I  am. 
Wlien  does  Congress's  authority  stop?  We  write  the  laws;  can 
they  interpret  them  different  from  the  intent  of  Congress? 

Mr.  Robertson.  Of  course,  if  necessaiy,  we  could  take  out  that 
word  ''character"  that  they  based  their  regulation  on  and  then  tlicy 
certainlv  would  not  have  anything  to  stand  on. 

That'is  all. 

The  Chairman.  We  thank  you,  Mr.  Poulson,  for  your  appearance 
and  your  very  interesting  and  helpful  statement. 

The  next  witness  is  Mr.  William  J. •Kelly,  president,  Machinery  and 
Allied  Products  Institute,  Chicago. 

Please  give  your  name  and  address  to  the  stenographer,  and  the 
capacity  in  which  you  appear. 

STATEMENT    OF   WILLIAM   J.    KELLY,    PRESIDENT,    MACHINERY 
AND   ALLIED    PRODUCTS   INSTITUTE,    CHICAGO,    ILL. 

Mr.  Kelly.  I  am  William  J.  Kelly,  Chicago.  I  am  appearing  as 
president  of  the  Machineiy  and  Allied  Products  Institute. 

The  Chairman.  About  1  ow  much  time  do  you  think  you  will  need 
for  your  main  statement,  if  uninteiTupted,  Mr.  Kelly? 

Mr.  Kelly.  If  I  n:ay  speak  to  that  question,  Mr.  Chairman,  in 
this  way:  The  Machinery  Institute  has  made  a  long  and  careful  study 
of  the  subject  of  contract  renegotiation  and,  as  a  result,  we  have  pre- 
pared a  comprehensive  document  for  your  committee.  It  is  a  docu- 
ment so  long  that  I  am  afraid,  if  I  took  the  thne  to  go  through  it  care- 
fully with  you,  we  would  use  at  least  an  hour  and  a  half,  which  I 
assume  is  more  time  that  your  committee's  pressure  is  permitted  to 
give  to  me. 

The  Chairman.  With  the  number  of  witnesses  we  have  on  our 
calendar  today,  it  would  be  too  much  . 

Mr.  Kelly.    Yes  sir: 

The  Chairman.  But  you  w^ould  like  to  have  this  statement  inserted 
in  the  record? 

Mr.  Kelly.  If  I  may  have  the  privilege  of  inserting  the  full  state- 
ment in  the  record  and  of  taking  some  30  minutes  or  so  to  summarize 
the  statement  for  you,  I  think  that  would  cover  our  needs. 

Th«  Chairman.  All  right;  go  ahead  in  yoiu*  own  way. 

Mr.  Kelly.  All  right,  sir.  When  we  reach  the  question  period, 
may  I  have  the  privilege  of  having  Mr.  George  Terborgh,  who  is  the 
research  director  of  the  Machinery  Institute,  join  me  in  answering 
questions  of  the  committee? 

The  Chairman.  Without  objection,  that  may  be  done.  He  can 
identify  himself  when  he  gets  up,  so  that  the  stenographer  can  have 
it  for  the  record. 

Mr.  Kelly.  Thank  you,  sir. 

My  major  premise  in  this  discussion  is  that  contract  renegotiation, 
beginning  simply  as  an  adjunct  of  procurement  policy,  has  evolved 


under  the  administration  of  section  403  until  it  is  now  primarily  an 
instrument  of  taxation,  with  its  procurement  function  only  secondary. 
From  this  it  follows  that  it  must  be  judged  primarily  as  a  taxing 
device.  I  propose  to  consider  its  defects  and  advantages  from  this 
point  of  view,  with  special  attention,  of  course,  to  its  peculiar  impact 
on  capital  goods  and  industries.  These  are  the  industries  which 
create  the  Nation's  facilities  for  producing  transportation,  communi- 
cation and  commerce. 

I.  renegotiation  is  primarily  a  taxing  device 

Contract  renegotiation  did  not  begin  with  the  enactment  of  the 
present  renegotiation  law  on  April  28,  1942.  Long  before  its  passage 
the  Army  and  Navy  had  developed  the  practice  of  repricing,  with  the 
agreement  of  their  suppliers,  particular  contracts  on  which  excessive 
profits  were  being  made  a  practice  thoroughly  justified  and  necessaiy 
in  view  of  the  haste  with  which  contracts  had  to  be  placed,  the  inex- 
perience of  contractors,  and  the  general  uncertainty  as  to  costs  and 
prices.  The  savings  achieved  through  this  voluntary  repricing  ran  to 
hundreds  of  millions  of  dollars.  The  arrangement  was  so  satisfactory 
to  the  services  that  when  a  provision  for  a  flat  6-percent  limitation  of 
profits  on  war  contracts  passed  the  House  they  offered  a  substitute 
before  the  Senate  Committee  on  Appropriations  intended  merely  to, 
give  statutory  sanction  to  their  established  procedure.  They  desired, 
that  is  to  say,  the  confirmation  of  their  authority  to  reduce  unreason- 
able prices  on  individual  contracts  on  a  voluntary  basis.  They  ob- 
tained what  they  construed  to  be  a  mandate  not  only  for  the  preven- 
tion of  excessive  profits  from  all  war  contracts  and  subcontracts  under 
their  jurisdiction,  but  for  the  recapture  of  such  profits  previously 
made.  What  had  been  a  discretionary  power  over  prices  incident  to 
the  procurement  function,  exercised  selectively,  on  individual  con- 
tracts, became  by  this  construction  of  the  statute  an  obligation  of  the 
renegotiating  departments  to  police  war  profits  generally. 

In  shifting  the  test  from  the  excessiveness  of  prices  to  the  excessiye- 
ness  of  profits,  section  403  took  a  long  step  in  convertmg  renegotiation 
from  a  procurement  device  to  a  tax  device. 

The  shift  from  the  procurement  function  toward  the  tax  function 
inherent  in  the  language  of  section  403  was  carried  further  in  the 
course  of  administration.  Although  the  section  as  originally  enacted 
apparently  contemplated  the  review  and  readjustment  of  profits  on 
each  and  every  war  contract  and  subcontract  separately,  the  adminis- 
trative impossibility  of  this  assignment  was  so  overwhelmingly  evi- 
dent that  the  Price  Adjustment  Boards  were  forced  to  adopt  an  entirely 
different  procedure,  namely,  the  renegotiation  in  one  proceeding  of 
the  entire  profit  of  the  contractor  or  subcontractor  from  war  work 
for  a  certain  past  period,  without  attempting  to  determine  and  adjust 
the  profit  on  each  separate  contract.  Renegotiation  is  now  almost 
exclusively  retroactive,  applying  to  the  profits  of  years  already  closed, 
and  in  most  cases  to  profits  on  which  Federal  taxes  have  already  been 
returned. 

It  has  been  urged  by  administrative  officials,  eager  to  emphasize 
the  tie-in  between  proceedings  under  section  403  and  the  procurement 
policy,  that  in  addition  to  recapturing  excessive  profits  for  the  past 
year  renegotiation  settlements  commonly  include  price  adjustments 
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on  some  of  the  continuing  contracts  calculated  to  prevent  the  recur 
rence  of  a  part  at  least  of  such  excessive  profits  in  the  future.  The 
repncmg  of  certain  contracts  pursuant  to  an  over-all  renegotiation  is 
not  for  the  purpose  primarily  of  ai  riving  at  a  proper  price  on  those 
contracts;  it  stems  from  an  ulterior  motive,  namely,  the  reduction  bv 
a  certam  amount  of  the  aggregate  future  profits  of  the  contractor  frorn 
all  his  renegotiable  contracts  combined.  There  is  as  a  rule  no  general 
repricing  of  the  contracts  included  in  a  renegotiation  proceeding 
Moreover  there  are  many  classes  of  contractors  and  subcontractoi?" 
principally  those  selhng  standard  commercial  articles  at  fist  prices 
both  for  war  and  for  civilian  use,  for  which  over-all  renegotiation 
under  section  403  results  in  no  price  adjustments  whatsoever.  This 
is  the  typical  result  for  the  producers  of  capital  equipment  whom  1 
represent.  In  this  case  renegotiation  is  a  retroactive  recapture  of 
profit  pure  and  simxple. 

If  we  are  correct  that  the  retroactive  determination  of  the  aggre- 
gate profit  a  contractor  may  be  allowed  to  keep  (as  distmguished 
from  the  fon\^ard  determination  of  proper  prices  on  individual  con- 
tracts)  IS  a  tax  function,  the  question  arises  of  the  merits  and  defects 
of  section  403  as  a  taxing  device.     To  this  question  we  now  turn. 

n-  ADVANTAGES  AND  DISADVANTAGES  OF  RENEGOTIATION  AS  A  TAXING 

DEVICE 

1.  Relation  of  renegotiation  to  the  Federal  tax  structure:  Because 
of  their  position  that  renegotiation  under  section  403  is  primarily  an 
adjunct  of  procurement  policy,  the  administrative  authorities  have 
consistently  adhered  to  the  renegotiation  of  income  before  taxes.  For 
the  purpose  of  pricing  an  individual  contract  it  is  admittedly  neces- 
sary, where  the  profit  to  be  made  is  a  factor  in  determining  the  reason- 
ableness of  the  price,  to  consider  it  before  income  and  excess-profits 
taxes.  For  the  purpose  of  determining  how  much  profit  on  his  aggre- 
gate war  business  a  contractor  shall  be  permitted  to  retain,  this  is 
neither  necessary  nor  desirable.  The  excessiveness  of  his  profit  reten- 
tion does  not  require  a  determination  of  the  reasonableness  of  his  in- 
come before  taxes.  Why  should  we  be  concerned,  as  a  matter  of 
pubhc  pohcy,  with  excessive  income  before  taxes  except  as  this  results 
m  excessive  profit  after  taxes?  Can  the  amount  that  the  contractor 
does  not  keep  but  pays  to  the  Government  be  excessive?  If  his  taxes 
cannot  be  excessive,  how  then  can  his  income  before  taxes  be  so  except 
to  the  extent  that  his  profit  after  taxes  is  excessive?  If  it  is  excessive 
profit  we  are  after,  why  beat  about  the  bush  by  renegotiating  income 
before  taxes?  j         &  6 

^  If  retroactive  renegotiation  makes  sense  it  must  rest  on  the  assump- 
tion that  existing  Federal  taxes  on  corporations  do  not  suffice  in  all 
cases  to  prevent  an  undue  retention  of  profit  on  war  work,  and  that 
a  supplementary  recapture  of  profit  is  required.  The  function  of  such 
renegotiation  is  to  mop  up  after  the  tax  system  has  done  its  work. 
It  is  a  supertax,  administratively  determined,  despite  eft'orts  to  disguise 
the  fact  by  renegotiating  income  before  taxes  as  if  taxes  did  not  exist. 
The  practice  of  renegotiating  income  before  taxes  mstead  of  profit 
has  had  unfortunate  results.  For  example,  it  has  created  the  impres- 
sion that  excessive  profits  are  widely  prevalent  in  war  production. 
It  appears  likely  that  70  or  80  percent  of  all  contractors  and  sub- 
contractors reviewed  will  be  found  to  have  excessive  profits  for  1942. 


This  astounding  result,  for  a  year  when  aggregate  manufacturing 
profits  after  taxes  were  very  moderate,  and  when  the  dividends  of 
manufacturing  companies  were  well  under  the  pre-war  level,  may  be 
compared  with  the  conclusion  of  the  House  Naval  Affairs  Investi- 
gating Committee  after  surveying  25,000  war  contracts  involving 
$5,000,000: 

The  committee  is  of  the  opinion  that  95  percent  of  war  contractors  are  doing 
an  honest  and  effective  job  and  receiving  only  fair  and  reasonable  profits.  The 
other  5  percent  of  war  contractors,  however,  appear  to  be  taking  advantage  of  the 
war  situation  and  to  be  receiving  excessive  profits? 

The  contrast  between  the  conmiittee's  estimate  that  only  5  percent 
of  war  contractors  were  making  excessive  profits  and  the  finding  of 
the  price  adjustment  boards  that  70  or  80  percent  are  doing  so  is  a 
striking  commentary  on  the  result  of  renegotiating  income  before  taxes 
instead  of  profit.  The  unfortimate  repercussions  of  such  a  finding 
on  public  opinion  need  no  comment. 

It  may  be  granted  that  many,  if  not  most,  war  contractors  would 
be  making  excessive  profits  if  there  were  no  income  and  excess- 
profits  taxes.  But  there  are  such  taxes,  deliberately  and  carefully 
imposed  by  Congi-ess  to  correct  this  situation.  We  believe  they  do 
correct  it  in  the  great  majority  of  cases.  By  ignoring  these  taxes 
the  negotiators  can  easily  lead  the  public  to  believe  that  excessive 
earnings  are  being  made  where  true  profit  is  reasonable. 

The  attempt  to  regulate  the  amount  of  profit  a  war  contractor  may 
keep  by  regulating  his  income  before  taxes  gives  rise  to  indirection, 
cloudiness  of  purpose,  and  uncertainty  of  result.  Instead  of  supple- 
menting the  Federal  tax  structure  in  a  rational  and  intelligible  manner, 
it  disregards  its  impact  entirely.  Such  a  complete  lack  of  functional 
integration  with  the  tax  structure  must  be  put  down  as  a  fundamental 
defect  of  renegotiation  as  now  conducted. 

2.  Impact  of  renegotiation  on  the  contractor's  post-war  financial 
position:  In  the  effect  of  renegotiation  on  the  post-war  position  of 
the  contractor,  we  have  a  subject  of  the  greatest  importance,  in  which 
the  capital-goods  industries  are  especially  interested.  Let  me  discuss 
this  under  three  headings:  (1)  The  effect  on  the  carry-back  privilege 
and  on  the  post-war  credit,  (2)  the  effect  on  post-war  reserves,  and  (3) 
the  effect  on  amortization  of  war  facilities. 

Effect  on  carry-back  and  post-war  credit:  It  is  a  cardinal  defect  of 
contract  renegotiation,  when  operated  as  a  supertax,  that  it  provides 
no  means  whatever  for  averaging  profits  over  a  period  of  years  or  of 
equalizing  the  burdens  of  companies  with  widely  fluctuating  earnings 
and  those  of  relatively  stable  concerns. 

The  carry-back  and  carry-over  provisions  of  the  excess-profits  tax 
law  are  a  recognition  of  the  fact  that  the  excessiveness  of  profit  can  be 
determined  only  provisionally  for  an  interval  as  brief  as  a  year,  and 
that  a  tentative  determination  should  be  subject  to  correction  and 
adjustment  in  the  light  of  experience  of  the  taxpayer  over  a  longer 
period.  Especially  is  this  true  of  the  determination  of  excessive  profits 
in  wartime.  Under  war  conditions  it  is  frequently  impossible  for 
either  the  contractor  or  the  Government  to  ascertain  reliably  how  much 
profit  is  currently  being  made,  to  say  nothing  of  how  much  of  this 
profit  will  prove  to  have  been  excessive  in  the  light  of  later  experience. 
^  a  general  rule,  a  large  fraction  of  wartime  profit  is  currently  in- 
vested in  plant,  equipment,  inventories,  and  receivables,  the  post-war 
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value  of  which  is  at  least  to  some  extent  problematical.     Not  until 
the  assets  in  which  the  retained  profits  were  invested  have  been  con 
verted  into  cash  will  it  be  possible  to  say  how  much  of  what  appearprl 
at  the  time  to  be  profit  will  be  recoverable. 

There  is  another  factor  which  makes  impossible  the  correct  appraisal 
of  wartime  profits  currently.  Such  profits  have  been  made  in  some 
cases  by  borrowing  post-war  markets  through  an  unprecedented 
output  of  long-hved  production  facilities  initially  used  in  war  work 
but  available  for  commercial  use  after  the  war.  This  is  typical  of 
manufacturers  of  capital  goods.  Here  the  appraisal  of  wartime  profits 
mvolves  not  only  the  question  of  eventual  recovery  on  the  assets  in 
which  for  the  most  part  they  have  been  invested,  but  also  the  losses 
which  result  from  saturated  post-war  markets.  For  these  and  other 
reasons  it  is  doubly  essential  to  maintain  the  provisional  character 
of  current  determinations  of  war  profits  and  to  provide  for  rectifying 
such  appraisals,  where  they  result  in  the  assessment  of  taxes  or  renego- 
tiation refunds,  in  the  light  of  subsequent  developments. 

The  result  of  applying  renegotiation  under  section  403  to  income 
before  taxes  rather  than  to  net  profit  is  to  deprive  the  contractor  of 
the  carry-back  and  carry-over  privilege  on  sums  refunded.  Since  in 
theory  no  tax  has  been  paid  on  the  refund,  the  contractor  gets  no 
right  to  caiTy  back  against  the  tax  his  unused  excess-profits  credits 
of  later  years.  The  procedure  thus  excludes  any  chance  of  averacring 
out  the  recaptured  income  over  several  years,  and  impairs  accordindv 
his  post-war  financial  position. 

The  effect  of  renegotiation  on  the  contractor's  right  to  a  post-war 
CTedit  IS  similar  to  its  effect  on  his  right  to  caiTy  back  and  carry  over 
What  he  would  otherwise  pay  in  excess-profits  taxes,  with  a  10  percent 
post-war  credit  on  such  payments,  is  taken  in  renegotiation  refunds 
to  which  no  credit  attaches.  This  deprives  him  of  a  post-war  re- 
source Congress  intended  to  give  him  and  impairs  his  post-war 
imancial  position  accordingly. 

So  much  for  cany-back  and  post-war  credit. 

Now  as  to  the  effect  on  post-war  reserves:  That  the  cost  of  the 
post-war  conversion  and  rehabilitation  of  American  industry  is  in 
theory  a  proper  charge  against  war  production,  few  will  deny.  That 
reserves  for  such  expenses  are  disallowed  both  for  tax  purposes  and 
m  renegotiation  is  due  not  so  much  to  a  denial  of  their  theoretical 
propriety  as  to  a  belief  that  it  is  achninistratively  impracticable  to 
determine  m  each  case  what  allowances  should  be  charged  against 
particular  time  intervals  or  particular  war  business. 

This  objection  is  somewhat  surprising  in  the  case  of  renegotiation, 
since  the  authon ties  have  lost  no  opportunity  to  stress  the  advantages 
of  fiexibihty  and  administrative  discretion  in  their  procedure.  Flexi- 
bility IS  an  admitted  advantage  of  the  renegotiation  technique,  and 
it  should  be  availed  of  in  the  determination  of  post-war  reserve  allow- 
ances, a  problem  difficult  to  solve  by  legislative  formula.  If  we  are 
to  suffer  the  disadvantages  of  arbitrariness  which  plague  renegotia- 
tion, we  may  as  well  obtain  the  correlative  advantage  of  flexibility 
in  a  matter  in  which  discretionary  judgment  is  peculiarly  advan- 
tageous. If  the  price  adjustment  boards  can  weigh  and  evaluate  all 
the  imponderables  they  now  take  into  consideration,  they  should  be 
able  to  determine  a  reasonable  cost  allowance  for  post-war  reserves. 


So  much  for  reserves. 

As  to  effect  on  amortization  of  war  facilities:  The  Price  Adjustment 
Boards,  in  computing  the  profits  of  war  contractors,  have  consistently 
declined  to  allow  as  a  cost  of  production  the  special  20  percent  amorti- 
zation on  certified  production  facilities  authorized  as  a  deduction  for 
tax  purposes  in  section  124  of  the  Internal  Revenue  Code. 

This  disallowance  not  only  results  in  computed  profits  larger  than 
Congress  intended;  to  the  extent  that  contractors  are  required  to 
refund  larger  amounts  than  would  be  required  with  a  proper  deter- 
mination of  profits  their  current  and  post-war  financial  positions  are 

impaired. 

is^ow,  Mr.  Chairman,  there  is  in  the  statement  before  you  a  discus- 
sion of  the  effect  on  the  post-war  reserves  of  renegotiation.  Also  a 
statement  on  the  effect  on  amortization  of  war  facilities. 

I  would  like  to  speak  for  a  moment  on  renegotiations  from  the 
administrative  standpoint. 

Section  403  prescribes  no  standards  whatever  for  the  determination 
of  excessive  profits,  the  only  test  being  the  opinion  of  the  secretary 
of  the  renegotiating  department.  This  omission  is  extraordinary  to 
say  the  least  in  a  statute  which  operates  primarily  as  a  device  for 
taxation.  A  parallel  would  be  a  statute  authorizing  the  Secretary  of 
the  Treasury  to  levy  excess-profits  taxes  simply  according  to  his  own 
unfettered  judgment  and  discretion  (13-5). 

The  determination  of  excessive  profits  under  section  403  is  funda- 
mentally and  incurably  arbitrary.  Not  only  is  there  no  standard 
or  formula  for  such  profits  in  the  statute ;  none  has  been  developed  in 
administration — at  least  none  has  been  publicly  acknowledged.  Since 
the  decision  as  to  the  amount  of  excessive  profit,  if  any,  is  ultimately 
an  exercise  of  personal  judgment,  no  adequate  explanation  of  ration- 
alization of  the  result  is  possible.  Without  such  an  explanation,  or 
access  to  the  detailed  facts  and  figures  upon  which  the  decision  rests, 
outsiders  cannot  make  a  valid  comparison  of  renegotiation  settle- 
ments.    These  must  simply  be  taken  on  faith  (13-6). 

So  extraordinary  a  procedure  in  the  performance  of  what  is  essen- 
tially a  taxing  function  is  tolerable  only  when  administered  by  men  of 
probity  and  judgment  enjoying  the  confidence  of  the  contractors 
whose  cases  they  review.  That  renegotiation  under  section  403  has 
been  workable  at  all  must  be  credited  largely  to  its  administration  by 
officials  of  this  type.  It  is  a  pleasure  to  report  the  high  caliber  of  the 
men  composing  the  58  price  adjustment  boards,  and  their  fair-minded- 
ness in  the  performance  of  an  onerous  and  frequently  thankless  task. 
While  this  ameliorates  the  inherent  defect  of  arbitrariness  in  the 
renegotiation  procedure,  it  cannot  wholly  cure  it,  nor  can  it  prevent 
honest  differences  of  opinion  among  the  58  local  and  sectional  renego- 
tiating boards,  and  a  considerable  variation  in  the  administration  of  the 
law  from  one  of  these  boards  to  another.  There  remains,  unfortunately 
in  spite  of  general  confidence  in  the  integrity  of  the  administrative 
officials,  widespread  suspicion  of  inequality  of  treatment,  a  suspicion 
^'hich  in  view  of  the  essentially  secret  nature  of  the  determination  it  is 
difficult  to  allay  (14-2,  3,  4). 

The  arbitrariness  of  decisions  in  the  absence  of  any  guiding  standard 
or  formula  is  discounted  in  official  quarters  by  the  assertion  that  the 
Renegotiation  settlement  is  a  voluntary  agreement  which  must  meet  the 
judgment  and  acceptance  not  only  of  the  renegotiating  board  but  also 
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of  the  contractor.  To  be  sure,  the  agreement  is  in  form  a  voluntarv 
meeting  of  mmds,  but  we  must  recognize  that  its  voluntary  charactpr 
IS  a  matter  of  relativity.  The  Secretary  has  the  power  to  impose  a 
settlement  unilaterally,  a  power  which  Ues  always  in  the  background 
and  which  inevitably  influences  the  contractor's  decision.  More. 
over,  such  is  the  power  of  Government  over  the  contractor  in  wartimp 
that  other  means  more  subtle  than  the  imposition  of  a  mandatory 
settlement  may  be  invoked  or  suggested  to  bring  the  contractor  into 

It  is  true  that  a  contractor  declining  to  accept  a  proposed  settlement 
IS  nominally  entitled  to  receive  a  mandatory  order  which  he  may  cam 
to  the  Court  of  Claims  for  review.  It  is  hardly  a  secret,  however  that 
the  price  adjustment  authorities  are  strongly  opposed  to  testine 
section  403  m  the  courts  and  thus  far  they  have  been  successful  in 
lindmg  means  of  persuasion  sufficient  to  induce  reluctant  contractors 
to  sign  agreements  that  are  m  form  voluntary  and  hence  not  subject 
to  appeal.  These  means  of  persuasion  sharply  conflict  with  the 
intent  of  Congress  as  disclosed  in  the  Senate  debate  on  Section 
403  (15—2). 

WJiile  we  are  on  the  administrative  features  of  over-all  renegotiation 

^y^-  T?-^      ^^^®  ^  °^^®  ®"^  advantage  heavily  emphasized  in  the 
othcial  literature,  namely,  the  possibility  of  rewarding  especially  meri- 
torious  performance  by  mcreasing  the  contractor's  profit  retention 
If  the  power  of  the  renegotiators  to  reward  merit  is  to  influence  the 
behavior  of  contractors  the  certainty  and  substantiality  of  the  reward 
must  be  widely  believed  m.     From  our  observation  we  doubt  if  this 
is  the  case.     The  deteimination  of  excessive  profits  by  the  renegotia- 
tion  boards  fe  so  inscrutable  a  process,  and  the  comparative  results  of 
various  determmations  are  so  inexplicable  to  the  outsider,  that  little 
concrete  evidence  is  available  of  the  nature  and  extent  of  rewards  for 
merit.     Our  impression  is  that  from  the  standpoint  of  its  impact  on 
the  behavior  of  contractors  making  "excessive"  profits  renegotiation 
operates  pretty  much  as  a  100-percent  tax  on  such  profits  (15-3  16-2). 
rhere  is  included  m  the  statement  before  you,  Mr.  Chairman,  a  con- 
siderable discussion  of  renegotiation  from  the  admmistrative  stand- 
pomt,  and  m  order  to  save  the  committee's  time,  I  will  pass  over 
further  discussion  at  this  moment. 

I  would  like  to  speak  for  a  moment  on  limited  definition  of  war 
profits  before  reachmg  our  conclusions  and  recommendations. 

If  as  we  contend,  retroactive  renegotiation  serves  primarily  a  tax 
function,  Its  purpose  is  to  prevent  undue  and  excessive  retention  of 
war  profits.  Does  it  make  any  basic  difference,  from  the  standpoint  of 
this  objective,  whether  or  not  the  profits  in  question  are  earned  in 
production  for  the  Government?  Thousands  of  companies  doing  non- 
renegotiable  business  are  the  beneficiaries  of  fortuitous,  war-created 
gams  and  some  of  these  salvage,  after  taxes,  profits  that  would  be 
denied  in  renegotiation  as  now  conducted.  Does  it  make  sense  to 
draw  the  artificial  fine  that  now  divides  the  field?  We  do  not  believe 
so.  If  renegotiation  is  to  serve  a  taxing  function  it  should  apply  to 
undue  retention  of  profit  from  any  source.  It  should  cover  all  or 
none  (17-3,4). 

I  state  this  position  emphatically  in  order  that  I  may  not  be  mis- 
understood m  a  narrower  criticism  of  the  present  definition  of  war 
profits.     This  definition  results  in  an  unintentional  discrimination 


against  the  capital-goods  industries  so  long  as  the  distinction  between 
renegotiable  and  nonrenegotiable  business  is  continued. 

With  the  exception  of  capital  goods,  the  overwhelming  bulk  of  the 
materials  produced  under  contracts  now  subject  to  section  403  will  be 
entirely  consumed  in  war  use,  and  will  not  compete  with  the  post-war 
output  of  the  contractors  supplying  them.  The  producers  of  munitions 
are  not  saturating  the  post-war  market  for  their  regular  products  as 
a  result  of  their  present  activities,  and  it  is  entirely  proper  to  consider 
all  of  their  profits  from  such  production  as  war  profits.  This  is  not 
the  case,  however,  with  producers  of  capital  goods,  most  of  whom  have 
been  turning  out  their  regular  products  for  the  equipment  of  war 
production  in  such  vast  quantities  that  they  face  a  saturation  of  their 
post-war  markets  while  a  war-created  surplus  is  being  absorbed  in 
commercial  use.  Their  profits  from  this  ballooned  wartime  production 
represent  in  part  an  anticipation,  or  borrowing  of  profits,  they  would 
otherwise  make  in  the  post-war  era,  and  are  to  this  extent  really 
peacetime  profits  received  during  the  war.  Their  inclusion  in  full  in 
renegotiation  results  in  a  serious  though  unintentional  discrimination 
against  capital  goods  manufacturers. 

As  to  our  conclusions  and  recommendations,  we  offer  the  following: 
This  review  of  retroactive  renegotiation  as  a  taxing  device  demon- 
strates clearly  its  disadvantages.  (1)  It  is  confused  in  its  objective, 
since  it  ignores  its  own  relation  to  the  Federal  tax  structure  as  well  as 
its  effect  on  profit  after  taxes,  the  only  effect  that  means  anything  to 
the  contractor,  or  indeed  to  anyone  else.  Its  impact  on  profit  reten- 
tion is  fortuitous  and  haphazard.  (2)  In  the  process  of  reducing  the 
contractor's  profit  after  taxes  indirectly,  through  a  reduction  of  his 
income  before  taxes,  it  deprives  him  of  the  safeguards  and  privileges 
he  would  enjoy  if  the  reduction  were  made  directly.  The  loss  of 
carry-back  reserves  and  post-war  credits  under  the  present  procedure 
represents  an  unjustifiable  impairment  of  the  post-war  financial  posi- 
tion of  industry.  (3)  It  is  dangerously  discretionary  and  arbitrary 
in  administration.  In  the  absence  of  any  standards  in  the  law, 
excessive  profits  become  simply  what  the  administrative  authorities 
consider  such.  The  voluntary  nature  of  settlements  is  largely  illusory, 
as  is  the  right  to  appeal  to  the  courts.  (4)  It  makes  heavy  demands 
on  the  time  and  energy  of  executives  in  charge  of  war  production. 
(5)  As  a  100-percent- tax  on  profits  deemed  excessive,  it  virtually 
destroys  the  financial  incentive  to  economy  and  efficiency  for  contrac- 
tors making  such  profits  (18-3,  4). 

It  is  our  considered  judgment  that  any  advantages  from  fleidbility 
in  taxation  under  renegotiation  as  presently  conducted  are  more  than 
counterbalanced  by  the  grave  defects  I  have  recited.  We,  therefore, 
recommend  the  repeal  of  section  403,  effective  as  to  pmfits  made 
after  the  close  of  1942.  Since  the  renegotiation  of  1942  profits  has 
already  been  completed  in  many  cases,  and  is  well  advanced  in  many 
f^ore,  there  are  practical  reasons  for  leaving  the  law  undisturbed  as 
it  applies  to  that  year  only  (19-2,  3). 

Authority  for  the  forward  repricing  of  individual  contracts,  by 
unilateral  action  if  necessary,  is  an  essential  of  war  procurement,  and 
should,  of  course,  be  preserved.  If  the  repeal  of  section  403  leaves  any 
aoubt  as  to  the  continuance  of  such  authority,  the  doubt  can  easily 
be  removed  by  specific  legislation  (19-4). 
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Proposals  for  amendment  if  section  403  is  continued:  If  our  recom- 
mendation  for  the  repeal  of  section  403  is  not  accepted,  we  propose 
certain  amendments  to  the  statute  to  mitigate,  in  some  degree  at 
least,  the  defects  brought  out  in  my  discussion  (19-5). 

Renegotiation  of  profit  after  taxes:  We  suggest  an  amendment,  not 
retroactive  to  1942,  to  authorize  the  renegotiation  of  profit  after 
taxes  or,  alternatively,  to  direct  the  authorities  to  take  into  considera- 
tion the  impact  of  taxes  in  arriving  at  the  determination  of  excessive 
income  before  taxes  (19-6). 

There  are  some  technical  difficulties  in  renegotiating  profit  after 
taxes.  While  these  may  be  circumvented  by  making  the  profit  reten- 
tion authorized  in  renegotiation  a  final  determination  unaffected  by 
any  subsequent  correction  or  adjustments  of  tax  liability,  an  alterna- 
tive procedure  would  be  to  provide  by  amendment  of  section  403  that 
the  Secretaries,  in  determining  the  reasonableness  of  profit,  shall  take 
mto  consideration  the  probable  effect  of  Federal  income  and  excess- 
profits  taxes.  This  would  make  clear  the  desire  of  Congress  that  the 
effect  of  taxes  be  no  longer  ignored,  but  would  otherwise  involve  no 
disturbances  in  existing  procedure  for  handling  tax  liability  estab- 
lished in  section  3806  of  the  Internal  Revenue  Code  (19-7/20-3). 

Allowance  of  post-war  reserves:  If  continued,  section  403  should  be 
amended  to  direct  the  Price  Adjustment  Board  to  determine  and  allow 
as  a  cost  of  production  a  reasonable  charge  for  reserves  for  post-war 
conversion  and  rehabilitation. 

Allowance  of  special  amortization:  If  renegotiation  is  continued,  the 
boards  should  be  directed  to  include  this  deduction  whenever  it  is 
allowable  for  tax  purposes  (21-1). 

Clarification  of  right  of  court  review:  The  use  of  pressure  to  dis- 
suade contractors  from  obtaining  mandatory  renegotiation  settle- 
ments which  they  can  test  in  the  courts  has  already  been  referred  to. 
To  prevent  this  violation  of  the  intent  of  Congress,  it  is  essential  that  if 
the  law  is  continued  it  be  amended  to  affirm  in  explicit  terms  the  right 
of  the  contractor  to  ask  for  and  obtain  a  mandatory  settlement  and  to 
appeal  it  to  the  courts.  Such  an  amendment  should  prohibit  the 
renegotiating  authorities  from  exercising  any  form  of  pressure  to  com- 
pel him  to  accept  a  voluntary  agreement,  or  from  engaging  in  any 
discrimination  or  punitive  action  against  him  if  he  elects  to  appeal. 
Special  treatment  for  profits  from  production  of  capital  goods: 
One.more  proposal  completes  our  recommendations  for  amendment  if 
section  403  is  continued.  We  urge  that  profits  from  the  sale  of  dur- 
able capital  goods  be  renegotiate  only  in  the  degree  to  which  the  goods 
themselves  are  consumed  in  war  service.  It  will  be  recognized  at 
once  that  this  poses  administrative  problems.  It  is  impossible  to 
determine  how  long  the  war  will  last  or  what  proportion  of  the  service 
life  of  equipment  will  be  exhausted  in  war  use.  We,  propose,  therefore, 
that  no  effort  be  made  at  the  time  of  renegotiation  to  determine  the 
matter,  but  that  it  be  left  for  later  events  to  decide.  Renegotiation 
of  profits  from  the  sale  of  productive  facilities  shall  proceed  as  at 
present,  except  that  the  resultant  refund,  if  any,  shall  be  escrowed, 
with  a  subsequent  transfer  to  the  Government  as  the  equipment  is 
consumed  in  war  service  (21-3,  4). 

The  rate  and  amount  of  such  transfer  must  depend  on  an  estimate 
of  the  total  service  life  of  the  facilities,  both  during  and  after  the  war. 
Obviously  this  is  as  unpredictable  as  the  duration  of  the  war  itself. 
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The  problem  pointed  up  here  is  adequately  met,  however,  by  estab- 
lished Government  policy  in  the  issuance  of  certificates  of  necessity, 
a  policy  arrived  at  after  prolonged  and  careful  consideration  of  all 
factoi's  involved.  This  assumes  that  the  entire  service  value  of  war 
facilities  will  be  exhausted  in  5  years  from  the  date  of  installation. 
We  propose  the  application  of  the  same  policy  to  the  problem  in 
hand.  Our  recommendation,  therefore,  is  that  20  percent  of  the  es- 
crowed refund,  to  which  we  have  referred,  shall  be  paid  over  to  the 
Government  for  every  year  of  war  service  of  the  facilities,  such  pay- 
ments to  cease  with  the  close  of  hostilities  (21-5). 

Mr.  Chairman,  that  concludes  my  summary.  I  regret  that  it  was 
not  possible  for  us  to  cover  our  complete  paper  because  I  recognize 
that  any  summary  takes  much  punch  out  of  a  statement;  however,  I 
am  hopeful  that  you  and  the  distinguished  members  of  your  com- 
mittee will  take  time  later  to  read  our  full  statement. 

The  Chairman.  Your  main  statement  presents  your  views?  The 
two  contain  your  views? 

Mr.  Kelly.  Yes;  the  main  statement. 

The  Chairman.  Mr.  Dingell. 

Mr.  Dingell.  Mr.  Kelly,  you  are  a  natural  producer  of  dies  and 
machinery,  are  you  not? 

Mr.  Kelly.  In  my  company,  sir? 

Mr.  Dingell.  Yes. 

Mr.  Kelly.  No,  sir;  we  do  not  manufacture  machinery  as  such. 
We  manufacture  parts.  We  are  more  in  the  steel-fabricating  business 
than  we  are  in  the  manufacture  of  completed  machinery,  so  far  as  my 
own  company  is  concerned. 

Mr.  DikcELL.  You  made  some  reference  to  putting  in  safeguards 
m  any  action  by  this  committee  and  the  Congress  with  regard  to  pre- 
venting any  punitive  action  by  the  Army  or  the  Navy  or  the  renegotia- 
tiiijr  group,  or  anyone  else,  did  you  not? 

Mr.  Kelly.  Yes,  sir. 

Mr.  Dingell.  I  think  that  that  is  quite  proper  that  that  should 
be  done  with  some  extreme  penalty  for  any  violation  of  such  provision 
as  you  mentioned. 

1  am  quite  convinced  that  the  Army  and  the  Navy  have  a  blacklist 
and  that  they  exercise  pressure  forever  after  whenever  anyone  seeks 
to  correct  any  injustice  or  make  any  complaint  with  regard  to  the 
brass  hats  here  in  the  service. 

The  unfortunate  part  is  that  we  so  seldom  are  able  to  get  any 
concrete  information  on  some  of  these  abuses.  I  personally  would 
like  to  get  some  of  that  information  because  I  would  like  to  bring 
somebody  here  and  pull  his  buttons  off  for  that  kind  of  abuse  of  busi- 
ness and  of  the  citizens  who  have  had  in  frequent  instances  cause  for 
coniplaint. 

Now,  tell  me,  do  you  have  anyone  in  mind,  an  individual,  any 
corporation  in  mind,  that  has  ever  suffered  from  a  punitive  action  on 
the  part  of  the  brass  hats?  If  so,  I  think  that  you  should  put  it  in  the 
J'ccord,  and  I  believe  the  committee  should  summon  these  gentlemen 
bore  before  the  committee  and  find  out  why,  and  if  possible,  if  we  can 
convict  them  in  this  committee,  I  think  that  we  ought  to  pull  their 
buttons  off  so  they  would  never  be  in  a  position  to  abuse  anyone  who 
complained  about  a  just  grievance. 

Do  you  have  anyone  in  mind,  any  corporation  or  any  individual, 
tbat  has  been  so  abused? 
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Mr.  Kelly.  No,  sir;  I  have  no  such  one  in  mind.  I  was  not 
addressing  myself  to  any  specific  case. 

Mr.  DiNGELL.  You  are  quite  convinced,  however,  that  the  wrath 
of  those  in  power  is  visited  upon  businessmen  and  corporations  who 
do  not  submit  meekly  to  the  dictum  of  the  powers  that  be? 

Mr.  Kelly.  Well,  certain  the  fear 

Mr.  DiNGELL  (interposing).  Am  I  right  in  that  deduction  or  not 
that  you  are  convinced  that  abuses  do  occur?  ' 

Mr.  Kelly.  You  are  correct  in  that  deduction. 

Mr.  DiNGELL.  Now,  I  would  like  to  ask  you  with  regard  to  the 
future  of  the  renegotiation  policy. 

If  the  renegotiation  procedm-e  accomplishes  anything  worth  while 
of  course  the  renegotiators  will  be  given  credit,  full  credit.  If  there  is 
anything  that  goes  wrong,  regardless  of  the  intent  of  Congress, 
Congress  will  get  hell.     Is  that  not  just  about  the  way  it  will  work  out? 

Mr.  Kelly.  I  should  not  be  so  pessimistic  about  Congress'  posi- 
tion, Mr.  Dingell. 

Mr.  DiNGELL.  Of  course,  you  are  on  the  wrong  side  of  the  fence. 
You  do  not  see  it  as  we  do. 

Mr.  Kelly.  My  Congressman  sits  on  your  committee,  and  I  am 
one  of  the  American  citizens  who  is  delighted  to  have  representing  him 
in  Congress  the  gentleman  who  is  here.     His  name  is  Mr.  Dewey. 

Mr.  DiNGELL.  A  very  splendid  and  valuable  member  of  this  com- 
mittee.    I  did  not  mean  on  the  wrong  side  of  the  fence  politically. 

Mr.  Kelly.  I  have  never  been  on  the  wrong  side  of  the  fence  politi- 
cally, Mr.  Dingell,  although  I  have  been  on  the  losing  side  often. 

Mr.  DiNGELL.  What  I  have  reference  to  is  that  you  are  not  here 
where  I  am. 

Mr.  Kelly.  Yes. 

Mr.  DiNGELL.  As  a  consequence,  you  do  not  see  how  the  credit 
and  the  fault  are  sometimes  placed.  Here  is  the  reason  I  asked  the 
question.  I  want  to  follow  it  up.  I  hold  to  the  theory  that  the 
renegotiators  are  a  part  of  the  very  same  group,  substantially  so  at 
least,  who  perhaps  in  the  first  place  bungled  a  contract  if  any  bungling 
occurred,  or  who,  because  of  pressure,  had  to  proceed  in  a  hurry  in 
giving  out  any  kind  of  contract,  or  who  placed  the  negotiation  of  the 
contract  in  the  first  instance  in  the  hands  of  men  who  knew  absolutely 
nothing  about  the  article  to  be  produced,  or  knew  nothing  about  the 
possibilities  of  mass  production. 

Now,  under  those  circumstances,  it  seems  to  me  that  the  renegotiat- 
ing power  established  by  Congress  should  be  in  the  hands  of  a  body 
that  is  absolutely  independent  of  the  Army,  the  Navy,  the  Maritime 
Commission,  or  any  other  governmental  agency  which  is  mentioned 
in  the  original  Renegotiation  Act,  and  that  instead  we  should  have 
an  independent  body  to  do  the  renegotiating  and  reporting  directly 
to  the  Congress. 

In  other  words,  an  independent  agency  free  of  any  politics,  free 
of  any  influence  whatsoever,  and  not  being  subservient  to  the  Army, 
the  Navy,  or  anyone  else,  and  responsible  directly  to  the  Congress. 

Do  you  agree  with  that  view  as  a  protection  to  the  public  interest— 
I  mean  something  similar  to  the  Interstate  Commerce  Commission 
or  the  Federal  Trade  Commission. 

Mr.  Kelly.  Well,  Mr.  Dingell,  I  am  so  completely  convinced  that 
renegotiation  is  unworkable  that  nothing  in  section  403  would  be 
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satisfactory   to  me  regardless  in  whose  hands  it  was  placed  for 
administration.  . 

Mr.  DiNGELL.  In  other  words,  you  are  msistmg  upon  a  complete 

repeal? 

Mr.  Kelly.  Yes,  sir. 

Mr.  DiNGELL.  But  that  is  not  your  attitude  in  the  statement 
that  you  have  made.  You  allow  for  the  possibility  of  renegotiation 
being  contiuued,  and  in  that  instance  do  you  prefer  that  it  remain 
as  is,  or  would  you  say  that  it  would  be  better  if  it  were  put  into  the 
hands  of  an  independent  agency  that  would  not  be  dominated  by  the 
^my,  the  Navy,  or  anyone  else,  and  which  would  be  a  direct  instru- 
mentality and  responsible  to  the  Congress? 

Mr.  Kelly.  My  curbstone  opinion  on  that,  Mr.  Dingell,  would  be 
to  agree  with  you. 

Mr.  Dingell.  That  is  what  I  am  trying  to  get. 

Mr.  Kelly.  But  I  should  like  to  consider 

Mr.  Dingell  (interposing).  I  am  trying  to  get  your  viewpoint. 

Mr.  Kelly.  Yes. 

Mr.  Dingell.  I  certainly  do  not  believe  that  those  who  have  had 
anything  to  do  with  the  making  of  a  contract  in  the  first  place,  and 
for  whatever  reason  it  was  necessary  to  redefine,  to  alter  by  renego- 
tiation that  contract,  that  they  ought  to  have  anything  to  do  it. 
I  think  it  ought  to  be  put  in  the  hands  of  an  entirely  independent 
body,  in  a  body  that  would  be  responsible  only  to  the  Congress  the 
same  as  some  of  the  other  high-class  independent  agencies  with  which 
no  one  on  either  side  of  the  aisle  finds  any  fault,  such  as  the  Interstate 
Commerce  and  the  Federal  Trade  Commission  and  several  other 
independent  agencies.  That  is  the  reason  that  I  asked  you  the 
question,  whether  you  believe  that  would  be  an  alternative  more 
acceptable  than  the  procedure  now  followed;  is  that  right? 

Mr.  Kelly.  Well,  my  quick  reaction  to  that,  Mr.  Dingell,  is  to 
agree  with  you  always  with  the  understanding  between  us  that  I 
think  section  403  will  be  found  impossible  no  matter  in  whose  hands 
it  rests  for  administration. 

Mr.  Dingell.  I  think  that  is  properly  recorded. 

We  are  speaking  now  of  the  possibility  of  an  alternative,  that  is,  the 
modification  or  change  for  the  better  in  case  it  is  not  completely 

repealed. 

Mr.  Kelly.  Well,  it  you  will  let  me  agree  with  your  recommenda- 
tion at  this  point  with  an  opportunity  to  discuss  it  later  with  you  after 
I  think  about  it  more  carefully,  I  should  be  glad  to. 

Mr.  Dingell.  If  you  want  to  alter  your  view  on  the  question,  I 
think  you  can  always  let  me  know  to  that  effect,  but  I  do  not  think 
you  are  compromising  your  position  any.  I  am  not  tiying  to  put  you 
on  the  spot.  I  do  not  think  there  is  any  occasion  for  you  to  be  cagey 
about  it.  It  is  really  **yes"  or  *'no,"  whether  it  would  be  better  as  it 
is  or  better  to  put  it  into  the  hands  of  an  independent  agency  and  at 
least  leave  it  on  a  higher  plane  because  I  do  know  for  a  fact  that  only 
a  few  days  ago  I  heard  from  a  member  of  Congress,  a  former  member 
of  Congress,  who  is  on  the  Army's  blacklist  for  a  speech  that  he  made 
on  the  floor  of  the  House.  I  would  like  to  be  able  to  bring  that  in 
here  some  time  as  proof.  I  would  like  to  find  out  who  in  the  Army 
or  the  Navy  has  the  courage  to  do  such  a  thing,  because  I  think 
Congress  has  means  and  methods  to  protect  itself. 
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Now,  if  that  is  triio  with  rcp:ard  to  Mombors  of  Congress  whose 
remarks  are  uttered  on  the  floor  of  the  House,  how  much  more  mi^Jit 
it  be  applied  to  citizens  and  businessmen  who  are  not  within  tlit 
family  circle,  and  what  I  am  trying  to  do  is  to  bring  about  as  much 
protection,  if  we  have  to  have  renegotiation,  I  would  like  to  brine 
about  as  much  protection  to  business  interests  and  the  individuals 
who  have  grievances  as  I  can,  whether  they  are  real  or  unfounded  for 
the  time  being. 

I  think  they  should  be  protected,  should  have  a  right  to  complain 
have  a  right  to  be  heard,  and  they  should  not  afterwards  be  punished! 
Mr.  Kelly.  I  agree  with  that,  sir. 
The  Chairman.  Mr.  Dewev. 

Mr.  Dewey.  Mr.  Kelly,  wfiile  it  may  in  the  final  analysis  be  impos- 
sible to  repeal  the  section  pertaining  to  renegotiation  of  contracts, 
there  are  undoubtedly  many  opportunities  by  which  it  can  be  amended 
to  make  it  more  operative  and  fairer  to  the  contractor  as  well  as  to 
the  general  weal  of  the  progress  of  the  war  eflfort. 

I  was  particularly  interested  in  your  suggestion  that  if  the  practice 
of  renegotiating  before  taxes  is  continued,  the  Secretary  should  be  by 
amendment  forced  to  take  into  consideration  the  results  of  renegotia- 
tion after  taxes,  which  I  presume  is  not  being  done  now,  and  we  know 
from  the  statenients  of  various  witnesses  that  have  appeared  before 
the  committee  it  has  left  them  in  a  very  difficult  financial  situation. 
I  was  particularly  interested  in  that  part  of  your  statement  as  to  the 
reserves  that  will  be  left  to  companies  particularly  of  the  type  of  your 
own,  or  the  ones  that  you  represent,  which  are  manufacturing  capital 
goods,  and  I  think  they  will  find  themselves  in  a  saturated  market  and 
in  a  very  difficiilt  position.     There  have  been  some  suggestions  and 
considerations  given  to  the  possibility  of  changing  the  postwar  credit 
as  it  now  exists  and  setting  up  an  actual  reserve  based  on  the  taxable 
income  of  companies  in  each  year.     By  that  I  mean  to  take  into  ac- 
count the  income  of  companies  against  which  the  normal  surtax  and 
excess  profits  tax  is  levied,  and  prior  to  levying  that  tax,  permit  the 
company  to  purchase  a  certain  percentage  of  a  special  government 
security— say  15  percent.     That  would  put  that  15  percent  into  the 
Treasury  for  the  use  of  the  war  effort  but  would  place  in  the  hands  of 
the  contractor  a  nonnegotiable  Government  security,  nonnegotiable 
at  least  until  the  termination  of  the  war,  and  that  Government  secur- 
ity could  then  be  used  after  the  termination  of  the  war  as  a  reconver- 
sion reserve  which  would  have  a  real  cash  value.     There  would  prob- 
ably be  provisions  that  such  a  reserve  might  be  used  for  reconversion 
purposes  within  a  specified  period — say  5  vears — and  if  it  was  not 
used  within  that  period,  the  security  would  then  be  canceled  and 
reverted  to  the  Treasury. 

Do  I  make  myself  clear  in  my  explanation  of  this  theory? 
Mr.  Kelly.  Yes   I  think  you  do.     I  think  that  is  very  clear. 
Mr.  Dewey.  I  would  like  to  get  an  expression  from  you  now  as  to 
the  effect  on  your  type  of  company,  the  capital  goods  company,  of 
such  procedure  as  compared  to  the  excessive-profits  tax  credit  that  is 
now  in  operation  under  the  1942  act. 

Mr.  Kelly.  My  opinion  is,  Mr.  Dewey,  that  would  be  helpful  to 
the  capital  goods  companies  and  that  it  is  a  suggestion  of  great  merit. 
I  think  that  it  does  not  answer  our  problem  completely,  by  any  means, 
and  if  you  are  suggesting  that  that  suggestion  be  adopted,  it  would 


ceem  to  me  urgently  necessary  to  permit  companies  to  avail  themselves 
of  this  15  percent  investment  before  the  war  terminates  in  the  event 
thcv  mean  to  do  so,  and  I  believe  that  in  many,  many  cases  among  the 
rapital  goods  manufacturers  they  would  have  to  do  so  because  termi- 
nations of  contracts,  the  saturation  point  having  been  reached  already 
bv  the  procurement  officers  so  far  as  need  for  certain  of  these  products 
is  concerned,  and  other  considerations  will  cause  many  of  the  capital 
goods  manufacturers  to  be  in  need  of  converting  before  the  cessation 

of  hostilities  possibly.  , 

Mr  Dewey.  Would  the  supplementing  of  this  post-war  reserve 
bv  putting  into  effect  something  similar  to  the  '*V"  loan  that  is  now 
in  operation  aid  you  in  your  position?  By  that  I  mean  that  a  com- 
pany for  reconversion  might  go  to  a  local  bank  and  get  a  loan  for  a 
period  not  usual  in  ordinary  commercial  banking  practice.  If  the 
banker  cared  to  extend  the  loan  for  a  period,  which  almost  might 
be  a  capital  loan  period  up  to  5  or  6  years,  all  well  and  good;  but 
if  he  thought  the  risk  was  a  little  more  than  he  cared  to  take,  pro- 
vision might  be  arranged  by  which  some  department  or  bureau  of 
the  Government  now  existing,  such  as  the  Reconstruction  Finance 
Corporation,  would  guarantee  that  loan,  or  there  might  be  a  separate 
fund  for  that  purpose  set  up  in  the  Federal  Reserve  Board  as  a  guarantee 
fund,  and  the  local  banker  might  go  and  get  the  Government  to  guar- 
antee a  portion  of  that  loan  to  help  him  carry  it  along.  Would  that 
situation  aid  you  in«your  position? 

Mr.  Kelly.  Mr.  Dewey,  as  a  supplement  to  what  we  suggest,  it 
would  be  very  helpful,  and  I  hope  that  we  will  have  the  advantage  of 
such  a  plan  later  on.  But  merely  as  a  supplement,  not  as  a  replacement 
of  our  plan.  W^e  ask  for  post-war  reserves  believing  that  agreement  is 
almost  unanimous  there  are  certain  conversion  costs  that  must  be 
charged  to  war.  We  take  the  position  that  since  the  price-adjustment 
boards  are  in  a  position  to  deal  arbitrarily  with  any  kind  of  an  issue, 
that  they  should  be  in  a  position  to  estimate  what  the  mdividual 
company  is  entitled  to  by  wav  of  post-war  reserves. 

Now,  as  a  supplement  to  that,  I  think  your  plan  would  be  very 

helpful  indeed.  .     .  . 

Mr.  Dewey.  Would  you  suggest  then  that  negotiating  agencies  be 
permitted  to— and  it  is  not  permitted  now  under  the  act,  settmg  up  the 
post-war  reserves  under  renegotiation,  as  I  understand  it,  that  would 
require  amendment  of  the  act  to  permit  them  to  set  up  post-war 
reserves  under  the  act— but  would  you  think  that  they  should  increase 
the  price  of  the  article  at  the  time  of,  or  allow  the  additional  profit 
under  renegotiation,  to  set  up  those  reserves  in  specific  cases? 

Mr.  Kelly.  I  do,  sir. 

Mr.  Dewey.  I  think  that  would  require  an  amendment  to  the  act 

as  it  now  exists. 

Mr.  Kelly.  You  may  be  correct  about  that,  Mr.  Dewey.  The 
price  adjustment  board  seemed  to  have  authority  now  to  do  almost 
anything  they  wish,  and  it  seems  to  me  that  their  present  authority 
would  include  the  setting  up  of  these  allowable  reserves. 

Mr.  Dewey.  That  may  be  true,  and  I  may  be  >\Tong,  but  my  im- 
pression is  that  the  price  adjustment  boards  do  not  believe  that  they 
liave  a  right  to  permit  the  setting  up  of  post-war  reserves  in  the 
renegotiations. 
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Mr.  Kelly,  Then,  sir,  I  think  if  the  boards  wish  to  continue  to  tak(^ 
that  position,  that  they  might  be  du-ected  by  Congress  to  change  their 
position  m  that  respect.  ^       ^ 

Mr.  Dewey.  Then,  to  sum  up,  you  think  that  there  should  be  in 
the  case  of  capital  goods  contractors  special  reserves  set  up  in  their 
special  cases?    That  is  No.  1.  t-  ^u 

No.  2  is  that  there  should  be  an  mcreased  amount  of  post-war 
reserves  to  take  the  place  of  the  post-war  credit  which  is  now  10  per 
cent  and  which  will  be  a  matter  of  negotiation,  probably,  after  th^ 
war  is  over,  ^  ^ 

Under  the  plan  that  I  suggest  the  securities  would  be  delivered  in 
«ach  year  and  be  m  the  hands  of  the  contractor  and  deducted  by  pur- 
chase  of  the  securities  from  taxable  income. 

Three.  Some  method  or  arrangement  made  by  which  commercial 
banks  wishing  to  extend  rather  long  credit  to  companies  for  recon- 
version  purposes  only  should  have  a  right  to  have  a  portion  of  that 
risk  guaranteed  by  a  Government  agency  for  a  guaranteed  fee 

Mr.  Kelly.  Yes. 

Mr,  Dewey,  Do  you  think  that  would  help  your  situation? 

Mr  Kelly.  I  agree  that  those  supplements  to  our  suggestions 
would  be  very  helpful  mdeed,  Mr.  Dewey. 

Mr.  Dewey.  Thank  you  very  much,  Mr.  KeUy. 

Mr.  Kelly.  Thank  you,  sir. 

The  Chairman.  Mr.  McGranery. 

Mr.  McGranery,  Mr.  KeUy,  were  all  the  members  of  your  insti- 
tute gomg  companies  before  the  war? 

Mr.  Kelly,  Yes. 

Mr.  McGranery.  To  what  extent  have  they  been  expanded  as  a 
result  of  the  war  effort? 

^  Mr.  Kelly.  That,  of  course,  varies  from  companv  to  company 
^me  of  the  companies  have  been  greatly  expanded  because  of  the 
war  ettort.  I  presume  that  practicaUy  all  have  expanded  m  some 
degree. 

Mr.  McGranery.  What  would  be  your  approximate  percentage  of 
expansion  over  the  whole  period? 

Mr.  Kelly.  Ave  you  speaking  of  expansion  in  terms  of  plant  capac- 
ity or  in  terms  of  sales? 

Mr.  McGranery.  Plant  capacity. 

Mr.  Kelly.  Oh,  I  am  afraid  that  I  cannot  answer  that  question 
mtelligently.     Mostly  by  veiy  large  amounts. 

Mr.  McGranery,  How  was  the  expansion  financed? 

Mr.  Kell^\  Well,  very  substantially  by  private  capital,  very  sub- 
stantially by  Government  money,  depending  upon  the  individual  case. 
In  my  own  company  we  expended  about  50  percent. 

Mr.  McGranery.  Fifty  percent? 

Mr.  Kelly.  About  50  percent. 

Mr.  McGranery.  Wliich  is  your  company? 

Mr.  Kelly,  Kelly-O'Leary  Steel  Works,  and  without  the  aid  of 
Government  money.  However,  as  we  know,  many  companies  have 
Imd  access  to  Government  funds  and  have  had  assistance  from  the 
Government. 

Mr.  McGranery.  I  do  not  know,  but  I  would  assume  that  perhaps, 
m  the  case  of  the  Baldwm  locomotive  Works,  they  were  financed 
largely,  I  suppose,  through  Government  funds? 
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Mr.  Kelly,  Well,  I  am  not  intimately  familiar  with  Baldwin,  but 
my  general  knowledge  would  lead  me  to  say  that  the  plant  expansion 
of  Baldwin'  perhaps,  has  not  been  great.  The  machinery  expansion 
undoubtedly  has  been  veiy  great.  As  to  whether  Baldwin  made  more 
use  of  Government  funds  or  financed  their  expansion  themselves,  I 

am  not  in  position  to  say.  ^i,  ^  • 

Mr.  McGranery.  But  in  your  experience,  do  you  know  that  in 
some  cases  prior  to  the  war  there  were  companies  that  had  been  dor- 
mant for  years  that  were  resurrected  as  a  result  of  the  war  effort,  and 
were  finance-d  almost  entirely  out  of  Government  tunds?  You  know 
that  out  of  yonr  own  company's  experience  in  business,  do  you  not? 
Mr.  Kelly.  If  you  are  referring  to  members  of  the  institute  which 

I  am  representing .     -       .    ^i.  n « 

Mr.  McGranery.  I  am  not.     I  am  referring  to  the  over-all  tigure. 

Mr.  Kelly.  Oh,  yes;  there  have  been  such  companies,  of  course. 

Mr.  McGranery.  Many  of  these  companies,  of  course,  that  have 
expanded,  were  really  set  up  in  business  by  the  Government.  I  notice 
in  one  part  of  your  statement  you  say  that  because  of  your  manufac- 
ture of  capital  goods  you  ought  to  have  some  special  consideration; 
that  is  correct?  . 

Mr.  Kelly.  Yes,  sir;  that  is  indicated  in  the  last  recommendation 

that  is  in  this  paper. 

Mr.  McGranery.  I  notice,  after  you  get  down  to  your  conclusions, 
and  you  speak  of  the  establishment  of  a  reserve,  your  formula  is  a 
flat  reserve  which  would  benefit  all  contractors;  that  is  correct,  too? 

Mr.  Kelly.  The  allowable  reserve  that  we  are  suggesting  that  the 
price  adjustment  boards  make? 

Mr.  McGranery.  Yes. 

Mr.  Kelly.  Yes,  sir. 

Mr.  McGranery.  That  is  for  everybody? 

Mr.  Kelly.  Yes,  sir. 

Mr.  McGranery.  So  that  while  you  on  the  one  hand  say  that  by 
reason,  first,  of  the  manner  in  which  you  got  into  war  production,  and, 
second,  by  the  reason  of  the  manufacture  of  your  type  of  goods,  you 
ought  to  receive  special  consideration,  you  also  contend — and  I  think 
with  some  justification— that  you  are  now  manufacturing  your 
regular  peacetime  goods  and  for  that  reason,  too,  you  want  special 
consideration.  But  how  do  you  justify  your  conclusions  that  in  the 
over-all  picture  there  ought  to  be  a  flat  formula  for  the  whole  negotia- 
tion set-up? 

Mr.  Kelly.  If  you  refer  to  a  flat  formula  with  reference  to  the  sug- 
gestion that  I  have  made  as  to  reserves,  I  may  say  that  what  we  are 
recommending  there  is  merely  that  the  Price  Adjustment  Board, 
having  the  individual  case  before  it,  being  completely  informed  b^  the 
company  as  to  the  prospect,  the  post-war  prospect  of  that  company, 
should,  in  consultation  with  the  company,  set  up  a  reserve  that  is 
needed  by  that  company,  if  any.  And  we  beheve  that  the  price- 
adjustment  boards  should  do  that  with  any  company  that  they  finally 
establish  as  having  earned 

Mr.  McGranery  (interposing).  Then  you  believe  in  leaving  the 
law  as  it  is? 

Mr.  Kelly.  No.  I  think  we  are  talking  about  two  things  here. 
We  are  asking — the  Machinery  Institute  is  asking — that  the  law  be 
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repealed.     We  believe  it  should  be  repealed  at  the  end  of  business  in 
1942. 

If  it  is  not  repealed,  then  we  are  making  certain  suggestions  as  to 
amendments.  One  of  those  amendments  has  to  do  with  post-war 
reserves.  But  I  want  to  make  myself  very  clear.  We  feel  the  law 
should  be  repealed. 

Mr.  McGranery.  I  understand  that;  but,  the  law  not  being  re- 
pealed, you  come  in  here  and  you  argue,  very  properly,  that  your 
business  is  a  business  not  entirely  related  to  most  of  those  now  en- 
gaged in  the  war  effort,  and  for  that  reason  you  want  special  consider- 
ation. Then  you  reach  a  conclusion  from  which  you  recommend  to 
the  committee  that  we  set  up  a  flat  formula  that  will  be  applied  to  all 
contractors. 

I  see  that  your  friend  shakes  his  head,  "No.''  I  would  like  to  get  an 
answer  either  from  you  or  from  him.  I  am  only  looking  tor  some 
information.     You  recommend  a  flat  formula  here,  as  I  see  it. 

Mr.  Kelly.  Are  we  speaking  about  the  paragraph  on  allowance  of 
post-war  reserves? 

Mr.  McGranery.  That  is  right. 

Mr.  Kelly.  Very  well.  We  are  saying  that  if  continued,  section 
403  should  be  amended  to  direct  the  price-adjustment  boards  to  deter- 
mine and  allow  as  a  cost  of  production  a  reasonable  charge  for  reserves 
for  post-war  conversion  and  rehabilitation.  We  are  saying  that  as 
applied  to  any  contractor  being  renegotiated  by  a  price-adjustment 
board. 

Mr.  McGranery.  You  go  further  and  you  recommend  20  percent. 
How  do  you  arrive  at  that? 

Mr.  Kelly.  As  to  the  20  percent,  we  are  speaking  only  of  certain 
companies,  manufacturers  of  capital  goods,  who  are  making  in  war- 
time their  regidar  peace  time  products;  a  manufacturer  of  tools,  a 
manufacturer,  let  us  say,  of  a  lathe,  selling  it  in  wartime. 

Mr.  McGranery.  Suppose  we  have  a  manufacturer  of  a  tool,  a 
manufacturer  of  a  lathe,  or  a  manufacturer  of  both.  Let  us  assume 
that  we  have  set  them  up  in  business  with  Govermnent  funds.  Are 
they  entitled  to  the  same  allowance? 

Mr.  Kelly.  That  leads  me  to  make  this  statement,  that  we  as 
American  citizens  must  decide  whether  we  are  going  to  permit  the 
tax  laws  to  function,  even  though  an  occasional  contractor  gets  larger 
profits  than  he  is  entitled  to ;  whether  we  are  going  to  use  tax  laws  as 
tax  laws,  applied  across  the  board,  and  take  a  chance  on  letting  some- 
one make  a  little  more  money,  but  preserving  the  effectiveness  of  all 
contractors,  making  them  work  most  efficiently,  making  them  work 
most  economically. 

I  take  the  position  that  it  is  much  more  important  for  us  to  encour- 
age all  producers  to  carry  on  at  an  absolute  maximum  of  efficiency 
and  in  the  most  economical  operation  than  it  is  for  us  to  be  concerned 
as  to  whether  some  individual  slides  by  with  too  much  profit.  As  a 
matter  of  fact,  the  renegotiation  statute  certainly  does  not  cover 
war  profits.  There  are  thousands  of  taxpayers  who  undoubtedly  are 
making  profits  that  a  renegotiating  board  would  consider  excessive  if 
the  renegotiating  board  were  in  a  position  to  consider  that  business  as 
renegotiable  business. 

The  retailers;  the  hotel  man  in  Chicago  whose  hotel  is  packed 
because  of  war  business;  the  railroads  whose  lines  are  packed  because 


of  war  business;  the  entrepreneur;  the  real-estate  speculator  who, 
perhaps,  is  getting  larger  profits  out  of  his  speculations  now  because 
the  war  has  advanced  real-estate  prices — renegotiation  does  not  cover 
war  profits.    Renegotiation  is  only  covering  a  certain  segment  of  war 

Mr.  McGranery.  Mr.  Kelly,  every  member  of  this  committee,  as 
I  know  them,  believes  in  what  you  have  just  said.  And  I  think  every 
member  of  this  committee  understands  the  Renegotiation  Act,  at 
least  to  some  extent.  But  you  are  here  making  a  recommendation. 
And  I  would  like  to  know  how  you  arrive  at  a  flat,  thumb-rule  formula. 
You  tell  this  committee  that  there  are  no  two  contractors,  even  those 
who  may  be  exactly  in  the  same  class  and  start  off  from  scratch,  and 
have  carried  on  all  during  the  war  effort,  that  are  exactly  alike.  Now 
I  would  like  to  know  how  you  can  offer  a  formula  such  as  you  have 
offered  to  this  committee.  If  you  have  some  information  there  on 
which  that  is  based,  I  want  to  know  what  it  is;  because  nobody  on  this 
committee  wants  to  penalize  industry.  Nobody  wants  to  penalize 
initiative.  Nobody  wants  to  penaUze  enterprise,  free  enterprise,  if 
you  will.  But  what  we  do  want  to  know  is  something  of  an  intelligent 
nature.  Suppose  I  went  outside  and  said  "Yes,  I  am  in  favor  of  the 
establishment  of  a  20-percent  post-war  reserve."  Then  you  say  to 
me,  "How  do  you  arrive  at  that,  Jim?  Here  is  the  United  Engineer- 
ing Co.  over  here,  that  has  been  a  dormant  company  for  years.  They 
went  into  the  war  effort;  they  were  revived;  they  are  making  money. 
They  are  in  a  very  favored  class.  If  they  were  washed  right  out 
after  the  war,  they  still  would  have  enjoyed  during  the  war  period 
something  of  prosperity.     Certainly  they  lose  nothing." 

Now,  when  you  come  into  the  committee,  representing  business,  all 
we  want  is  for  business  to  tell  us  what  is  the  intelligent  thing  to  do, 
and  by  God,  you  will  have  the  Congress  behind  you.  But  you  can- 
not come  in  here  and  convince  me,  at  least,  that  you  can  very  easily 
arrive  at  a  flat  thumb-rule  formula  of  20  percent  and  not  tell  me  how 
you  got  that,  and  why  you  need  it. 

Mr.  Kelly.  Well,  Mr.  Congressman,  the  20  percent  that  you  are 
referring  to  now  relates  only  to  certain  capital  goods.  We  understand 
one  another  on  that,  do  we  not? 

Mr.  McGranery.  That  is  right. 

Air.  Kelly.  Any  figure  is  arbitrary.  The  producers  of  these  goods 
in  wartime  that  are  robbing  their  peacetime  markets  have  written 
themselves  out  of  business  for  an  indefinite  period  of  years. 

I  have  tools  in  my  plant  that  are  a  good  many  years  older  than  5. 
So  has  everyone  else  who  operates  a  plant. 

We  used  the  5-year  program  here  because  the  Government  has 
already  adopted  the  5-year  period  in  connection  with  certificates  of 
necessity. 

Mr.  McGranery.  Right  at  that  point,  so  that  we  may  get  along, 
what  allowance  do  you  have  for  depletion? 

Mr.  Kelly.  I  do  not  know  what  you  mean  by  depletion  as  con- 
nected with  capital  goods. 

Mr.  McGranery.  Depreciation;  I  used  the  word  "depletion,'^  but 
what  allowance  do  you  have  for  depreciation  of  your  facilities? 

Mr.  Kelly.  What  allowance  do  the  companies  now  have? 

Mr.  McGranery.  Yes. 

Mr.  Kelly.  Are  you  speaking  of  the  5-year  amortization? 
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Mr.  McGranery.  Your  tools  last  for  a  period  of  5  years,  maybe 
longer.  If  that  is  to  be  corrected,  it  will  have  to  be  done  somewhere 
else  other  than  in  renegotiation. 

Mr.  Kelly.  We  are  speaking  now  not  about  the  owner  of  the  tools 
but  about  the  manufacturer  of  the  tools.  It  is  the  manufacturer  of 
the  tools  to  which  our  plan  applies;  it  is  not  the  owner  of  the  tool 
We  are  talking  about  the  seller  of  the  tool.  We  are  talking  about  a 
man  selling  in  wartime  a  tool  that  may  be  used  for  10  years  after  the 
war,  that  may  be  used  for  15  years  after  the  war — ^who  knows?  Many 
of  these  tools  are  used  for  many,  many  years. 

I  have  a  crane  in  my  plant  that  has  been  there  for  29  years,  and  it 
is  still  being  used. 

Mr.  McGranery.  How  do  you  arrive  at  a  basis  for  a  recommenda- 
tion of  a  20  percent  establishment  of  post-war  reserves,  which  you 
make  to  the  committee,  when  you  have  not  even  covered  the  broad 
field  of  all  contracts,  even  for  your  own  plant?  Carrying  the  thing 
right  back  into  your  own  plant,  how  do  you  arrive  at  a  basis  of  recom- 
mendation of  20  percent  establishment  of  post-war  reserves? 

Mr.  Kelly.  I  do  not  want  you  to  confuse  me  as  a  user  of  a  crane 
Mr.  Congressman,  with  a  manufacturer  of  a  crane.  I  am  speaking 
here  of  the  manufacturer  of  the  crane,  and  I  am  suggesting  that  in 
the  event  that  manufacturer  has  been  found  by  a  price  adjustment 
board  to  have  excessive  profits  on  his  crane  manufacture  of  half  a 
million  dollars,  that  this  procedure  be  applied,  at  which  time  he  gives 
up  $500,000,  and  there  is  no  refund  or  rebate  of  any  kind;  that  goes 
back  to  the  Government. 

Under  this  proposal  we  are  suggesting  that  if  the  war  lasts  for  5 
years,  the  Government  will  receive  the  $500,000.  If,  on  the  other 
hand,  the  war  lasts  for  2%  years,  following  the  sale  of  those  cranes 
that  caused  these  excessive  profits,  that  manufacturer  would  have  a 
refund  of  $250,000. 

Now,  cranes  may  be  used  for  25  or  30  years.  I  suppose  there  are 
manufacturers  who  feel  that  they  should  be  entitled  not  to  extend  this 
over  5  years — not  so  short  a  time  as  that — but  to  extend  it  over  25 
years,  because  their  products  will  be  used  for  that  period.  The  5-year 
suggestion  that  we  have  made  is  an  arbitrary  suggestion.  It  gives 
the  Government  the  largest  amount  of  money  we  think  it  is  entitled 
to  from  that  kind  of  a  contractor. 

Mr.  McGranery.  I  follow  you  all  right,  Mr.  Kelly,  but  the  only 
think  I  want  to  point  out  to  you  is  that  it  will  be  the  duty  of  this 
committee  to  make  some  recommendations  to  the  Congress,  and 
whatever  we  recommend  we  have  got  to  support  with  reasons.  You 
can  give  me  an  isolated  case  that  would  be,  perhaps,  just  "jake";  but 
without  the  history  of  these  contracts  you  cannot  make  a  law  for  each 
particular  case. 

I  have  heard  some  criticisim  here  by  our  own  members  of  the  am- 
biguities in  the  present  law.  And  certainly  downtown  they  have  got 
to  construe  and  interpret  the  law  as  we  lay  it  down. 

I  cannot  find  any  man,  no  one  that  I  have  ever  talked  to  about  this 
renegotiation  matter,  who  can  tell  me  what  we  can  put  into  the  law 
that  will  not  again  have  to  be  subjected  to  fair  treatment  by  those 
into  whose  hands  we  have  placed  the  authority  to  administer  it. 
You  can  hope  to  get  only  substantial  justice  out  of  this.  There  is  no 
such  thing  as  absolute  equality,  as  I  see  it. 


Mr.  Kelly.  I  agree  with  you,  but  that  is  why  we  believe  the  law 
thould  be  repealed.     That  is  one  of  the  reasons. 

May  I  say  this,  Mr.  Congressman?  I  should  like  to  bring  this 
thought  to  the  attention  of  the  members  of  the  Ways  and  Means 
Committee.  What  we  need  in  the  post-war  period  is  employment. 
In  the  1930's  it  took  us  years  in  this  country  to  get  an  understanding  of 
the  fact  that  unless  we  had  rather  full  employment  in  the  heavy  goods 
industries,  we  have  unemployment  and  a  great  depression  in  the 
Nation.  It  was  not  until  1938  that  economists,  representatives  of  the 
Government,  representatives  of  business,  finally  agreed  on  that  fact. 
It  was  in  a  hearing  conducted  by  Senator  Byrnes  on  the  subject  of 
unemployment  that  we  finally,  after  debating  this  issue  for  5  years, 
came  to  an  agreement  that  unless  you  have  rather  full  emplojmaent 
in  the  capital  goods  industries  in  America,  you  have  a  depression. 

I  cannot  emphasize  too  strongly  to  you  gentlemen  that  the  capital- 
goods  industry  must  be  so  treated  in  taxation  that  they  will  have  an 
opportunity  to  provide  employment  in  the  post-war  period. 

We  have  a  situation  here  that  is  the  fault  of  no  one.  We  have  a 
war  on  our  hands  that  must  be  won.  We  have  to  make  the  tools 
to  win  the  war.  We  have  made  those  tools  and  by  making  those 
tools,  we  have  borrowed  from  our  post-war  market. 

The  question  of  profits  by  the  manufacturer  is  important,  but  in 
the  matter  of  employment,  we  must  treat  those  companies  as  liberally 
as  we  can  so  that  in  the  post-war  period  they  will  have  the  financial 
ability  to  employ  workers.  They  will  be  able  to  reconvert.  They 
will  be  able  to  invent.  They  will  be  able  to  conduct  research  pro- 
grams that  in  time  will  put  products  on  the  market  that  will  make 
obsolescent  these  wartime  products  that  now  are  staring  them  in  the 
face  with  a  10-  or  15-year  life. 

It  is  of  the  greatest  importance  that  that  matter  of  post-war 
employment  be  understood  in  connection  with  the  capital-goods- 
industries  problem. 

Mr.  McGranery.  I  do  not  want  to  detract  from  your  heavy-goods 
industry,  but  when  I  first  came  to  the  Congress  I  sat  on  the  Banking 
and  Currency  Committee,  and  we  had  every  economist  in  the  country 
come  there  all  during  the  depression  and  tell  us  what  was  the  cause 
of  it.  But  your  heavy-goods  industry  is  just  another  cog  in  the  wheel. 
You  cannot  lay  the  success  or  failure  of  the  American  economy  to 
any  one  particular  industry.  When  things  are  going,  we  are  all 
humming — all  of  us  and  when  things  are  bad,  everybody  stops,  even 
the  heavy  industries. 

But  the  big  question  that  the  committee  will  have  to  determine 
is,  What  is  fair  to  business?  How  can  we  do  substantial  justice? 
You  are  not  going  to  do  equal  justice.  But  how  can  we  do  substantial 
justice  to  business  and  to  the  Government?  And  this  committee 
will  have  to  give  the  Congress  the  reasons  for  doing  it  that  way* 
It  is  not  a  question  of  just  coming  in  and  saying,  "WTiy,  sure,  after 
taxes  is  the  way  these  things  ought  to  be  renegotiated." 

T  his  is  a  brand-new  philosphy  introduced  into  our  form  of  Govern- 
ment, and  yet  nobody  to  date,  appearing  before  this  committee,  has 
said  why  other  than  that  it  creates  a  larger  net  income  to  the  corpora- 
tion or  to  the  individual.  And  that  is  not  a  very  good  reason  to  take 
across  the  street  on  which  to  make  an  argument. 
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We  have  had  the  lumber  people  in  here.  Not  one  of  them  has  said 
why  they  were  exempt  or  why  they  should  be  exempt. 

I  just  found  out  this  morning  that  cement  is  exempt,  and  that  is 
almost  a  complete  monopoly  in  our  country.  Yet  it  is  exempt.  I 
just  found  that  out  this  morning. 

So,  Mr.  Kelly,  we  want  to  do  what  is  right  and  I  hope  if  there  is 
anybody  out  there  who  is  going  to  testify  after  you,  they  will  be  able 
to  make  recommendations  that  will  have  reasons  behind  them  and 
not  merely  a  conclusion.  I  say  that  to  you  very  respectfully,  because 
I  think  your  statement  has  been  a  fine  statement.  You  are  giving  us 
the  result  of  your  o^\^l  experience  in  your  own  business,  but  with  a 
knowledge  from  general  business  experience  covering  these  other  con- 
tractors who  have  gotten  off  in  the  race  at  different  handicaps. 

Mr.  Kelly.  May  I  make  two  further  observations,  Mr.  Congress- 
man? 

Mr.  McGranery.  Surely. 

Mr.  Kelly.  First  I  should  like  to  say  that  I  am  disappointed  that 
the  heavy-goods  industry  did  not  make  their  case  a  little  better 
before  you  on  these  committees  on  which  you  sat.  I  agree  that  the 
heavy-goods  industries  are  but  one  part  of  America.  But  I  disagree 
with  you  that  we  can  have  prosperity  in  America  without  having 
gained  quite  full  activity  and  employment  in  the  heavy-goods  indus- 
tries. 

Mr.  McGranery.  In  all  of  them,  I  said;  they  all  go. 

Mr.  Kelly.  Very  well,  sir.  I  presume  we  should  not  take  more 
time  on  that  particular  question,  but  maybe  you  and  I  can  do  it 
some  other  time,  later. 

Now,  second:  Renegotiation  is  merely  a  taxing  device.  It  is  a 
supertax  admunistratively  laid.  We  do  not  believe  that  the  Congiess 
should  permit  that  kind  of  taxation.  We  believe  the  Congress  has 
done  an  extraordinarily  good  job  on  taxation;  and  your  conamittee 
^nd  the  Senate  Finance  Committee  have  done  it. 

When  renegotiation  was  put  on  the  books,  we  had  an  excess-profits 
tax  of  60  percent.  You  very  wisely  raised  it  to  a  maximum  of  90 
percent.  You  have  shown  a  great  ability,  I  think,  in  handling  the 
tax  laws  of  this  country,  and  we  think  the  tax  laws  can  reach  the  con- 
tractors now  being  reached  by  renegotiation,  with  the  exception  of 
that  small  minority — I  do  not  know  how  many  there  are;  the  House 
Naval  Affairs  Committee  says  they  are  a  percent  of  all  the  contractors. 
Maybe  they  are  5  percent,  maybe  they  are  less.  But  we  think  that 
tax  laws  should  work,  not  administrators,  however  able  those  admin- 
istrators may  be,  and  however  fair  they  may  be.  And  I  have  made 
that  claim  in  this  statement,  that  we  have  nothing  but  the  greatest 
respect  for  them. 

Mr.  McGranery.  Tell  me  this  right  here,  Mr.  Kelly,  and  then  I 
will  be  through.  How  can  our  tax  laws  reach  a  corporation  doing 
war  work  on  a  Government-negotiated  contract,  where  the  company 
itself  goes  out  and  suddenly  steps  up  the  salaries  of  its  ofHcers  and  its 
entire  personnel,  and  in  addition  to  giving  them  large  increases  in 
salary,  gives  them  large  bonuses?    How  are  we  going  to  correct  that? 

Mr.  Kelly.  You  have  already  corrected  that,  Mr.  Congressman, 
in  very  large  part,  because  the  individual  rates  are  vei-v  h\srh  and  most 
of  that  money  comes  back  to  the  Government. 


Mr.  McGranery.  A  good  portion,  but  we  lose  a  good  portion, 
because  of  the  break-up. 

Mr.  Kelly.  All  right,  Mr.  Congressman,  I  am  ready  to  make  a 
trade.  I  am  ready  to  lose  some  of  it;  I  am  ready  to  let  the  fellow 
across  the  street,  the  occasional  fellow  across  the  street,  get  a  little  bit 
jnore  than  he  is  entitled  to,  provided  we  can  get  maximum  production, 
niost  efficient  production,  most  economical  production,  from  the  great 
vast  of  manufacturers  in  this  country.  I  am  ready  to  make  that 
trade.  I  do  not  believe  we  will  have  a  perfect  tax  system.  Certainly 
there  is  nothing  perfect  about  renegotiation.  Certainly  there  is 
nothing  perfect  about  any  tax  law.     But  let  us  have  a  law. 

Mr.  McGranery.  That  is  what  we  want  you  to  tell  us,  how  we 
ought  to  do  it. 

Mr.  Kelly.  I  proposed  some  matters  for  your  consideration,  and 
I  hope  you  will  read  them  carefully,  and  I  hope  the  Congress  will 
accept  them. 

Mr.  McGranery.  That  is  all. 

Mr.  Knutson.  Mr.  Kelly,  in  replying  to  a  question  by  Mr.  Mc- 
Granery, you  made  a  statement  that  I  subscribe  to  wholeheartedly. 
As  I  see  it,  we  are  going  to  have  a  tremendous  unemployment  problena 
after  the  armistice.  There  wdl  be  millions  and  millions,  not  only 
in  uniform,  but  now  engaged  in  war  production,  that  ^ill  have  to 
be  covered  back  into  peacetime  production.  It  follows  that  Congress 
should  do  everything  possible  to  expedite  the  conversion  from  war  to 
peace,  so  as  to  take  up  the  slack  at  the  earliest  possible  moment,  the 
purpose  being  to  obviate  the  necessity  for  a  super  W.  P.  A.  which, 
of  course,  we  will  have  to  set  up  if  we  fail  to  meet  that  problem. 

Now,  it  would  seem  to  me  that  if  I  were  living  in  a  highly  indus- 
triahzed  district,  such  as  my  good  friend  from  Pennsylvania  represents, 
I  would  insist  that  my  Representative  in  Congress  do  everything 
within  his  power  in  the  way  of  promoting  legislation,  tax  legislation, 
and  otherwise,  to  promote  this  transition  as  speedily  as  possible,, 
v^^ith  the  least  loss  of  time. 

We  talk  about  these  profits  that  are  involved  here,  these  exorbitant 
profits  involved  in  renegotiation;  and  they  are  great,  admittedly  great. 
We  have  made  substantial  progress  in  recovering  those  that  applied 
to  1942,  and  I  think  we  will  all  admit — it  has  been  testified  to  by 
Government  witnesses  that  in  the  light  of  the  experience  that  they 
gained,  in  1943  there  will  be  comparatively  little  need  for  renegotiation 
of  contracts  entered  into  subsequent  to  January  1  of  this  year. 

But,  getting  back  to  the  broad  picture,  while  I  represent  an  agricul- 
tural district,  with  little  or  no  industry,  yet  I  am  just  as  much  con- 
cerned over  the  conversion  problem  that  lies  ahead  of  us  as  though  I 
represented  an  industrial  district,  such  as  my  distinguished  friend  from 
Philadelphia,  the  City  of  Brotherly  Love,  where  they  are  having  such 
a  peaceful  and  harmonious  campaign  for  mayor  at  the  present  time. 

I  am  looking  at  this  picture  from  one  angle  primarily:  What  is  for 
the  best  interest  of  the  132,000,000  American  people?  Of  course,  if 
^e  are  going  to  run  every  concern  through  a  wringer,  then  when  the 
armistice  comes  industry  will  have  to  come  to  Washington  with  a  tin- 
<^up  in  their  hands  and  waste  their  time  in  the  anteroom  until  they 
can  get  to  see  Jesse  Jones  or  one  of  his  subordinates  down  at  the 
V"  F.  C.  But  I  would  like  to  see,  when  the  armistice  comes,  American 
industry  in  such  a  situation  that  they  can  go  right  ahead  at  full  speed; 
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convert;  take  up  the  labor  slack,  so  there  will  be  no  need  for  a  W.  P.  A 
And  the  next  W.  P.  A.,  if  we  have  to  have  one,  will  make  this  one 
look  like  a  doughnut  in  a  Salvation  Army  canteen,  by  comparison 

We  spent  about  $20,000,000,000  on  the  last  W.  P.  A.,  and  by  no 
stretch  of  the  imagination  can  there  be  as  much  as  $20,000,000,000 
involved  in  all  these  renegotiations  combined. 

Mr.  Chaii-man,  at  this  time  I  would  like  to  insert  at  the  request  of 
Representative  Holmes,  of  Massachusetts,  a  letter  from  a  constituent. 
Mr.  Holmes  has  also  asked  me  to  announce  that  he  is  in  favor  of  the 
repeal  of  the  Renegotiation  Act. 

The  Chairman.  You  do  not  want  to  offer  that  in  the  middle  of 
Mr.  Kelly's  testimony? 

Mr.  Knutson.  I  offer  it,  to  be  inserted  at  any  appropriate  place  in 
the  record. 

(The  letter  offered  by  Mr.  Holmes,  of  Massachusetts,  for  the  record, 
is  as  follows:) 

Coppus  Engineering  Corporation, 

Worcester,  Mass.,  September  9,  1943. 
Congressman  Pehr  Holmes, 

Worcester,  Mass. 

Dear  Pehr:  Will  you  please  bring  the  following  statements  of  facts  and 
suggestions  to  the  attention  of  the  committee  which  is  now  holding  hearings  about 
amendment  of  the  renegotiation  law? 

We  are  a  small  company  with  163  employees  of  whom  135  work  in  the  shop 
and  28  in  the  office. 

^  Practically  100  percent  of  our  output  is  for  the  war  effort.     Our  three  main 
lines  of  equipment  are  as  follows: 

1.  Steam  turbines  for  driving  auxiliary  units,  such  as  blowers,  pumps,  com- 
pressors, etc.  Our  steam  turbines  are  used  on  such  important  jobs  as  driving 
pumps  on  aircraft  carriers  the  Kaiser  Co.  is  building,  geared  steam  turbines  to 
drive  pumps  on  LSD  vessels,  all-steel  steam  turbines  to  drive  pumps  on  escort 
vessels,  class  DE-SI ,  all-aluminum  compressed  air  turbines  for  driving  blowers  on 
various  naval  vessels,  steam  turbines  for  driving  auxiliary  equipment  on  tankers, 
in  oil  refineries,  synthetic  rubber  plants,  boiler  plants  of  naval  and  Army  air 
bases,  ordnance  plants,  etc. 

2.  Blowers  for  mine  and  industrial  ventilation,  for  exhausting  welding  fumes 
while  naval  and  maritime  vessels  are  being  built.  We  have  furnished  these  units 
to  the  Boston,  Portsmouth,  Brooklyn,  and  Charleston  Navy  Yards  and  to  a 
majority  of  maritime  yards. 

3.  Rotary  industrial  gas  burners  which  are  used  wherever  natural  gas  or 
refinery  gas  is  available  as,  for  instance,  snythetic  rubber  plants,  100  percent 
octane  gasoline  plants,  boiler  plants  of  ordnance  works,  Navy  and  Army  air 
bases,  oil  refineries,  etc. 

The  following  table  shows  our  average  output  for  the  1930-39  decade  which, 
of  course,  was  influenced  by  the  years  of  depression,  and  also  for  the  subsequent 
years: 

Average  1930-39. _ $247,626.77 

Average  1940 514,935.12 

Average  1941 931,  193. 15 

Average  1942 1,316,245.20 

Average  1943  (8  months) 1,  303,000.00 

Our  1942  business  was  renegotiated  by  the  Price  Adjustment  Board  of  the 
War  Department,  and  although,  considering  the  existing  law,  we  have  received 
a  fair  treatment,  we  are  of  the  opinion  that  the  provisions  of  the  law  affected  u8 
quite  unfairly.  We  are  giving  you  below  a  comparison  between  our  operations 
for  1937,  which  was  a  good  year  slightly  above  normal,  and  1942  which  was  an 
exceptionally  good  year. 
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l^fet  sales 

Oross  profit  before  taxes 

Gross  profit  to  net  sales,  percent 
Net  profit  after  taxes 

Net  profit  to  net  sales,  percent... 

Average  hourly  productive  rate. 


1937 


1942 


$417, 319 

$1, 316, 245 

$50,291 

$221,999 

12 

16H 

$40,466 

$44,386 

m 

3H 

$9,824 

$177,613 

74.6 

97.1 

The  depression  years  forced  us,  in  1935,  into  reorganization  under  77B,  by 
which  three  stock  issues  were  created:  First  preferred  stock,  second  preferred 
stock,  and  common  stock.  The  indenture  of  both  preferred  stock  issues  provided 
that  half  of  the  profit  of  our  company  had  to  be  applied  as  liquidating  dividends 
for  retirement  of  these  stock  issues.  We  have  completely  retired  the  first  pre- 
ferred stock  and  made  already  one  installment  out  of  the  1941  profits  toward 
retirement  of  the  second  preferred  stock  issue. 

Of  the  net  profit  for  1942  of  $44,385,  50  percent  had  to  be  applied  toward 
another  installment  for  retirement  of  the  second  preferred  stock,  leaving  thus  a 
working  capital  before  renegotiation  of  $22,000  for  a  constantly  increasing  war 
business  which  runs  now  at  the  rate  of  over  $2,000,000  a  year. 

We  never  have  set  up  any  other  reserve  but  that  for  depreciation,  which  reserve 
has  increased  from  the  end  of  1937  to  the  end  of  1942  by  roughly  $42,000.  During 
the  last  3  years  we  have  bought  from  our  own  funds  new  machine  tools  in  the 
total  amount  of  $32,715.06,  and  added  a  storage  building  absolutely  necessary  on 
account  of  the  vastly  increased  war  business,  which,  with  our  own  shop,  we  had 
completely  equipped  with  sprinklers  in  the  total  amount  of  $27,500.85. 

Notwithstanding  this  record,  our  business  was  renegotiated  (54  percent  rene- 
gotiate, 46  percent  nonrenegotiable)  and  although  we  received  the  sympathetic 
cooperation  of  the  Commission,  an  additional  $70,000  of  our  1942  profit  was  taken 
away  from  us.  Even  considering  that  we  can  reclaim  80  percent  of  this  amount 
from  the  Treasury  Department,  we  have  to  pay  approximately  $14,000  cash  to 
satisfy  this  decision. 

This  leaves  us  a  net  cash  gain — the  reserve  for  depreciation  having  been  used 
up— for  1942  of  approximately  $30,000  of  which  we  have  to  apply  $15,000  toward 
the  retirement  of  second  preferred  stock,  leaving  us  $15,000  working  capital  with 
which  to  run  our  business. 

It  is  our  opinion  that  this  treatment  of  a  small  company  like  ours  is  unfair  and 
that  a  rewriting  of  the  renegotiation  law  should  take  the  following  two  points  into 
consideration: 

1.  A  company  which  manufactures  today  the  same  equipment  as  before  the 
war  and  by  increased  efficiency  has  been  able  to  maintain  the  same  prices,  not- 
withstanding greatly  increased  labor  costs  and  somewhat  increased  cost  of  material, 
and  has  at  the  same  time  tremendously  increased  its  output  in  support  of  the  war 
effort,  should  be  allowed  a  maximum  net  profit  of  say,  for  instance,  8  percent 
after  taxes,  and  should  not  be  renegotiated  as  long  as  the  profit  does  not  go  beyond 
such  a  maximum. 

2.  A  manufacturing  company  which  shows  a  high  ratio  of  labor  costs  to  cost  of 
material,  should  be  allowed  to  set  up  a  reserve  for  post-war  operation  and  not  be 
bled  to  death  by  reclaiming  practically  the  whole  profit  by  renegotiation.  How 
can  we  try  to  expand  our  post-war  business  over  1940  operations  and  provide 
employment  if  we  are  left  without  working  capital? 

Any  help  you  can  give  us  in  bringing  this  matter  to  the  attention  of  the  proper 
authorities  will  be  greatly  appreciated  by 
Sincerely  yours, 

Coppus  Engineering  Corporation, 

O.  Wechsberg,  President  and  General  Manager. 

Mr.  Disney.  Getting  back  to  Mr.  McGranery's  question  about 
these  extraordinarily  high  salaries,  of  course,  the  Treasuiy  now  has 
the  power,  as  you  know,  to  disallow  excessively  high  salaries,  does  it 

not? 

Mr.  Kelly.  I  understand  that  they  not  only  have  the  power, 
hut  are  using  it  rather  extensively. 
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Mr.  Disney.  I  have  observed  that  there  is  a  vast  amount  of  extraor- 
dinary display  advertising  in  the  newspapers  and  magazines;  a  lot 
of  it  coming  from  radio  corporations  and  the  airplane  corporations 
the  most  expensive  type  of  advertising.  Thev  are  being  disallowed 
on  that  expenditure  pretty  regularly  down  at  the  Treasury  right  now. 
Also,  the  Renegotiation  Boards  have  the  right  to  disallow  salaries! 
Now,  the  Treasury  Department's  decisions  are  reviewable.  There 
is  the  difference.  There  is  the  possibility  of  review  there.  If  a  man 
feels  that  he  is  aggrieved  he  has  the  right  to  proceed  and  have  a 
determination  made.  But  the  Rencjgotiation  Boards'  action  is  final 
and  conclusive  from  a  legal  standpoint  as  well  as  a  practical  stand- 
point. 

That  is  all,  Mr.  Chairman. 

Mr.  DiNGELL.  Mr.  Kelly,  getting  back  to  the  line  of  questioning  I 
pursued  with  other  witnesses,  I  would  like  to  ask  you  whether  in  your 
industry  some  of  your  far-sighted  boards  of  directors  have  not  pro- 
vided for  post-war  reconversion  of  their  plants?  I  say  reconversion 
because  they  had  converted  from  peacetime  to  wartime,  and  the  next 
step  will  be  to  reconvert  back  to  peacetime. 

Would  you  say  that  in  your  industry,  among  your  associates,  none 
have  made  any  provision  whatsoever  for  reconversion  or  for  unfore- 
seen wartime  contingencies? 

Mr.  Kelly.  Quite  to  the  contrary,  Mr.  Dingell.  I  beheve  that 
the  manufacturers  in  the  industries  which  are  represented  by  the 
Machinery  Institute  have  in  the  aggregate  done  an  excellent  piece  of 
forward  thinking  and  forward  planning. 

Mr.  Dingell.  But  the  important  thing  is,  did  they  put  away 
anything  in  American  cash  for  reconversion  purposes?  That  is  what 
I  am  interested  in. 

Mr.   Kelly.  I   think  that  the  dividend  record  of  corporations 
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Mr.  Dingell  (interposing).  I  am  not  speaking  of  dividends. 
Mr.  Kelly.  I  am  answering  your  question — being  so  much  less 
than  in  the  preceding  years,  the  pre-war  years,  is  an  indication  of  the 
fact  that  management  is  holding  as  much  cash  as  it  possibly  can  to 
take  care  of  the  post-war  future.  However,  management  should  be 
assisted  in  that  respect  by  having  allowances  made  now  for  post-war 
reserves  by  these  boards. 

Mr.  Dingell.  I  am  not  debating  that  question  with  you  now. 
What  I  want  to  know  is  whether  they  have  specifically  set  aside 
moneys  for  post-war  reconversion  to  normal  civilian  production,  to 
your  knowledge.  You  answered  that  question  by  saying  that  the 
dividend  rate  of  payment  has  been  perhaps  less,  that  the  treasuries 
of  the  corporations,  in  their  wisdom,  have  been  built  up  with  that 
prospect  in  view.  What  I  want  to  know  is  this.  Did  not  many 
corporations,  farsighted,  provident,  and,  as  I  call  them,  alert — and 
properly  so;  and  I  am  in  harmony  with  the  idea— have  they  not 
already  put  away  specifically  designated  funds  for  post-war  recon- 
version and  for  the  meeting  of  unforeseen  post-war  contingencies? 
I  am  speaking  of  your  association  and  you  can  answ^er  that  specifically 
yes  or  no,  or  that  you  do  not  know. 

Mr.  Kelly.  Would  you  mind  if  I  did  not  answer  it  "Yes"  or  "No/* 
or  that  I  do  not  know,  and  permit  me  to  answer  it  this  way?  The 
larger  companies  in  all  industries,  I  think  by  and  large,  have  done 


precisely  that.  They  are  in  a  position  to  do  it.  But  I  hope  the  com- 
niittce  will  bear  in  mind  that  American  industiy  generally  is  made  up 
of  medium-sized  companies  like  my  own  company  which  employs  400 
people.  And  no  company  like  my  company,  being  obliged  to  do  the 
kind  of  a  war  job  that  we  were  delighted  to  undertake,  has  been  able 
to  expand  its  plant,  expand  its  inventories,  expand  other  production 
costs,  and  have  left  money  that  it  could  specifically  tag  and  set  asid^ 
for  reconversion  back  to  peace.  The  medium-sized  companies  of 
America  are  not  in  that  position. 

Mr.  Dingell.  Mr.  Kelly,  I  am  not  trying  to  elicit  my  own  kind 
of  an  answer  to  my  own  question.  Whatever  answer  you  make  is  all 
right  with  me.  All  I  want  to  determine  is  whether  in  any  instances 
whether  the  concerns  in  your  association  are  large  oi  small,  they  have 
been  provident  and  far-sighted  and  whether  they  have  properly  put 
away  certain  funds  and  earmarked  them  for  future  reconvereion. 
That  is  all  I  want  to  know. 

Mr.  Kelly.  In  my  judgment,  Mr.  Dingell— — 

Mr.  Dingell.  If  you  do  not  know,  the  answer  is  you  do  not  know. 

Mr.  Kelly.  In  my  judgment,  the  average  concern  in  the  capital 
goods  industry  has  not  done  that  because  it  has  not  been  in  a  position 

to  do  it. 

Mr.  Dingell.  But  some  have? 

Mr.  Kelly.  Oh,  yes  I  am  sure  some  have. 

Mr.  Dingell.  Just  for  your  information,  let  me  state  this:  I  think 
it  was  in  connection  with  the  tax  bill  of  1942  that  I  inserted  in  the 
record  a  statement  which  I  chpped  from  the  Detroit  Free  Press,  not 
an  administration  spokesman,  to  be  sure,  stating  that  either  General 
Motors  or  some  one  of  the  large  companies,  had  set  aside  $13,000,000, 
I  beheve  it  was,  for  reconversion,  and  certain  additional  millions  for 
the  covering  of  unforeseen  wartime  contingencies. 

I  did  not  know  whether  that  was  specifically  permitted  or  prohibited 
by  law,  but  I  think  probably  they  were  permitted  by  law  to  do  it. 
I  thought  it  was  proper  that  they*^should  start  way  back  in  1940  and 
1941,  on  these  defense  contracts.  It  was  not  in  connection  with 
wartime  preparations  then,  and  I  thought  it  was  proper  they  should 
do  that  rather  than  wait  until  after  the  war  and  then  come  to  the 
Government  and  say  that  "all  of  our  machinery  is  out  there  under 
cover  of  canvas  in  our  yards;  our  jigs  and  dies  are  rusted,  and  we 
need  an 'allowance  from  the  Government  for  reconversion." 

I  would  rather  that  they  go  along  each  year  and  set  aside  from  their 
profits  a  certain  amount  for  reconversion,  and  that  would  take  care 
of  the  post-war  employment  problem. 

I  think  that  is  fundamentally  sound,  and  I  think  it  is  the  proper 
and  American  way  of  doing  such  things.     I  find  no  fault  with  it. 

I  am  trying  to  find  out  whether  that  sort  of  policy  is  being  followed 
by  alert  and  forward-looking  business  executives  and  boards  of  direc- 
tors of  corporations  who  are  today  producing  our  war  material. 

Mr.  Kelly-  I  think  it  is,  Mr.  Dingell,  where  it  can  be,  but  I  wish 
to  emphasize  the  fact  that  in  a  majority  of  cases  it  cannot  be,  for  the 
reasons  I  have  indicated. 

Mr.  Dingell.  I  grant  you  that  where  it  cannot  be  done,  then  it  is 
inipossible,  of  course.  In  some  instances  where  it  is  possible  they 
did  not  have  the  right  to  do  it  under  the  law.  I  am  trying  to  find 
pnt  from  you,  as  the  spokesman  of  your  association,  to  what  extent 
it  has  been  employed  by  your  people. 
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The  Chairman.  We  thank  you,  Mr.  Kelly,  for  your  presence  and 
for  the  information  you  have  given  the  committee. 
Mr.  Kelly.  I  thank  you,  Mr.  Chairman. 
(The  following  is  the  brief  submitted  for  the  record  by  Mr.  Kelly:) 

CAPITAL  GOODS  INDUSTRIES  AND  CONTRACT  RENEGOTIATION 

(Statement  of  William  J.  Kelly,  president,  Machinery  and  Allied  Products 
Institute,  before  Ways  and  Means  Committee  of  the  House  of  Representativp<! 
Washington,  D.  C,  September  17,  1943)  ' 

Mr.  Chairman  and  gentlemen  of  the  committee,  it  is  a  privilege  to  present  to 
this  committee  the  views  of  the  Machinery  and  Allied  Products  Institute  on  the 
subject  of  contract  renegotiation,  and  I  wish  first  of  all  to  express  my  sincere 
appreciation  for  the  opportunity.  I  recall  with  pleasure  the  occasions  on  which 
I  have  appeared  here  as  spokesman  for  the  institute  on  questions  of  taxation  and 
am  glad  to  expound  its  views  and  recommendations  on  the  problems  of  renego- 
tiation, problems  not  less  important,  and  if  anything  more  difficult,  than  the  more 
familiar  issues  of  tax  policy. 

I  am  sure  the  committee  will  agree  that  we  have  in  contract  renegotiation  under 
section  403  as  now  administered  one  of  the  most  controversial  institutions  of  recent 
history.  Indeed,  from  an  extensive  experience  with  business  and  business  or- 
ganizations I  can  recall  no  subject  that  has  aroused  more  deep-seated  and  tenacious 
differences  of  opinion  among  honest  men.  Not  even  the  most  earnest  and  pro- 
longed discussion  has  sufficed  to  eliminate  these  differences,  as  the  testimonv  of 
business  executives  before  congressional  committees  investigating  renegotiation 
will  attest.  The  perplexity  of  the  business  community  is  shared,  in  some  measure 
at  least,  by  legislators  and  Government  officials,  including,  we  believe,  manv  of 
the  officials  engaged  in  administering  the  law.  It  is  not  surprising,  therefore 
that  the  justification  most  frequently  urged  for  renegotiation  is  simply  that  no 
one  has  proposed  anything  better. 

The  operation  of  renegotiation  has  been,  and  remains,  so  controversial  that  it 
has  inspired,  despite  its  comparatively  brief  career,  a  whole  series  of  investigations 
by  committees  of  Congress,  at  which  several  volumes  of  testimony  have  been 
taken.  A  perusal  of  this  testimony  leaves  the  impression  that  the  subject  has 
been  worn  threadbare,  and  I  venture  to  add  to  an  already  voluminous  record  only 
because  it  fails  to  emphasize  adequately  the  peculiar  impact  of  renegotiation  on 
the  capital-goods  industries  represented  by  the  institute.  These  industries  create 
the  Nation's  facilities  for  production,  transportation,  communication  and 
commerce. 

I  should  prefer,  if  it  were  feasible,  to  dwell  only  on  those  features  of  renegotiation 
that  bear  in  a  peculiar  manner  on  the  capital  goods  industries,  ignoring  aspects 
which  concern  aUke  these  industries  and  others.  I  have  concluded,  however, 
that  this  is  impracticable,  and  that  these  features  of  special  interest  can  be  ade- 
quately treated  only  in  a  broader  context.  It  is  necessary  to  glance  at  the 
whole  before  we  can  properly  understand  the  parts.  Moreover,  some  aspects 
of  renegotiation  affecting  more  or  less  equally  all  types  of  industry  are  as  important 
for  capital  goods  manufacturers  as  those  affecting  thfem  in  a  special  manner.  I 
therefore  ask  the  indulgence  of  the  committee  for  another  general  discussion  of 
the  subject,  which  I  hope  will  develop  some  new  points  of  view. 

My  major  premise  in  this  discussion  is  that  contract  renegotiation,  beginning 
simply  as  an  adjunct  of  procurement  policy,  has  evolved  under  the  administration 
of  section  403  until  it  is  now  primarilv  an  instrument  of  taxation,  with  its  pro- 
curement function  only  secondary.  From  this  it  follows  that  it  must  be  judged 
primarily  as  a  taxing  device.  I  propose  to  consider  its  defects  and  advantages 
from  this  point  of  view,  with  special  attention,  of  course,  to  its  peculiar  impact 
on  capital  goods  industries. 

I.  Renegotiation  Is  Primarily  a  Taxing  Device 

Contract  renegotiation  did  not  begin  with  the  enactment  of  section  403  of  the 
Sixth  Supplemental  National  Defense  Appropriation  Act  on  April  28.  1942. 
Long  before  the  passage  of  this  act  the  Army  and  Naw  had  developed  the  practice 
of  repricing,  with  the  agreement  of  their  suppliers,  particular  contracts  on  which 
excessive  profits  were  being  made,  a  practice  thorouglily  justified  and  necessary 
in  view  of  the  haste  with  which  contracts  had  to  be  placed,  the  inexperience  of 


contractors,  and  the  general  uncertainty  as  to  costs  and  profits.  The  savings 
ophieved  through  this  voluntary  repricing  ran  to  hundreds  of  millions  of  dollars, 
the  House  Naval  Affairs  Investigating  Committee  estimating  a  total  of  over 
$700  000,000  attributable  to  the  influence  of  its  investigation  alone  (H.  Rept. 
^0.  2371,  77th  Cong.,  2d  sess.,  p.  31).  This  arrangement  was  so  satisfactory 
to  the  services  that  when  the  Case  amendment  to  the  Sixth  Supplemental, 
Rational  Defense  Appropriation  Act  passed  the  House,  providing  for  a  flat 
limitation  of  profits  on  war  contracts  to  6  percent,  they  offered  a  substitute 
before  the  Senate  Subcommittee  on  Appropriations  intended  merely  to  give 
statutory  sanction  and  authority  to  their  established  procedure.  They  obtained, 
however,  in  section  403,  as  it  finally  emerged  from  Congress,  a  rather  difiFerent 
result.  On  this  subject  I  quote  from  the  testimony  of  Mr.  Robert  Patterson, 
Under  Secretary  of  War,  before  the  subcommittee  of  the  Senate  Committee  on 
Finance,  September  29.  1942: 

"The  suggested  substitute,  which  was  presented  by  General  Somervell,  was 
based  on  the  theory  that  if  every  contract  price  could  be  reexamined  by  the 
parties  in  the  light  of  actual  experience  under  the  contract,  it  should  be  possible 
to  eliminate  the  bulk  of  excessive  profits.  No  other  compulsion  upon  the  con- 
tractor was  contemplated  than  (1)  to  furnish  adequate  data  as  to  actual  and  legit- 
imate costs  and  (2)  in  the  light  of  such  data  to  bargain  in  good  faith,  for  the 
purpose  of  readjusting  the  contract  price.  It  was  thought  that  existing  contracts 
could  properly  be  subjected  to  such  reexamination  and  the  proposal  submitted 
to  the  subcom^mittee  accordingly  so  provided.  This  proposal  in  effect  would  have 
given  statutory  sanction  and  implementation  to  voluntary  readjustment  of  con- 
tract prices  which  was  being  widely  practiced  by  the  armed  services  prior  to  the 
adoption  of  the  Case  amendment. 

"The  statute  as  finally  enacted  differed  basically  from  the  proposal  submitted  by 
General  Somervell.  In  substance  it  imposed  upon  each  of  the  services  the  duty  of 
eliminating  excessive  profits  by  a  process  of  renegotiation.  Every  contract  and 
every  subcontract  made  by  every  prime  contractor  for  more  than  $100,000  is 
required  to  contain  a  provision  for  such  renegotiation  without  regard  to  whether 
in  the  judgment  of  the  Secretary  such  a  provision  was  necessary  or  appropriate. 
The  term  renegotiation  was  so  defined  as,  in  the  opinion  of  many  lawyers,  to 
authorize  the  Secretary  to  refix  a  contract  price  regardless  of  agreement  with  the 
contractor  or  subcontractor.  In  the  light  of  the  legislative  history  of  the  act, 
there  may  be  serious  doubt  as  to  whether  it  was  the  actual  intention  of  Congress  to 
confer  any  such  power  of  unilateral  redetermination  of  the  contract  price,  but  the 
words  clearly  permit  of  such  construction  and  it  has  been  widely  adopted  by  the 
business  community. 

"Fiimlly,  the  statute  seems  clearly  to  contemplate  something  more  than  the 
reduction  of  contract  prices  found  to  be  excessive.  In  cases  where  excessive  profits 
have  already  been  paid  to  contractors,  a  clear  duty  seems  to  be  imposed  upon  the 
Secretary  to  recapture  such  profits  by  various  devices  suggested  in  the  statute. 
Thus  the  statute  seems  to  impose  upon  the  Secretary  the  duty  of  recovering 
excessive  profits  as  well  as  the  duty  of  reducing  unreasonable  prices." 

Thus,  we  find  the  Under  Secretary  of  War  stating  plainly  that  the  services  de- 
sired merely  a  statute  validating  and  approving  the  well  established  practice  of 
reducing  unreasonable  prices  on  individual  contracts  on  a  coluntary  basis.  In- 
stead, because  of  hasty  legislative  action  and  careless  phraseology  resulting  from 
pressure  for  the  passage  of  the  military  appropriation  bill  to  which  section  403  was 
attached  as  a  rider,  the  services  obtained  what  they  construed  to  be  a  mandate 
not  only  for  the  prevention  of  excessive  profits  from  all  war  contracts  and  sub- 
contracts under  their  jurisdiction,  but  for  the  recapture  of  such  profits  previously 
Blade.  What  had  been  a  discretionary  power  over  prices  incident  to  the  pro- 
curement function,  exercised  selectively  on  individual  contracts,  became,  by  this 
construction  of  the  statute,  an  obligation  of  the  renegotiating  departments  to 
police  war  profits  generallv. 

Procurement  policy  is  directly  concerned  with  the  reasonableness  of  the  prices 
the  Government  pays,  but  only  indirectly  with  the  profits  of  contractors.  It 
should  be  concerned  with  these  profits,  in  our  opinion,  only  insofar  as  they  enter 
into  the  determination  of  fair  prices.  In  other  words,  the  control  of  profits  through 
procurement  policy  should  be  purely  incidental  to  the  pricing  of  contracts,  not  an 
end  in  itself.     Profit  control  as  such  is  a  function  of  taxation. 

J(  the  profit  of  the  contractor  were  the  sole  ciiterion  of  the  reasonableness  of 
prices  it  might  be  argued  that  the  procurement  function  of  proper  pricing  auto- 
niatically  embraces  the  tax  function  of  profit  control  so  far  as  prime  contracts  are 
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concerned.  Far  from  being  the  sole  criterion  of  fair  prices,  however,  the  con. 
tractor's  profit  is  normally  not  a  criterion  at  all.  In  peacetime  procurement 
when  most  contracts  are  let  by  competitive  bidding,  the  price  of  the  low  bidder 
is  assumed,  in  the  absence  of  collusion  or  other  special  circumstances,  to  be  a 
reasonable  price,  regaidless  of  the  amoimt  of  profit  the  contractor  makes.  It  ig 
presumed,  rightly,  that  if  the  business  is  obtained  in  fair  competition  a  high  profit 
reflects  suijerior  efficiency,  and  that  the  contractor  is  therefore  entitled  to  it.  The 
market,  not  the  profit  of  the  successful  bidder,  is  the  determanant  of  a  fair  price 
Where  a  satisfactory  degree  of  competition  is  piesent  the  question  of  profit  is 
irrelevant. 

In  wartime,  many  situations  develop  in  which,  for  one  reason  or  another,  there 
is  not  a  satisfactory  degree  of  competition  on  Government  work,  and  in  which 
therefore,  the  reasonableness  of  the  market  price  cannot  be  taken  for  granted' 
In  other  situations  there  is  no  market  price,  the  contract  price  being  fixed  by 
negotiation,  without  competition.  In  these  cases  it  becomes  necessary  to  relv 
on  some  criterion  of  fair  prices  other  than  the  market,  but  even  here  judgment 
cannot  properly  turn  simply  on  the  question  of  the  amount  of  profit  the  con- 
tractor is  making,  nor  can  the  tax  function  of  profit  control  wisely  be  made  the 
objective  of  pricing  policy. 

When  prices  are  set  in  the  absence  of  effective  competition,  the  aim  of  the  pro- 
curen.ent  authorities  should  be,  so  far  as  possible,  to  approximate  the  result  that 
would  have  been  arrived  at  in  a  normal  competitive  market.  If  the  contractor 
is  superior  in  skill,  energy,  and  efficiency,  he  should  be  allowed  a  profit  that  reflects 
this  superiority,  and  the  price  that  permits  him  to  make  such  a  profit  should  be 
considered  a  reasonable  price,  even  though  the  profit  is  large.  If  he  is  incornpe- 
tent  and  inefficient,  but  if  his  services  are  nevertheless  indispensable,  he  should 
be  given  the  lowest  price  that  will  permit  him  to  accomplish  the  necessary  Govern- 
ment work,  even  though  the  profit  is  small.  Since  the  reasonableness  of  a  genu- 
inely competitive  price  does  not  turn  on  the  profit  of  the  contractor,  neither  should 
the  reasonableness  of  a  noncompetitive  price  turn  on  this  factor  except  when  other 
tests  are  not  available.  In  other  words,  procurement  should  have  as  little  as 
possible  to  do  with  the  control  of  profits  as  such. 

In  directing  the  renegotiating  departments  to  sit  in  judgment  on  the  excessive- 
ness  of  profits  rather  than  prices,  section  403  took  a  long  step  in  converting  renego- 
tiation from  a  procurement  device  to  a  taxing  device.  This  transition,  inherent 
in  the  language  of  the  statute  itself,  was  carried  further  in  the  course  of  adminis- 
tration. Although  the  section  as  originally  enacted  apparently  contemplated  the 
review  and  readjustment  of  profits  on  each  and  every  war  contract  and  subcontract 
separately,  the  administrative  impossibility  of  this  assignment  was  so  overwhelm- 
ingly evident  that  the  price  adjustment  boards,  to  which  the  administration  of 
the  act  was  delegated,  were  forced  to  adopt  an  entirely  different  procedure,  namely, 
the  renegotiation  in  one  proceeding  of  the  entire  profit  of  the  contractor  or  sub- 
contractor from  war  work  for  a  certain  period  of  time,  usually  a  year,  without 
attempting  to  determine  and  adjust  the  profit  on  each  separate  contract.  At 
first  it  was  planned  to  effect  this  overall  renegotiation  early  in  the  year  to  which 
the  profits  related  by  estimating  for  the  remainder  of  the  year,  and  to  make  for- 
ward price  reductions  in  some  of  the  contracts  included  sufficient  to  eliminate  a 
part  at  least  of  the  anticipated  excessive  profit.  In  practice  this  objective  had 
to  be  abandoned  because  of  the  administrative  impossibility  of  covering  20,000 
or  25,000  contractors  and  subcontractors  before  the  end  of  the  year,  not  to  mention 
the  difficulty  of  getting  satisfactory  estimates  of  profits  not  yet  earned.  Renego- 
tiation is  now  almost  exclusively  retroactive,  applying  to  the  profits  of  years 
already  closed,  and  in  most  cases  to  profits  on  which  Federal  taxes  have  already 
been  returned.  Its  resemblance  to  a  supertax  on  profits,  over  and  above  the 
existing  Federal  income  and  excess-profits  taxes,  has  become  more  obvious  in 
consequence. 

It  has  been  urged  by  administrative  officials,  eager  to  emphasize  the  tie-in 
between  proceedings  under  section  403  and  procurement  policy,  that  in  addition 
to  recapturing  excessive  profits  for  tlie  past  year  renegotiation  settlements  com- 
monly include  price  adjustments  on  some  of  tlie  continuing  contracts  calculated 
to  prevent  the  recurrence  of  a  part  at  least  of  such  excessive  profits  in  the  future. 
The  repricing  of  certain  contracts  pursuant  to  an  over-all  renegotiation  is  not  for 
the  purpose  primarily  of  arriving  at  a  proper  price  on  those  contracts;  it  stems 
from  an  ulterior  motive,  namely,  the  reduction  by  a  certain  amount  of  the  aggre- 
gate future  profits  of  the  contractor  from  all  his  renegotiable  contracts  combined. 
There  is  as  a  rule  no  general  repricing  of  the  contracts  included  in  a  renegotiation 


nroceeding,  as  there  would  be  if  the  motive  were  primarily  the  perfecting  of  pro- 
curement; in  fact,  voluntary  forward  price  adjustments  on  individual  contracts 
continue  to  be  negotiated  by  contracting  oflicers  as  they  were  before  section  403 
was  passed,  and  independent  of  its  authority.  Moreover,  there  are  many  classes 
of  coil  tractors  and  subcontractors,  principally  those  selling  standard  commercial 
articles  at  list  prices  both  for  war  and  for  civilian  use,  for  which  over-all  renegotia- 
tion under  section  403  results  in  no  price  adjustments  whatsoever.  This  is  the 
typical  result  for  the  producers  of  capital  equipment  whom  I  represent.  In  this 
case  renegotiation  is  a  retroactive  recapture  of  profit  pure  and  simple. 

That  the  determination  of  how  much  a  contractor  may  keep  from  profits  already 
made  was  ever  considered  a  procurement  function  must  be  ground  for  astonish- 
ment Certainly  it  is  a  far  cry  from  the  true  task  of  procurement,  which  is  the 
determination  of  fair  prices.  We  must  clearly  reject  the  underlying  assumption 
of  section  403  that  the  recapture  of  excessive  profits  is  an  obligation  of  the  pro- 
curement agencies  placing  the  contracts  on  which  such  profits  were  made.  As  we 
have  alreadv  stated,  this  is  instead  a  function  of  the  tax  system. 

Since  renegotiation  performs  a  taxing  function,  the  question  arises  of  its  merits 
and  defects  as  a  tax  device.     To  this  question  we  now  turn. 

II.  Advantages  and  Disadvantages  op  Renegotiation  as  a  Taxing  Devicb 

1.    RELATION   OF  RENEGOTIATION  TO  THE  FEDERAL  TAX  STRUCTURE 

Because  of  their  position  that  renegotiation  under  section  403  is  primarily  an 
adjunct  of  procurement  policy,  the  administrative  authorities  have  consistently 
adliered  to  the  renegotiation  of  income  before  taxes.  Let  me  quote  one  state- 
ment of  this  position  taken  from  Principles,  Policy,  and  Procedure,  issued  by  the 
War  Department  Price  Adjustment  Board: 

"The  ultimate  test  is  what  would  have  been  a  fair  profit  before  Federal  and 
other  income  and  excess-profits  taxes.  It  is  for  Congress,  through  the  Treasury, 
to  determine  how  much  of  that  profit  should  be  taxed.  Increases  or  proposed 
increases  in  tax  rates,  while  a  factor  to  be  considered,  should  not  affect  the  prin- 
ciples of  renegotiation  or  change  the  basic  consideration  from  what  would  be  a 
fair  profit  before  taxes  to  what  would  be  a  fair  profit  after  taxes." 

For  the  purpose  of  pricing  an  individual  contract  it  is  admittedly  necessary 
where  the  profit  to  be  made  is  a  factor  in  determining  the  reasonableness  of  the 
price,  to  consider  it  before  income  and  excess-profits  taxes.  For  the  purpose  of 
determining  how  much  profit  on  his  aggregate  war  business  a  contractor  shall 
be  permitted  to  retain,  this  is  neither  necessary  nor  desirable.  The  excessiveness 
of  his  profit  jetention  does  not  require  a  determination  of  the  reasonableness  of 
his  income  before  taxes.  Why  should  we  be  concerned,  as  a  matter  of  public 
policy,  with  excessive  income'  before  taxes  except  as  this  results  in  excessive 
profit  after  taxes?  Can  the  amount  tliat  the  contractor  does  not  keep  but  pays 
to  the  Government  be  excessive?  ,  If  his  taxes  cannot  be  excessive,  how  then 
can  his  income  before  taxes  be  so  except  to  the  extent  that  his  profit  after  taxes 
is  excessive?  If  it  is  excessive  profit  we  are  after,  why  beat  about  the  bush  by 
renegotiating  income  before  taxes? 

If  retroactive  renegotiation  makes  sense  it  must  rest  on  the  assumption  that 
existing  Federal  taxes  on  corporations  do  not  suffice  in  all  cases  to  prevent  an 
undue  retention  of  profit  on  war  work,  and  that  a  supplementary  recapture  of 
profit  is  required.  The  function  of  such  renegotiation  is  to  mop  up  after  the 
tax  svstem  has  done  its  work.  It  is  a  supertax,  administratively  determnied, 
despite  efforts  to  disguise  the  fact  by  renegotiating  income  before  taxes  as  if 
taxes  did  not  exist. 

The  practice  of  renegotiating  income  before  taxes  instead  of  profit  has  had 
unfortunate  results.  For  example,  it  has  created  the  erroneous  impression  that 
excessive  profits  are  widely  prevalent  in  war  production.  It  appears  likely  that 
70  or  80  percent  of  all  coiitractors  and  subcontractors  reviewed  will  be  found  to 
have  excessive  profits  for  1942.1  This  astounding  result,  for  a  year  when  aggre- 
gate manufacturing  profits  after  taxes  were  very  moderate,  and  when  the  divi- 
dends of  manufacturing  companies  were  well  under  the  pre-war  level,  may  be 
compared  with  the  conclusion  of  the  House  Naval  Affairs  Investigating  Com- 
mittee after  surveying  25,000  war  contracts,  involving  $5,000,000,000. 

"The  committee  is  of  the  opinion  that  95  percent  of  war  contractors  are  doing 
an  honest  and  effective  job  and  receiving  only  fair  and  reasonable  profits.     The 

•  Of  the  ren^otiation  settlements  closed  to  date,  between  60  and  70  percent  involve  a  finding  of  excessive 
profit.  Since  there  is  a  tendency  for  the  easy  cases  to  be  closed  first,  this  proportion  is  almost  certainly  lower 
taan  will  appear  in  the  final  figures. 
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other  5  percent  of  war  contractors,  however,  appear  to  be  taking  advantage  of  thn 
war  situation  and  to  be  receiving  excessive  profits."  2  ^ 

The  contrast  between  the  committee's  estimate  that  only  5  percent  of  war 
contractors  were  making  excessive  profits  and  the  finding  of  the  price-adjustment 
boards  that  70  or  80  percent  are  doing  so  is  a  striking  commentary  on  the  result 
of  renegotiating  income  before  taxes  instead  of  profit.     The  unfortunate  repercus 
sions  of  such  a  finding  on  public  opinion  need  no  comment. 

It  may  be  granted  that  many,  if  not  most,  war  contractors  would  be  makin? 
excessive  profits  if  there  were  no  income  and  excess-profits  taxes.  But  there  aro 
such  taxes,  deliberately  imposed  by  Congress  to  correct  this  situation  We 
believe  they  do  correct  it  in  the  great  majority  of  cases.  By  ignoring  these 
taxes  the  rencgotiators  can  easily  lead  the  public  to  believe  that  excessive  earnines 
are  being  made  where  true  profit  is  reasonable.  The  ideas  of  the  pubhc  as  to 
what  are  reasonable  profits,  though  generally  rather  nebulous,  apply  commonlv 
to  profits  in  the  true  sense,  namely  what  the  company  makes  for  itself.  There  is  a 
widespread  tendency,  therefore,  to  measure  by  these  stand^rd^  the  figures  cited 
by  the  price  adjustment  boards  for  income  before  taxes,  and  to  judge  accordingly 
Obviously,  there  would  be  marked  advantages,  from  the  standpoint  of  the 
public  relations  of  business,  in  the  renegotiation  of  true  profit  instead  of  income 
before  taxes.  Recurring  stories  of  enormous  recoveries  of  excessive  profits  bv  the 
renegotiation  boards  create  the  impression  that  these  are  sums  war  contractors 
would  have  retained  except  for  the  vigilance  of  the  authorities,  when  in  fact  the 
Treasury  would  have  taken  better  than  70  percent  of  them  in  taxes  anyway. 

A  more  important  question  from  the  standpoint  of  war  contractors  is  whether 
an  after-taxes  basis  for  renegotiation  would  allow  them  to  retain  a  larger  profit 
than  does  the  present  procedure.  No  one  outside  the  renegotiation  organization 
can  answer  this  question  with  absolute  certainty,  but  it  seems  to  us  highly  probable 
that  in  terms  of  averages  at  least  the  profit  retention  of  war  producers  would  be 
materially  bettered  by  the  change.  We  find  it  exceedinglv  difficult  to  believe 
that  70  or  80  percent  of  these  producers  are  making  excessive  profits  after  taxes 
even  though,  as  already  indicated,  the  renegotiation  boards  will  probably  impute 
to  this  proportion  excessive  income  before  taxes. 

The  attempt  to  regulate  the  amount  of  profit  a  war  contractor  may  keep  by 
regulating  his  income  before  ta,xes  gives  rise  to  indirection,  cloudiness  of  purpose, 
and  uncertainty  of  result.  Instead  of  supplementing  the  Federal  tax  structure  in 
a  rational  and  intelligible  manner,  it  disregards  its  impact  entirely.  Its  net 
effect  on  the  contractor's  final  profit  retention  is,  therefore,  unpremeditated  and 
fortuitous,  a  mere  byproduct  of  a  process  aimed  at  something  else.  Such  a  com- 
plete lack  of  functional  integration  with  the  tax  structure  must  be  put  down  as  a 
fundamental  defect  of  renegotiation  a^  now  conducted. 

2.  IMPACT  OFRENEOOTIATION  ON  THE  CONTRACTOB's  POST-WAR  FINANCIAL 

POSITION 

In  the  effect  of  renegotiation  on  the  post-war  position  of  the  contractor,  we  have 
a  subject  of  the  greatest  hnportance,  in  which  the  capital  goods  industries  are 
especially  interested.  Let  me  discuss  this  under  three  headings:  (1)  The  effect 
on  the  carry-back  privilege  and  on  the  post-war  credit;  (2)  the  eflfect  on  post-war 
reserves,  and  (3)  the  effect  on  the  amortization  of  war  facilities. 

Effect  on  carnj-back  and  post-war  credit.— The  institute  I  represent  has  repeatedly 
urged  before  this  committee  liberalized  carry-back  and  carry-over  provisions  to 
equalize  the  tax  burdens  of  industries  subject  to  erratic  fluctuations  in  earnings, 
of  which  the  capital  goods  industries  are  an  outstanding  example,  with  those  of 
industries  whose  earnings  are  generally  more  stable.  Some  of  the  committee 
may  recall  an  ititensive  study  of  the  impact  of  loss  carry-over  provisions  on 
capital  goods  and  consumption  goods  industries  conducted  by  the  institute  in 
1940  and  presented  in  its  testimony  on  the  revenue  act  of  that  year  in  a  pamphlet 
entitled  "Capital  goods  industries  and  Federal  income  taxation."  The  equity 
of  hberal  carry-back  and  carry-over  provisions  was  definitely  recognized  in  the 
Revenue  Act  of  1942  which  provided  for  a  2-year  carry-back  of  operating  losses 
and  unused  excess-profits  credits  as  well  as  the  2-year  carrv-over  previously 
allowed.  It  is  a  cardinal  defect  of  contract  renegotiation,  when  operated  as  a 
supertax,  that  it  provides  no  means  whatever  for  averaging  profits  over  a  period 
of  years  or  of  equalizing  the  burdens  of  companies  with  widely  fluctuating  earn- 
ings  and  those  of  relatively  stable  concerns.     Each  interval  of  12  months  is 

*  Supplemental  Report,  1942,  p.  31. 


treated  as  an  hermetically  sealed  compartment  of  time,  and  the  judgment  of 
excessive  profits  for  that  interval  is  final. 

The  carry-back  and  carry-over  provisions  of  the  excess-profits  tax  law  are  a 
recognition  of  the  fact  that  the  excessiveness  of  profit  can  be  determined  only 
provisionally  for  an  interval  as  brief  as  a  year  and  that  a  tentative  determination 
should  be  subject  to  correction  and  adjustment  in  the  light  of  experience  of 
the  taxpayer  over  a  longer  period.  Especially  is  this  true  of  the  determination 
of  excessive  profits  in  wartime.  Under  war  conditions  it  is  frequently  impossible 
for  either  the  contractor  or  the  Government  to  ascertain  reliably  how  much 
profit  is  currently  being  made,  to  say  nothing  of  how  much  of  this  profit  will 
prove  to  have  been  excessive  in  the  light  of  later  experience.  As  a  general  rule, 
a  large  fraction  of  wartime  profit  is  currently  invested  in  plant,  equipment, 
inventories,  and  receivables,  the  post-war  value  of  which  is  at  least  to  some 
extent  problematical.  Department  of  Commerce  estimates  indicate  that  in  1942 
manufacturing  corporations  disbursed  in  dividends  considerably  less  than  half 
of  their  profit  after  taxes.  Not  until  the  assets  in  which  the  retained  profits 
were  invested  have  been  converted  into  cash  will  it  be  possible  to  say  how  much 
of  what  appeared  at  the  time  to  be  profit  will  be  recoverable. 

There  is  another  factor  which  makes  impossible  the  correct  appraisal  of  war- 
time profits  currently.  Such  profits  have  been  made  in  some  cases  by  borrowing 
post-war  markets  through  an  unprecedented  output  of  long-lived  production 
facilities  initially  used  in  war  work  but  available  for  commercial  use  after  the 
war.  This  is  typical  of  manufacturers  of  capital  goods.  Here  the  appraisal 
of  wartime  profits  involves  not  only  the  question  of  eventual  recovery  on  the 
assets  in  which  for  the  most  part  they  have  been  invested,  but  also  the  losses 
which  result  from  saturated  post-war  markets.  For  these  and  other  reasons  it  is 
doubly  essential  to  maintain  the  provisional  character  of  current  determinations 
of  war  profits  and  to  provide  for  rectifying  such  appraisals,  where  they  result 
in  the  assessment  of  taxes  or  renegotiation  refunds,  in  the  light  of  subsequent 
developments. 

The  result  of  applying  renegotiation  under  section  403  to  income  before  taxes 
rather  than  to  net  profit  is  to  deprive  the  contractor  of  the  carry-back  and  carry- 
over privilege  on  sums  refunded.  The  loss  of  the  carry-over  privilege  is  important 
in  only  a  few  cases,  since  few  contractors  have  losses  or  unused  excess-profits 
credits  for  years  in  which  they  make  renegotiation  refunds,  but  the  loss  of  the 
right  to  carry  back  is  important  generally.  If  the  refund  occurs  before  the 
contractor's  tax  return  for  the  year  has  been  filed,  the  amount  is  subtracted  from 
the  gross  income  later  reported  on  the  return,  that  is  to  say,  it  is  treated  as  if  it 
had  never  been  received.  If  the  refund  occurs  after  the  filing  of  the  tax  return 
the  Treasury  handles  it  as  a  constructive  reduction  of  gross  income,  and  the 
return  is  in  effect  amended  to  eliminate  both  the  amount  of  the  refund  and  the 
tax  liability  on  it.  Since  in  theory  no  tax  has  been  paid  on  the  refund,  the  con- 
tractor gets  no  right  to  carry  back  against  the  tax  his  unused  excess-profits 
credits  of  later  years.  The  procedure  thus  excludes  any  chance  of  averaging 
out  the  recaptured  income  over  several  years,  and  impairs  accordingly  his  post- 
war financial  position. 

It  is  sometimes  aigued  that  the  contractor  is  not  entitled  to  the  carry-back  and 
carry-over  privilege  on  a  renegotiation  refund  because  the  refund  recaptures 
income  that  is  found  to  be  excessive,  and  that  consequently  should  never  have 
been  maed  in  the  first  place.  This  contention  misses  the  whole  point  of  the 
carry-back  and  carry-over  device.  As  applied  to  excess  profits  for  tax  purposes  it 
rests  on  the  proposition  that  such  profits  are  not  finally  determinable  for  a  period 
of  1  year,  and  that  a  mechanism  for  averaging  over  a  longer  period  is  necessary 
to  iron  out  fluctuations  and  to  secure  equity  among  taxpayers.  This  proposition 
IS  equally  valid  for  excessive  profits  as  determined  by  the  renegotiation  authorities, 
and  it  is  equally  essential  to  have  some  means  of  correcting  misjudgments  resulting 
!r^°*  the  shortness  of  perspective  in  annual  appraisals.  As  I  remarked  earlier, 
ine  absence  of  such  a  corrective  is  one  of  the  cardinal  defects  in  renegotiation  as 
now  administered. 

The  effect  of  renegotiation  on  the  contractor's  right  to  a  post-war  credit  is 
on!^  -^^  its  effect  on  his  right  to  carry  back  and  carry  over.  What  he  would 
otnerwise  pay  in  excess-profits  taxes,  with  a  10  percent  post-war  credit  on  such 
payments,  is  taken  in  renegotiation  refunds  to  which  no  credit  attaches.  This 
deprives  him  of  a  post-war  resource  Congress  intended  to  give  him  and  impairs 
ispost-war  financial  position  accordingly. 
TQi^^  *gain  it  is  sometimes  argued  that  the  renegotiation  refund  represents  a 

«^urn  of  income  that  never  should  have  been  made,  and  that  no  post-war  credit 
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should,  therefore,  be  derived  from  it.  Again  the  argument  has  little  merit  Not 
only  IS  it  impossible,  as  I  have  just  stated,  to  determine  except  provisionally 
whether  the  income  of  a  particular  year  is  really  excessive;  there  is  nothing  tn 
indicate  that  Congress  wished  to  deny  the  credit  to  taxes  paid  on  excessive  incomG 
On  the  contrary,  it  denied  it  only  to  taxes  on  normal  net  income,  leaving  it  apnlj' 
cable  to  all  excess-profits  taxes  regardless  of  the  amount  of  excess-profits  net  incoimp' 
in  relation  either  to  the  credit  or  to  any  other  factor.  The  privilege  was  granted 
for  the  double  purpose  of  increasing  the  incentive  for  efficient  production  under 
very  high  wartime  taxation  and  of  strengthening  the  post-war  financial  position 
of  American  industry  generally,  two  broad  objectives  of  public  policy  which  should 
not  be  impaired  by  the  loss  of  the  post-war  credit  on  renegotiation  refunds 

Effect  on  post-war  reserves. — In  view  of  the  fact  that  post-war  reserves  are  dis 
allowed  for  tax  purposes,  it  may  seem  odd  that  I  venture,  in  discussing  over-all 
renegotiation  as  a  taxing  device,  to  criticize  it  for  refusing  to  allow  as  a  charge 
against  war  business  reasonable  reserves  for  post-war  conversion  and  rehabilitation 
I  believe,  however,  that  in  view  of  the  almost  completely  flexible  and  discretionary 
character  of  renegotiation  it  is  easier  to  make  reasonable  allowances  of  this 
character  than  under  the  more  rigid  provisions  of  a  tax  statute. 

The  subject  of  post-war  reserves  is  of  such  outstanding  importance  that  I  ven- 
ture to  preface  my  observations  with  a  quotation  from  an  earlier  statement: ' 

"We  are  convinced  of  the  preeminent  importance  of  securing  a  strong  cash 
position  for  American  industry  during  the  period  of  readjustment  after  the  war 
This  IS  desirable  not  only  for  capital  goods  manufacturers,  who  hope  thereby  to 
increase  the  sale  of  their  product  during  the  readjustment  period,  thus  stabilizing 
employment  in  a  critical  area  that  contributed  much  of  the  unemployment  in  the 
depression  of  the  thirties,  but  also  for  the  economy  as  a  whole.  Without  a  satis- 
factory degree  of  financial  liquidity  for  business,  the  problem  of  sustaining 
employment  during  the  period  of  reconversion  process  will  be  greatly  aggravated 
"It  requires  little  reflection  to  recognize  that  the  cost  of  getting  back  into  peace^ 
time  production  after  the  war  will  be  very  great  in  innumerable  cases.  This  is 
especially  true  where  the  corporation  concerned  is  engaged  during  the  war  in 
manufacturi:>g  military  material  unrelated  to  its  normal  product.  In  such 
cases,  it  will  be  necessary,  before  income  can  be  obtained  from  civilian  production, 
to  overhaul  and  retool  machinery  that  can  be  converted,  to  purchase  new  machin- 
ery, to  reorganize  plant  lay-outs,  to  retrain  labor,  and  to  acquire  a  new  inventory 
of  raw  material  and  goods  in  process.  Frequently  the  evolution  of  technology 
during  the  war,  the  availability  of  new  materials,  and  altered  patterns  of  consumer 
demand  will  require  extensive  work  in  the  designing  and  development  of  new 
products  before  production  can  be  resumed.  During  this  interval  of  transition 
and  lack  of  income,  contractual  debt  retirements  must  be  met,  current  liabilities 
must  be  liquidated,  and  heavy  payments  must  be  made  on  Federal  tax  liabilities 
carried  over  from  the  preceding  period  of  war  prosperity. 

"Even  where  the  corporation's  contribution  to  the  war  effort  has  consisted  in 
vastly  expanded  output  of  its  normal  peacetime  product,  as  in  the  case  of  many 
machine  tool  companies  for  example,  the  financial  demands  of  the  post-war 
period  may  nevertheless  be  very  heavy.  WhQe  the  reconversion  expenses  will 
be  minor  compared  with  those  of  a  company  that  has  been  making  war  products 
unrelated  to  its  usual  line,  many  companies  of  the  tvpe  I  am  now  discussing  will 
find  their  post-war  market  relatively  saturated  because  of  the  availability  of  a 
part  at  least  of  the  enormous  stocks  of  their  products  which  have  been  built  up 
during  the  period  of  war  production,  and  which  are  offered  in  the  market  after 
the  close  of  hostilities  in  competition  with  new  units  of  the  same  type.  Com- 
panies in  this  predicament  must  meet  their  debts,  must  maintain  their  organiza- 
tion, must  carry  the  expanded  facilities  surviving  the  war,  must  attempt  if  possible 
to  develop  new  lines  for  which  a  market  is  available,  must  pay  off  their  carry-over 
of  Federal  tax  liability  accrued  during  the  war,  and  must  finance  operating  losses 
during  the  period  of  slack  business. 

"I  do  not  imply  that  these  two  cases  by  any  means  exhaust  the  variety  of  situa- 
tions that  will  occur  during  the  transition  to  a  peacetime  economy.  Thev  are 
sufficient  however  to  indicate  the  nature  of  the  problem.  It  seems  quite  evident 
that  a  very  large  number  of  companies,  embracing  a  sizable  if  not  a  major  portion 
of  the  industrial  resources  of  the  country,  will  "find  the  post-war  transition  a 
tremendous  drain  on  their  cash  resources.  ' 

"It  is  true  that  many  companies  will  be  able  to  obtain  a  substantial  amount  of 
cash  from  the  liquidation  of  the  inventories  of  materials  on  hand  and  in  process 
at  the  close  of  the  war,  and  from  the  collection  of  accounts  receivable.     There 
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jire  other  cases,  however,  in  which  heavy  inventory  losses  will  be  taken  and  in 
^'hich  the  cash  realization  from  the  liquidation  of  wartime  inventories  will  be 
problematical.  Such  funds  as  are  obtainable  from  this  source,  and  from  the 
collection  of  receivables,  will  frequently  be  swallowed  up  in  operating  losses,  and 
will  be  unavailable  for  the  renovation  of  facilities  and  the  expansion  of  production 
into  new  fields.  It  is  impossible  to  foresee  precisely  either  the  prevalence  or  the 
gravity  of  the  difficulties  of  which  I  am  speaking,  but  there  is  sufficient  certainty 
of  their  general  occurrence  to  warrant  concern  and  to  justify  the  taking  now  of 
steps  calculated  to  alleviate  them." 

That  the  cost  of  the  post-war  conversion  and  rehabilitation  of  American 
industry  is  in  theory  a  proper  charge  against  war  production,  few  will  dispute. 
That  reserves  for  such  expenses  are  disallowed  both  for  tax  purposes  and  in 
renegotiation  is  due  not  so  much  to  a  denial  of  their  theoretical  propriety  as  to 
a  belief  that  it  is  administratively  impracticable  to  determine  in  each  case  what 
allowances  should  be  charged  against  particular  time  intervals  or  particular  war 
business. 

This  objection  is  somewhat  surprising  in  the  case  of  renegotiation,  since  the 
authorities  have  lost  no  opportunity  to  stress  the  advantages  of  flexibility  and 
administrative  discretion  in  their  procedure.  Flexibility  is  an  admitted  advantage 
of  the  renegotiation  technique,  and  it  should  be  availed  of  in  the  determination 
of  post-war  reserve  allowances,  a  problem  difficult  to  solve  by  legislative  formula. 
If  we  are  to  suffer  the  disadvantages  of  arbitrariness  which  plague  renegotiation, 
we  may  as  well  obtain  the  correlative  advantage  of  flexibility  in  a  matter  in  which 
discretionary  judgment  is  peculiarly  advantageous.  If  the  price  adjustment 
boards  can  weigh  and  evaluate  all  the  imponderables  they  now  take  into  consid- 
ation  they  should  be  able  to  determine  a  reasonable  cost  allowance  for  post-war 
reserves. 

Before  leaving  this  subject  I  should  add  a  comment  on  another  objection  urged 
by  piice  adjustment  board  officials.  They  cite  the  fact  that  even  if  they  allowed 
post-war  reserves  most  of  the  allowances  would  go  for  taxes  anyway,  since  they 
are  not  deductible  for  tax  purposes.  Again  the  reasoning  is  surprising,  in  view 
of  official  insistence  that  no  attention  is  paid  to  the  impact  of  Federal  taxes. 
If  the  objection  were  valid  for  post-war  reserves,  it  would  be  valid  more  broadly. 
Since  a  large  part  of  any  income  the  renegotiators  leave  the  contractor  is  taken 
in  taxes,  it  might  with  equal  propriety  be  argued  that  renegotiation  might  as 
well  take  it  all.  While  we  are  keenly  aw^are  of  the  desirability  of  allowing  post- 
war reserves  as  a  deduction  for  tax  purposes,  and  hope  some  satisfactory  method 
will  be  found  to  make  this  possible,  we  cannot  accept  the  lack  of  such  a  tax 
deduction  as  an  excuse  for  the  disallowance  of  these  reserves  in  renegotiation. 
Half  a  loaf  is  better  than  none. 

Effect  on  amortization  of  war  facilities. — After  prolonged  and  earnest  considera- 
tion of  the  problem  of  amortizing  the  cost  of  productive  facilities  created  or  ac- 
quired for  war  purposes,  Congress  provided,  in  section  124  of  the  Internal  Revenue 
Code,  that  when  such  facilities  are  covered  by  a  certificate  of  necessity  the  cost 
may  be  amortized  for  tax  purposes  at  the  rate  of  20  percent  per  annum.  It 
provided  further  that  the  unamortized  balance,  if  any,  remaining  at  the  close  of 
the  taxable  year  when  the  war  service  of  the  facilities  is  terminated,  can  be 
spread  back  over  the  period  of  such  service,  with  a  reduction  of  taxable  income 
for  the  years  affected  and  a  recovery  of  taxes  paid  on  the  amounts  involved. 

Despite  these  provisions  of  the  tax  law,  the  price  adjustment  boards,  in  com- 
puting the  profits  of  war  contractors,  have  consistently  declined  to  allow  the 
fecial  20  percent  amortization  on  certified  facilities  as  a  cost  of  production. 
•Inis  position  is  difficult  to  reconcile  with  the  intent  of  Congress,  expressed  in  an 
amendment  to  section  403  in  the  Revenue  Act  of  1942,  which  reads  as  follows: 

In  determining  the  excessiveness  of  profits  realized  or  likely  to  be  realized 
ironi  any  contract  or  subcontract  the  Secretary  shall  recognize  the  properly 
appucable  exclusions  and  deductions  of  the  character  which  the  contractor  or 
p^'l^on tractor  is  allowed  under  chapter  1  and  chapter  2E  of  the  Internal  Revenue 


e. 


The  disallowance  for  renegotiation  purposes  of  special  amortization  deductible 
iJ  }^  purposes  not  only  results  in  computed  profits  larger  than  Congress  in- 
tended; to  the  extent  that  contractors  are  required  to  refund  larger  amounts 
jnan  would  be  required  with  a  proper  determination  of  profits  their  current  and 
post-war  financial  positions  are  impaired. 
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3.    RENEGOTIATION   FROM    AN    ADMINISTRATIVE    STANDPOINT 


Section  403  prescribes  no  standards  whatever  for  the  determination  of  exces 
sive  profits,  the  only  test  being  the  opinion  of  the  secretary  of  the  renegotiating 
department.  This  omission  is  perhaps  understandable  in  a  statute  providing 
for  the  repricing  of  individual  contracts,  which  section  403  was  apparentlv 
intended  to  be  originally,  but  it  is  extraordinary  to  say  the  least  in  a  statute 
which  operates  primarily  as  a  device  for  taxation.  A  parallel  would  be  a  statute 
authoiizmg  the  Secretary  of  the  Treasury  to  levy  excess-profits  taxes  simnlv 
according  to  his  own  unfettered  judgment  and  discretion.  ^ 

The  determination  of  excessive  profits  under  section  403  is  fundamentally  and 
incurably  arbitrary.  Not  only  is  there  no  standard  or  formula  for  such  profits 
in  the  statute;  none  has  been  developed  in  administration — at  least  none  has  been 
publicly  acknowledged.  Renegotiation  boards  have  promulgated  extensive  lists 
of  factors  "to  be  taken  into  consideration"  in  determining  excessive  profits  but 
have  been  at  great  pains  to  deny  that  any  formulas  are  employed  in  weighting 
them.  They  assert  the  impossibility  of  using  formulas  in  view  of  the  infinite 
diversity  of  circumstances  and  situations  with  which  they  have  to  deal  Since 
the  decision  as  to  the  amount  of  excessive  profit,  if  any,  is  ultimately  an  exercise 
of  personal  judgment,  no  adequate  explanation  or  rationalization  of  the  result  is 
possible.  Without  such  an  explanation,  or  access  to  the  detailed  facts  and  figures 
upon  which  the  decision  rests,  outsiders  cannot  make  a  valid  comparison  of 
renegotiation  settlements.     These  must  simply  be  taken  on  faith. 

So  extraordinary  a  procedure  in  the  performance  of  what  is  essentially  a  taxing 
function  is  tolerable  only  when  administered  by  men  of  probity  and  judgment 
enjoying  the  confidence  of  the  contractors  whose  cases  they  review.  Tliat 
renegotiation  under  section  403  has  been  workable  at  all  must  be  credited  largely 
to  its  administration  by  officials  of  this  type.  It  is  a  pleasure  to  report  the  high 
caliber  of  the  men  composing  the  58  price  adjustent  boards,  and  their  fair-minded- 
ness in  the  performance  of  an  onerous  and  frequently  thankless  task.  Most  of 
these  men  are  business  executives  who  have  accepted  the  responsibility  for 
patriotic  reasons  and  at  a  personal  sacrifice.  American  industry  has  reason  to 
be  grateful  for  the  wisdom,  experience,  and  practical  abilitv  they  have  brought 
to  their  task,  and  I  am  happy  to  express  here  the  appreciation  of  the  capital  goods 
industries.  Particularly  I  wish  to  record  our  regret  at  the  retirement  of  Mr. 
Maurice  Karker  from  the  chairmanship  of  the  War  Department  Price  Adjustment 
Board.  His  services  in  the  organization  and  administration  of  renegotiation 
have  been  of  inestimable  value  both  to  the  Government  and  to  industry. 

While  the  generally  high  caliber  of  the  price  adjustment  boards  ameliorates  the 
inherent  defect  of  arbitrariness  in  the  renegotiation  procedure,  it  cannot  wholly 
cure  It,  nor  can  it  prevent  honest  differences  of  opinion  among  the  58  local  and 
sectional  renegotiating  boards,  and  a  considerable  variation  in  the  administration 
of  the  law  from  one  of  these  boards  to  another.  There  remains  unfortunately, 
in  spite  of  general  confidence  in  the  integrity  of  the  administrative  officials,  wide- 
spread suspicion  of  inequality  of  treatment,  a  suspicion  which  in  view  of  the 
essentially  secret  nature  of  the  determination  it  is  difficult  to  allay. 

To  anyone  even  slightly  familiar  with  the  history  of  Anglo-Saxon  political  in- 
stitutions, it  must  be  amazing  that  the  most  jealouslv  guarded  prerogative  of  the 
legislative  arm  of  government,  the  power  to  tax,  should  be  delegated  to  adminis- 
trative discretion  with  the  completeness  and  abandon  Congress  has  shown  in  the 
enactment  of  section  403.  We  do  not  believe  that  it  planned  such  a  delegation 
deliberately,  or  that  it  envisaged  the  progressive  transformation  of  contract  rene- 
gotiation into  a  taxing  device.  Nothing  in  the  congressional  debates  on  section 
403  even  suggests  such  an  intention;  neither  does  any  previous  action  of  the 
Congress  suggest  it.  The  taxing  power  has  simply  been  usurped  in  the  course  of 
administration,  without  the  deliberate  intention  even  of  the  administrators. 
Nevertheless  it  is  time  that  the  result  be  recognized  for  what  it  is. 

The  arbitrariness  of  decisions  in  the  absence  of  Any  guiding  standard  or  formula 
is  discounted  in  official  quarters  by  the  assertion  that  the  renegotiation  settlement 
is  a  voluntary  agreement  which  must  meet  the  judgment  and  acceptance  not  only 
of  the  renegotiating  board  but  also  of  the  contractor.  To  be  sure,  the  agreement 
is  in  form  a  voluntary  meeting  of  minds,  but  we  must  recognize  that  its  voluntary 
character  is  a  matter  of  relativity.  The  Secretary  has  the  power  to  impose  a 
settlement  unilaterally,  a  power  which  lies  always  "in  the  background  and  which 
inevitably  influences  the  contractor's  decision.  "  Moreover,  such  is  the  power  of 
government  over  the  contractor  in  wartime  that  other  means  more  subtle  tlian 
the  imposition  of  a  mandatory  settlement  may  be  invoked  or  suggested  to  bring 
the  contractor  into  line. 
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It  is  true  that  a  contractor  declining  to  accept  a  proposed  settlement  is  nomi- 
nally entitled  to  receive  a  mandatorv  order  which  he  may  carry  to  the  Court  of 
Claims  for  review.  This  was  expresklv  confirmed  bv  Mr.  Forrestal  in  his  recent 
tpstimony  before  the  House  Naval  Affairs^Committee  (hearings  on  H.  Pes.  30, 
..q1  ^-Tg^[?rP-  4HT)  and  wap  ehbOTaieg"  in  a  formal  opinion  of  counsel  for  the 
\a V V 'PfTce^Sdjukmwit  Brmrd  (liearings,  exhibit  618).  It  is  significant,  however, 
that'despite  numerous  instances  of  strong  disagreement  by  contractors  vvitli  pro- 
no'^ed  renegotiation  settlements  no  such  appeal  has  been  taken.  It  is  hardly  a 
secret  that  the  price  adjustment  authorities  are  strongly  opposed  to  testing  section 
403  in  the  courts,  both  because  of  certain  constitutional  questions  and  because  of 
the  inevitable  interference  with  the  administration  of  the  law.  Thus  far  they 
have  been  successful  in  finding  means  of  persuasion  sufficient  to  induce  reluctant 
contractors  to  sign  agreements  that  are  in  form  voluntary  and  hence  not  subject 
to  appeal.  These  means  of  persuasion  sharply  conflict  with  the  intent  of  Congress 
as  disclosed  in  the  Senate  debate,  quoted  in  tlie  opinion  of  counsel  just  referred  to. 

While  we  are  on  the  administrative  features  of  over-all  renegotiation  it  is  worth 
while  to  note  one  advantage  heavily  emphasized  in  the  official  literature,  namely, 
the  possibility  of  rewarding  especially  meritorious  performance  by  increasing  the 
contractor's  profit  retention.  It  is  urged  that  this  power  of  the  renegotiators  to 
reward  the  contractor  preserves  an  incentive  to  economy  and  efficiency  that  would 
be  lacking  under  a  100-percent  supertax  on  excessive  profit. 

To  concede  that  the  incentive  to  efficiency  and  effort  under  renegotiation  may 
be  somewhat  greater  than  under  a' 100-percent  excess  profits  tax  is  to  damn  with 
faint  praise.  Within  the  range  of  its  application  a  100-percent  tax  represents  the 
total  eclipse  of  financial  incentive.  No  Government  of  which  we  have  knowledge 
has  imposed  such  a  tax  on  any  portion  of  corporate  income  even  in  wartime  without 
abating  the  effect  by  post-war  refunds  and  similar  devices.  The  maximupa 
applicable  rate,  after  the  allowance  of  post-war  credits,  is  the  81  percent  rate  in 
effect  in  this  country.  Since  the  impact  of  retroactive  renegotiation  is  unrelieved 
by  post-war  credits  or  similar  abatements,  recapture  being  complete  and  final  as 
to  profits  deemed  excessive,  it  evokes  where  applicable,  in  only  slightly  dimhiished 
degree,  the  same  reactions  that  have  made  total  taxation  inexpedient. 

It  is  universally  recognized  that  a  government  cannot  afford  a  100  percent  rate 
without  substantial  abatements,  for  the  simple  reason  that  it  loses  more  from 
increased  prices  on  the  things  it  buys  than  it  gains  in  additional  tax  revenue, 
these  increased  prices  resulting,  of  course,  from  loose  control  of  costs  by  producers 
whose  financial  incentive  to  economy  has  been  completely  destroyed.  For  this 
same  reason  it  is  debatable  whether  retroactive  renegotiation  actually  saves  the 
Government  anything  on  balance.  In  terms  of  averages,  production  costs  corn- 
pose  about  90  percent  of  what  the  Government  pays  for  war  materials.  Even  if 
every  dollar  of  profit  derived  from  war  production  (as  defined  for  renegotiation 
purposes)  were  recaptured  in  full,  the  gain  to  the  Treasury,  over  and  above  the 
revenue  derived  from  the  present  tax  structure,  could  be  canceled  by  a  3  or  4 
percent  increase  in  costs  on  such  production,  when  reflected  in  the  prices  paid 
by  the  procurement  agencies.  Obviously,  the  difference  between  100  percent  and 
70  or  80  percent  of  renegotiation  refunds  alone  could  be  offset  by  an  exceedingly 
slight  increase  in  costs,  something  like  1  percent.  Thus  a  comparatively  slight 
impairment  of  the  incentive  for  economy  and  efficiency  in  production  attributable 
to  retroactive  renegotiation  is  likely  to  leave  the  Government  a  net  loser,  to  say 
nothing  of  wasting  scarce  human  and  material  resources. 

The  destruction  of  incentive  inseparably  associated  with  100  percent  taxation 
is  said  to  be  avoided  in  renegotiation  by  the  use  of  special  rewards  for  efficiency. 
It  is  claimed  by  the  price  adjustment  boards  that  efficient  producers  are  allowed  to 
retain  a  larger  net  income,  after  renegotiation,  than  they  would-have  been  allowed 
if  they  had  been  less  efficient,  and  that  this  provides  an  inducement  to  well-doing. 
If  the  power  of  the  renegotiators  to  reward  merit  is  to  influence  the  behavior  of 
contractors  the  certainty  and  substantiality  of  the  reward  must  be  widely  believed 
in.  From  our  observation  we  doubt  that  this  is  the  case.  The  determination  of 
excessive  profits  by  the  renegotiation  boards  is  so  inscrutable  a  process,  and  the 
comparative  results  of  various  determinations  are  so  inexplicable  to  the  outsider, 
that  little  concrete  evidence  is  available  of  the  nature  and  extent  of  rewards  for 
"ierit,  and  little  reliance  is  placed  on  such  rewards. 

.  This  result  is  due  in  part,  of  course,  to  the  renegotiation  of  income  before  taxes 
instead  of  net  profit.  Any  reward  the  authorities  may  see  fit  to  bestow  on  the 
contractor  is  absorbed  to  the  extent  of  70  or  80  percent  by  taxes,  and  its  effect  as 
Q'n  incentive  is  proportionately  reduced.     With  each  increase  in  excess-profits 
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tax  rates  the  power  of  the  boards  to  offer  an  effective  inducement  is  further  cur 
tailed.     If  they  were  to  offer  rewards  in  terms  of  profit  after  taxes— the  only  kinH 
that  means  anything  to  the  contractor— thev  would  get  a  better  response   con 
ditioned  still,  of  course,  on  their  ability  to  convince  industry  that  the  rewards  arl 
reliably  obtainable  on  merit.  ^ 

One  feature  of  over-all  renegotiation  from  an  administrative  standpoint  I  shall 
touch  on  very  briefly,  m.erely  to  complete  the  picture,     ^^his  is  not  because  it  is 
unimportant,  but  rather  because  it  has  been  presented  at  length  by  other  wit 
nesses.     I  refer  to  the  burden  on  industrial  management  involved  in  the  prepara' 
tion  of  data  for  the  price  adjustment  boards  and  in  appearances  before  them 

I  ask  the  privilege  of  placing  in  evidence  a  new  renegotiation  questionnaire 
recently  approved  for  general  use  by  the  Bureau  of  the  Budget.''  This  calls  for 
answers  to  145  inquiries,  many  of  them  involving  the  preparation  of  extensive 
exhibits  and  supplemental  statements.  Even  a  brief  stiidv  of  this  document  will 
bring  home  to  the  committee  the  immense  amount  of  preparation  required  before 
renegotiation  is  even  started,  to  say  nothing  of  the  further  work— of  cen  exceeding 
the  initial  effort— frequently  demanded  before  it  is  completed.  It  is  obvious  that 
much  of  this  work  requires  the  attention  of  top  executives  of  the  company  and 
diverts  them  from  their  normal  functions  so  essential  to  war  production.  No  one 
familiar  with  the  facts  can  deny  that  the  administrative  burden  on  the  taxoaver 
18  a  grave  defect  in  this  form  of  taxation.  " 

Considered  as  a  taxing  device,  which  it  primarily  is,  retroactive  renegotiation  is 
one  of  the  most  extraordinary  institutions  in  history.  We  cannot  ignore  the  dan- 
ger  in  unfettered  administrative  discretion  in  a  function  so  vital  as  taxation  The 
power  to  tax  is  the  power  to  destroy.  If  there  is  no  better  way  to  prevent  the 
retention  by  a  few  war  contractors  of  excessive  profits  remaining  after  the  regular 
l<ederal  taxes  have  taken  their  toll,  we  can  only  hope  that  the  necessity  for  so 
imperfect  and  dangerous  a  mechanism  will  be  short-lived,  and  that  meanwhile 
Congress  will  tighten  the  reins  on  the  administrative  agencies  to  which  it  has 
surrendered  its  taxing  powers. 

4.    LIMITED    DEFINITION    OF    WAR    PROFITS 

If  the  improvement  of  procurement  policy  and  practice  were  the  principal 
effect  of  renegotiation  under  section  403  the  limitation  of  its  coverage  solely  to 
profits  made  in  the  processing  of  goods  destined  for  the  procurement  agencies 
of  the  Government  would  be  logical  and  justifiable.  But  if,  as  we  contend, 
retroactive  renegotiation  serves  primaiily  a  tax  function,  such  a  restriction  of 
coverage  is  hard  to  defend.  As  a  tax  device,  its  purpose  is  to  prevent  undue  and 
excessive  retention  of  war  profits.  Does  it  make  anv  basic  difference,  from  the 
standpoint  of  this  objective,  whether  or  not  the  profits  in  question  are  earned 
in  production  for  the  Government? 

War  is  a  cataclysm  from  which  some  draw  what  appear  to  be  permanent  gains, 
others  at  least  temporary  losses.  So  profound  an  upheaval  of  the  economy  could 
not  be  otherwise.  Thousands  of  companies  doing  nonrenegotiable  business  are 
the  beneficiaries  of  fortuitous,  war-created  gains,  and  some  of  these  salvage,  after 
taxes,  profits  that  would  be  denied  in  renegotiation  as  now  conducted      If  the 

Question  of  excessive  war  profits  is  a  moral  issue,  which  it  is  widelv  considered, 
oes  It  make  sense  to  draw  the  artificial  line  that  now  divides  the  field?  We  do 
not  believe  so.  If  renegotiation  is  to  serve  a  taxing  function  it  should  applv  to 
undue  retention  of  profit  from  any  source.  It  should  cover  all  or  none  That 
It  does  not  apply  to  all  suggests  that  Congress  believes  the  tax  laws  adequate 
to  soak  up  war  gains  generally,  a  fact  that  challenges  the  application  of  renego- 
tiation as  a  taxing  device  to  a  mere  few. 

I  state  this  position  emphatically  in  order  that  I  may  not  be  misunderstood  in 
a  narrower  criticism  of  the  present  definition  of  war  profits.  This  definition  re- 
sults m  an  unuitentional  discrimination  against  the  capital  goods  industries  so 
long  as  the  distinction  between  renegotiable  and  nonrenegotiable  business  is 
continued. 

Under  section  403  amended  renegotiation  applies  to  prime  contracts  with 
designated  Government  departments  and,  with  a  few  exceptions,  to  subcontracts 
thereunder.  The  definition  of  a  subcontract  is  unusually  inclusive,  since  it 
covers,  in  addition  to  commitments  for  materials  incorporated  in  goods  delivered 
under  prime  contracts,  commitments  for  productive  facilities  to  be  used  in  fabri- 
cating such  materials. 

*  Approval  No.  4^R112. 


The  inclusion  of  durable  productive  facilities  gives  rise  to  peculiar  problems, 
ince  the  bulk  of  such  facilities,  even  though  delivered  initially  for  use  in  war 
nroduction,  will  be  transferred  to  commercial  use  after  the  war.  It  seems  probable 
that  for  most  of  these  capital  goods  the  service  life  in  post-war  civilian  use  will 
ffreatly  exceed  that  expended  in  the  production  of  contracts  subject  to  renegotiation 
under  section  403.  This  raises  the  question  whether  the  wartime  profits  of  the. 
oroducers  of  such  facilities  should  properiy  be  renegotiable  in  full  or  only  to  the 
extent  to  which  the  service  life  of  the  facilities  is  consumed  in  war  service. 

With  the  exception  of  capital  goods,  the  overwhelming  bulk  of  the  materials 
nrodiiced  under  contracts  now  subject  to  section  403  will  be  entirely  consumed 
in  war  use,  and  will  not  compete  with  the  post-war  output  of  the  contractors 
supplying  them.  The  producers  of  munitions  are  not  saturating  the  post-war 
market  for  their  regular  products  as  a  result  of  their  present  activities;  indeed,  in 
many  cases  their  normal  markets  are  accumulating  large  deficiencies  which  insure 
a  high  rate  of  activity  for  several  years  after  the  close  of  hostilities.  It  is  entirely 
proper  therefore,  to  consider  all  of  their  profits  from  such  production  as  war 
profits.'  This  is  not  the  case,  however,  with  producers  of  capital  goods,  most  of 
whom  have  been  turning  out  their  regular  products  for  the  equipment  of  war 
production  in  such  vast  quantities  that  they  face  a  saturation  of  their  post-war 
markets  while  a  war-created  surplus  is  being  absorbed  in  commercial  use.  Their 
profits  from  this  ballooned  wartime  production  represent  in  part  an  anticipation 
or  borrowing  of  profits  they  would  otherwise  make  in  the  post-war  era,  and  are 
to  this  extent  really  peacetime  profits  received  during  the  war.  Their  inclusion 
in  full  in  renegotiation  results  in  a  serious  though  unintentional  discrimination 
against  capital  goods  manufacturers. 

III.  Conclusions  and  Recommendations 

This  extended  review  of  retroactive  renegotiation  as  a  taxing  device  demon- 
strates cleariy  its  disadvantages.  (1)  It  is  confused  in  its  objective,  since  it  ignores 
its  own  relation  to  the  Federal  tax  structure  as  well  as  its  effect  on  profit  after 
taxes,  the  only  effect  that  means  anything  to  the  contractor,  or  indeed  to  anyone 
else.  Its  impact  on  profit  retention  is  fortuitous  and  haphazard.  (2)  In  the 
process  of  reducing  the  contractor's  profit  after  taxes  indirectly,  through  a  reduc- 
tion of  his  income  before  taxes,  it  deprives  him  of  the  safeguards  and  privileges  he 
would  enjoy  if  the  reduction  were  made  directly.  The  loss  of  carry-back  reserves 
and  post-war  credits  under  the  present  procedure  represents  an  unjustifiable 
impairment  of  the  post-war  financial  position  of  industry.  (3)  It  is  dangerously 
discretionary  and  arbitrary  in  administration.  In  the  absence  of  any  standards 
in  the  law,  excessive  profits  become  simply  what  the  administrative  authorities 
consider  such.  The  voluntary  nature  of  settlements  is  largely  illusory,  as  is  the 
right  to  appeal  to  the  courts.  (4)  It  makes  heavy  demands  on  the  time  and 
energy  of  executives  in  charge  of  war  production.  (5)  As  a  100  percent  tax  on 
profits  deemed  excessive,  it  virtually  destroys  the  financial  incentive  to  economy 
and  eflficiencv  for  contractors  making  such  profits. 

Against  these  grave  defects  in  retroactive  renegotiation  as  now  conducted  must 
be  offset  the  advantages  of  so-called  flexibility.  In  theory,  the  decisions  of  the 
Price  Adjustment  Board  can  weigh  from  case  to  case  the  numerous  variables  and 
imponderables  so  difficult  to  accommodate  in  a  statutory  formula.  In  practice, 
they  have  failed  to  capitalize  on  this  flexibility  to  determine  reasonable  cost 
allowances  for  post-war  reserves,  and  have  failed  also  to  make  effective  use  of 
their  power  to  counteract  the  effect  of  100  percent  taxation,  in  some  degree  at 
least,  by  means  of  special  rewards  for  meritorious  productive  effort.  Thus  two 
of  the  theoretical  advantages  of  administrative  discretion  have  failed  to  materi- 
alize. 

It  is  our  considered  judgment  that  any  advantages  from  flexibility  in  taxation 
under  renegotiation  as  presently  conducted  are  more  than  counterbalanced  by 
the  grave  defects  I  have  recited.  We  therefore  recommend  the  repeal  of  section 
403,  effective  as  to  profits  made  after  the  close  of  1942.  Since  the  renegotiation 
of  1942  profits  has  already  been  completed  in  many  cases,  and  is  well  advanced 
in  many  more,  there  are  practical  reasons  for  leaving  the  law  undisturbed  as  it 
applies  to  that  year  only. 

The  repeal  of  retroactive  renegotiation  may  leave  in  some  cases  profits  after 
taxes  that  the  committee  and  Congress  consider  excessive.  As  already  indicated, 
^e  believe  that  these  cases  are  relatively  few.  In  this  connection  I  should  like 
to  remind  the  committee  that  when  section  403  was  passed  we  had  an  excess- 
Profits  tax  with  a  graduated  scale  of  rates  reaching  a  maximum  at  60  percent. 
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V'a^^^'a'u^.u^V^^^  *^**  ^^®  prevalence  of  excessive  profits  has  been  crp«fi 
reduced  by  the  flat  rate  of  90  percent  inaugurated  in  the  Revenue  Act  of  19^42  W^ 
still  effective      Whether  it  is  in  the  national  interest  to  strive  for  the  comnff 

twf^t  oT-  **''^"^*'  ^*"?i'^"  e^  ^^^  ^^^^  ^^««  «f  excessive  profit  that  remS^'l? 
the  risk  of  impairing  further  the  incentive  to  economy  and  efficiencv  for  tho  IV  ^ 
majority  of  producers  is  a  question  for  the  committee  and  the  Congrei  to^^^^^^^ 

Authority  for  the  forward  repricing  of  individual  contracts  bf  unilatoli 
action  If  necessary,  is  an  essential  of  war  procurement,  and  should  of  coirsrhi 
preserved.  If  the  repeal  of  section  403  leaves  anv  doubt  as  to  the  mnf inn!  ^ 
""^P^t^Tf'^^  the  doubt  can  easily  be  removea  by  specffic  ?e^slat^n  ""'"^^ 

Proposals  for  amendment  if  section  403  is  continued:  If  our  ricommendatinn 

statute  Mttr'""  '^'  ''T  ^^^^P\^^'  ^'^  P^^P«^^^  «^^*^i"  an^enrSt  he 
cushion.      '^'^'^^^^'  '"  ^^'"^  ^^S^^«  ^t  i«ast»  the  defects  brought  out  in  my  dis! 

Renegoliation  of  profit  after  taxes.—For  the  reasons  already  reviewed  we  sue^P^i 
an  amendment,  not  retroactive  to  1942,  to  authorize  the  LnegSorof  prS 
after  taxes  or  alternatively,  to  direct  the  authorities  to  take  into  considerS 
the^mipact  of  taxes  in  arriving  at  the  determination  of  excessive  income  before 

^J^^ulf^^l.r'^^  technical  difficulties  in  renegotiating  profit  after  taxes  direoflv 
which  Mr.  Maurice  Karker,  Chairman  of  the  War  Department  PrLrAdlustS 

f^rl;  Slluote^^  ^"^"'  *^^*^"^^^  ^^^^-  *^«  H--  Naval  Affa^s  cZmS! 

nni^h^?r.^u^A^ll  Pf^^^^^^  Standpoint,  it  would  seem  that  renegotiation  could 
not  be  applied  after  taxes.  If  renegotiation  is  to  be  based  on  the  profit  posit  on 
of  the  contractor  after  taxes,  it  is  clear  that  it  would  be  necessary  to  know  pHor 
to  the  renegotiation,  the  correct  tax  for  the  fiscal  year  involved  In  a  verv 
large  number  of  cases  the  true  excess-profits  tax  cannot  be  known  for  several 
ThT«  'f^^?"^  *^K  ^^^^^^?^,««t  of  the  normal  tax  and  surtax  will  also  be  deLved 
wlMr!"""^  because  of  the  many  provisions  in  the  tax  law  designed  to  relfeve 
vt^w^/h  ■^'^'''l^  *^T  ^r  ^^^  carry-back  provisions,  the  general-rehef  pro- 
visions, the  inventory-adjustment  provisions,  and  the  provisions  allowing  revi^on 
ilif^  '^^T'^  ''''  termination  of  the  war  for  the  purpose  of  modS "11^12"- 
tization  allowance  under  certificates  of  necessity  These  provisions  would  make 
unpossible  even  an  approximate  ascertainment  of  a  contractor's  correct  tax  for 

defavsToufd'desW  f^ft^'^  T''  ^^*J^  '''  ^^^^^-     ^uch  iincTrtaTntief  and 
statute."  ^  ^""^  expeditious  application  of  the  renegotiation 

While  these  difl5culties  may  be  circumvented  by  making  the  profit  retention 
authorized  m  renegotiation  a  final  determination  unaffected  bv  anTsuSe^^^^^^ 

tTextrt%hat'^^^^^^^^^  tax  liability-these  being  in  effect'^s^rasMe  ?o 

extent  that  they  modify  the  authorized  retention— an  alternative  orocedure 
would  be  to  continue  the  present  practice  of  renegotiating  income  Krtaxes 
but  to  provide  by  amendment  of  section  403  that  the  Secretaries  Lde?eLiS 
FphJIT"^^'^^"'^''^'^  P'^^*'  '¥^  *^^^  ^"t«  consideration  the  probable  eS  of 
C™J  thrfh^pi^f  Tr^'^^i!"  *^r •  ^^''  ^^"^^  ^*k«  «J«^^  the  desfre  of 
no  Tsf nrbnnri  L^  •  .•  ^  ^^""^^  ^!i"^  longer  ignored,  but  would  otherwise  involve 

se^ctt*"380r^f  tLe  Pnll^Z  C?nt"coXe  '^"'"^^  *^^  ^^^^'"^^  ^^*^^"«^^^  '^ 
f»  Jw '^'"''^  ^/  ^"'':2^:^«^^  ^'^^  post-war  credit.—lf  section  403  is  not  repealed,  a 
further  amendment  is  recommended,  retroactive  to  1942,  to  provide  that  for 

eoual  iS  t"he\'ax^r.hi?^"''TH  S^^"!^  *"  '""'T'  ^^^^^^  ^^^er;'  faxes  an  amount 
hTfrlJ^J  that  would  have  been  paid  in  the  absence  of  renegotiation  shall 
be  treated  as  constructively  paid  for  the  purpose  of  carry-back  and  carrv-over 
shilT  be  ""Jlwd'^th  ^^^^««-P¥>«t«  credits  ind^that  the  10-percent  post-war'^redU 
measnrP  thl  Ifl.^^^^'fi^l^f  ^  amendments  will  serve  to  remedy  in  some 
Ml^Ltt  nf  ^  '"  Profit-before-taxes  renegotiation  which  I  discussed  earlier, 
to  direct  fhpfc;r'  [^«^^^/^^-I^  continued,  section  403  should  be  amended 
f?n^  rio         ul^^  Adjustment  Boards  to  determine  and  allow  as  a  cost  of  produc 

^/fJir"^^/!^  "^^^-^^  ^"^^  '^'.^"^?"  ^^^  post-war  conversion  and  rehabilitation. 
Allowance   of  special   amortization. ~l   have   previouslv   emohasized   that  no 

?ir?o7rtne".r  H^r  '"'  '^'  ^-^"ovvance  of  special^amortizaLn  ifa  cost  of  P^^^^^^ 
be  directed  tfinprn^^  }^  renegotiation  is  continued,  the  Boards  should 

rlltfr,  •       r  '•  "1^  ^^'*^  deduction  whenever  it  is  allowable  for  tax  pun^oses. 
from  obtatfnV-^^fH  1 '""''  ^^^^^ -The  use  of  pressure  to  dissuade  contractors 
trom  obtaining  rnandatory  renegotiation  settlements  which  thev  can  test  in  the 
courts  has  already  been  referred  to.     To  prevent  this  violation'^of  the  fnt^nt  of 


Congress,  it  is  essential  that  if  the  law  is  continued  it  be  amended  to  aflSrm  in 
explicit  terms  the  right  of  the  contractor  to  ask  for  and  obtain  a  mandatory  settle- 
ment, and  to  appeal  it  to  the  courts.  Such  an  amendment  should  prohibit  the 
renegotiating  authorities  irom  exercising  any  form  of  pressure  to  compel  him  to 
accept  a  "voluntary"  agreement,  or  from  engaging  in  any  discrimination  or 
punitive  action  against  him  if  he  elects  to  appeal. 

Special  treatment  for  profits  from  production  of  capital  goods. — One  more  proposal 
completes  our  recommendations  for  amendment  if  section  403  is  continued.  You 
will  recall  my  observations  on  the  discrimination  against  the  capital-goods  indus- 
tries inherent  in  the  present  definition  of  war  business.  We  urge  that  profits  from 
the  sale  of  durable  capital  goods  be  renegotiable  only  in  the  degree  to  which 
the  goods  themselves  are  consumed  in  war  service. 

It  will  be  recognized  at  once  that  this  poses  administrative  problems.  It  is 
impossible  to  determine  how  long  the  war  will  last  or  what  proportion  of  the  service 
life  of  equipment  will  be  exhausted  in  war  use.  Such  a  forecast  should  clearly 
not  be  required  of  either  the  renegotiating  authority  or  the  contractor.  We  pro- 
pose therefore  that  no  effort  be  made  at  the  time  of  renegotiation  to  determine  the 
matter,  but  that  it  be  left  for  later  events  to  decide.  Renegotiation  of  profits  from 
the  sale  of  productive  facilities  shall  proceed  as  at  present,  except  that  the  re- 
sultant refund,  if  any,  shall  be  escrowed,  v/ith  a  subsequent  transfer  to  the 
Government  as  the  equipment  is  consumed  in  war  service. 

The  rate  and  amount  of  such  transfer  must  depend  on  an  estimate  of  the  total 
service  life  of  the  facilities,  both  during  and  after  the  war.  Obviously  this  is  as 
unpredictable  as  the  duration  of  the  war  itself.  The  problem  pointed  up  here  is 
adequately  met,  however,  by  established  Government  policy  in  the  issuance  of 
certificates  of  necessity,  a  policy  arrived  at  after  prolonged  and  careful  considera- 
tion of  all  factors  involved.  This  assumes  that  the  entire  service  value  of  war 
facilities  will  be  exhausted  in  5  years  from  the  date  of  installation.  We  propose 
the  application  of  the  same  policy  to  the  problem  in  hand.  Our  recommendation 
therefore  is  that  20  percent  of  the  escrowed  refund,  to  which  we  have  referred, 
shall  be  paid  over  to  the  Government  for  every  year  of  war  service  of  the  facilities, 
such  payments  to  cease  with  the  close  of  hostilities. 

Thus  simplified,  the  proposal  presents  no  serious  administrative  difficulties. 
It  can  be  assumed,  for  example,  that  the  contractor's  renegotiable  shipments  of 
capital  goods  for  any  year  have  been  in  service  at  the  end  of  the  year  an  average 
of  6  months,  and  that  10  percent  of  the  renegotiated  refund  on  such  shipments  is 
due  the  Government  at  that  time,  an  additional  20  percent  being  due  at  the  end 
of  each  succeeding  year  during  the  war.  Thus  if  the  war  lasts  until  the  middle 
of  the  fifth  year  following  the  year  renegotiated,  the  recapture  will  be  complete 
and  the  escrow  will  be  terminated. 

For  convenient  reference  our  recommendations  are  recapitulated  below: 

Section  403  should  be  repealed,  effective  as  to  profits  made  after  the  close  of 
1942.  If  Congress  does  not  see  fit  to  repeal  the  law,  it  should  be  amended  to 
provide  the  following: 

1.  Except  as  to  1942  business,  retroactive  renegotiation  shall  apply  to  profits 
after  Federal  income  and  excess-profits  taxes  or,  alternatively,  the  secretaries  of 
renegotiating  departments  shall  be  directed  to  take  into  consideration  the  effect 
of  such  taxes  in  determining  the  excessiveness  of  income  before  their  application. 

2.  For  years  in  which  renegotiation  under  section  403  applies  to  income  before 
Federal  taxes  (including  1942)  an  amount  equal  to  the  taxes  that  would  have  been 
paid  in  the  absence  of  renegotiation  shall  be  treated  as  constructively  paid  for  the 
purpose  of  carry-back  and  carry-over  of  losses  and  unused  excess-profits  credits, 
and  the  10-percent  post-war  credit  shall  be  allowed  thereon. 

3.  Except  as  to  1942  business,  the  secretaries  shall  be  directed  to  determine  and 
allow  as  a  cost  of  production  a  reasonable  charge  for  reserves  for  post-war  con- 
version and  rehabilitation. 

4.  Except  as  to  1942  business,  the  secretaries  shall  be  directed  to  allow  as  a 
cost  of  production  special  amortization  allowable  for  tax  purposes. 

5.  The  right  of  the  contractor  to  obtain  without  prejudice  a  mandatory  rene- 
gotiation settlement  and  to  have  this  settlement  reviewed  in  the  courts  shall  be 
explicitly  stated  in  the  law,  and  the  secretaries  shall  be  forbidden  to  impair  this 
right  by  threats,  coercion,  or  discrimination  of  any  kind. 

(>.  Refunds  of  excessive  profits  made  in  the  production  of  durable  capital  goods 
after  1942  shall  be  escrowed  and  subsequently  transferred  to  the  Government  at 
the  rate  of  20  percent  thereof  for  each  year  of  service  performed  prior  to  the  end 
of  hostilities  by  the  goods  in  question,  any  balance  remaining  in  the  escrow  at  that 
time  to  revert  to  the  contractor. 
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(Thereupon  the  committee  took  a  recess  until  2  p.  m.  of  the  same 
day.) 

AFTERNOON   SESSION 

'  The  committee  reassembled,  pursuant  to  the  taking  of  recess  at 
2  p.  m.,  Hon.  Robert  L.  Doughton  (chairman)  presiding. 

The  Chairman.  The  committee  will  please  come  to  order. 

The  next  witness  on  the  calendar  is  Mr.  Charles  W.  Smith. 

Will  you  please  give  the  reporter  your  full  name  and  address,  and 
the  capacity  in  which  you  appear. 

STATEMENT  OF  CHARLES  W.  SMITH,  PRESIDENT,  SMITH  ENGL 
.  NEEMNG  &  CONSTRUCTION  CO.,  PENSACOLA,  FlXT  AND 
VICE  PRESIDENT,  HIGHWAY  CONTRACTORS'  DIVISION;  AMERI. 
CAN  ROAD  BUILDERS'  ASSOCIATION,  WASHINGTON,  D.  C. 
ACCOMPANIED  BY  H.  E.  WOLFE,  ST.  AUGUSTINE,  FLA.,  PRESL 
DENT,  WOLFE  CONSTRUCTION  CO. 

Mr.  Smith.  Mr.  Chairman,  my  name  is  Charles  W.  Smith,  and  my 
address  is  post-office  box  1831,  Pensacola,  Fla. 

The  Chairman.  You  may  proceed,  Mr.  Smith. 

Mr.  Smith.  Mr.  Chairman  and  gentlemen,  I  am  Charles  W.  Smith, 
president  of  Smith  Engineering  &  Construction  Co.,  of  Pensacola,  Fla.| 
and  vice  president  of  the  contractors'  division  of  the  American  Koad 
Builders'  Association,  Washington,  D.  C.  We  appreciate  very  much 
the  opportunity  that  you  have  given  us  to  present  our  views  on  how 
the  renegotiation  law  has  affected  contractors  engaged  in  the  construc- 
tion of  military  roads,  airports,  and  other  war  facilities. 

First  of  all,  we  want  to  make  very  clear  the  fact  that  we  are  not  here 
to  try  to  persuade  you  to  repeal  or  change  this  law  so  that  we  are  free 
to  make  excess  profits  out  of  this  war.  We  want  to  show  you  the 
adverse  effect  of  this  law  on  our  industry.  We  are  on  your  side— we 
do  not  want  anyone,  including  ourselves,  to  make  excessive  profits. 

It  seems  to  us  that  the  present  act  was  not  designed  and  was  never 
intended  by  Congress  to  apply  to  construction  contracts  awarded  on 
the  basis  of  competitive  bidding.  The  language  of  the  act  employs 
the  word  ''renegotiation"  of  contracts  and  use  of  this  term  definitely 
imphes  and  presupposes  that  the  act  refers  to  contracts,  which  in  their 
inception,  were  negotiated  contracts.  Because  of  war  and  our  result- 
ing national  crisis,  the  time  element  was  of  primary  importance  and 
iit  order  to  insure  completion  of  the  contract  as  rapidly  as  possible, 
the  Government  did,  during  the  early  stages  of  the  war,  in  many 
instances  eliminate  time-consumii^  procedure.  Public  invitations  to 
bid  on  completed  plans  and  specifications  were  abandoned,  because 
quantities  were  unknown,  and  reliable  established  contractors  were 
summoned  to  appear  individually  for  a  negotiated  conference.  Dis- 
cussions were  held  concerning  the  type  of  contract  to  be  performed, 
the  ability  of  the  concern  to  do  the  work,  and  the  terms  of  the  pro- 
posed agreement.  The  Government  and  the  particular  business  con- 
cern were  negotiators,  and  the  agreement  consummated  as  a  result  of 
their  negotiations  is  properly  referred  to  as  a  ''negotiated"  contract. 
Admittedly,  there  may  be  some  justification  for  the  renegotiation  of 


this  type  of  agreement  where  the  parties  to  the  contract  were  dealing 
with  unknown  factors. 

However,  this  type  of  contract  should  be  definitely  distinguished 
from  the  common  type  of  contract  used  almost  exclusively  by  the 
Government  prior  to  our  national  emergency,  and  which  is  still  em- 
ployed in  most  instances.  I  refer  to  agreements  awarded  on  a  com- 
petitive basis,  consummated  by  the  following  procedure:  Public  invita- 
tion to  bid  on  completed  plans  and  specifications;  submission  of  bids 
upon  same  terms  and  conditions  by  all  bidders;  and  subsequent  award 
of  contract  based  on  the  competitive  bid.  This  type  of  contract,  be- 
cause of  its  competitive  nature  alone,  guarantees  to  the  Government 
a  fair  and  equitable  price.  In  order  that  negotiated  contracts  might 
be  subject  to  the  same  guaranty,  Congress  enacted  the  renegotiation 
statute,  which  in  our  opinion,  gives  recognition  to  the  basic  distinction 
between  these  two  types  of  contracts.  Nevertheless,  the  term  "nego- 
tiated" contract  is  by  administrative  distortion  used  by  Federal  agen- 
cies to  describe  contracts  which  are  awarded  on  the  basis  of  competi- 
tive bidding  based  on  completed  plans  and  specifications.  It  is  plain 
to  see  that  such  a  title  for  this  type  of  contract  is  a  misnomer.  In 
fact,  it  is  just  open  competitive  bidding. 

Now  then,  gentlemen,  I  would  like  to  bring  to  your  attention  some  of 
the  specific  phases  of  the  law  which  work  an  undue  hardship  on  the 
road-building  industry. 

The  act,  in  its  present  form,  is  objectionable  in  the  following 
respects: 

The  act  is  unfair  to  the  contractor  for  it  provides  that  the  Govern- 
ment can  require  a  refimd  of  profits  but  does  not  allow  the  contractor 
to  be  reimbursed  for  any  loss  which  he  might  suffer.  Nor  does  it  allow 
losses  on  war  contracts  to  be  offset  against  gains  on  such  contracts  in  all 


cases. 


The  failure  of  the  act  to  provide  definite  standards  for  determining 
what  are  excessive  profits  makes  it  impossible  to  assure  uniformity  of 
treatment  between  contractors  engaged  in  the  same  type  of  operation. 

Needless  to  say,  the  hazard  of  loss  is  great  in  a  construction  contract 
awarded  on  a  bid  basis  and  the  contractor  is  entitled  to  a  fair  and  just 
profit  for  undertaking  the  risk.  Such  risk  frequently  results  in  a  loss 
due  to  factors  peculiar  to  the  industry  beyond  the  contractor's  control, 
such  as  inclement  weather  and  difficult  subsurface  conditions,  and 
since  the  Government  will  not  adjust  a  contract  to  take  care  of  any 
such  loss,  certainly  it  should  allow  a  profit  on  successful  jobs  sufficient 
to  justify  engagement  in  this  hazardous  line  of  business.  Every  con- 
cern of  this  type,  including  the  oldest  and  the  best,  encounter  unfore- 
seen and  unanticipated  conditions  over  which  they  have  no  control, 
and,  if  contract  profits  are  cut  below  a  reasonable  profit,  I  predict 
without  fear  of  contradiction,  that  it  will  result  in  bankruptcy  of  the 
industry.  Since  the  act  does  not  provide  with  any  degree  of  cer- 
tainty what  sort  of  standard  of  yardstick  is  to  be  applied  in  determin- 
ing profits,  it  is  impossible  for  the  contractor  to  ascertain  in  advance 
what  amount  of  profit  will  be  allowed.  From  a  financial  point  of 
view,  this  uncertainty  seriously  handicaps  the  contractor  in  obtaining 
bank  credits,  and  in  establishing  poUcies  governing  dividends  and 
reserves. 

Another  important  point  is  that  the  effect  of  the  act  is  to  allow  the 
contractor  his  cost  plus  a  percentage  over  cost.     This  removes  the 
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incentive  for  efficient  and  economical  operations  by  treating  the 
efficient  and  inefficient  alike. 

I  was  talking  with  a  high-ranking  officer  of  one  of  our  governmental 
construction  services  a  few  weeks  ago.  He  made  a  statement  that 
brings  this  point  out  very  clearly.  He  stated  that  since  the  renegotia- 
tion law  came  into  effect  he  had  noticed  a  number  of  cases  where  as 
soon  as  the  contractor  realized  that  his  job  was  a  good  one  and  that 
he  was  going  to  make  a  sufficient  sum  of  money  to  be  effected  by 
renegotiation,  the  contractor  seemed  to  lose  interest  in  the  job  and 
began  spending  his  time  on  a  tougher  job  or  on  some  other  phase  of 
his  business.  What  is  the  result  of  this?  You  can  see  that  this 
means  a  break-down  in  efficiency,  increase  in  cost  and  delay  in  delivery 
of  the  job. 

We  frankly  believe  that  if  the  law  were  amended  so  that  jobs  let  by 
competitive  bids  were  not  affected  by  renegotiation,  the  Government 
would  get  the  same  prices  on  our  work.  Because  of  extra  incentive 
treated  in  the  contractor  by  the  fact  that  he  has  a  small  interest  in 
every  dollar  of  profit  coming  from  the  job,  he  would  hold  down  cost 
and  speed  up  production.  As  a  result  he  would  pay  into  the  United 
States  Treasury  more  money  through  taxes  alone  than  through  taxes 
and  renegotiation  combined  under  present  procedures. 

Another  thing  that  gives  us  concern  is  that  the  act,  in  its  present 
form,  leaves  to  individuals,  without  restraint,  the  power  to  conduct  our 
business.  Where  legislative  authority  is  delegated.  Congress,  in  our 
opinion,  should  prescribe  a  policy,  standard  or  rules  for  the  guidance 
of  those  charged  with  the  responsibility  of  administration.  Needless 
to  say,  the  act  does  not  establish  any  fixed  standards  for  determining 
what  are  excessive  profits. 

It  is  also  submitted  that  the  act  in  its  present  form,  as  respects  its 
application  to  contracts  entered  into  prior  to  passage  of  the  act  is 
unjust.  One  of  the  most  sacred  things  to  both  man  and  Government 
is  the  validity  and  sanctity  of  their  contract.  If  this  fundamental  of 
business  is  broken  down,  our  business  and  country  will  be  ruined. 

While  I  do  not  have  the  exact  figures,  it  would  seem  that  the  number 
of  persons  charged  with  the  duty  and  obligation  of  administering  the 
Renegotiation  Act  requires  a  substantial  pay-roll  expense.  The  act 
now  applies  to  eight  departments  of  the  Federal  Government,  and 
each  of  these  departments  have  set  up  individual  administrative  agen- 
cies. This  would  appear  to  be  a  duplication  of  expense  and  effort. 
It  is  believed  that  the  governmental  expense  incurred  in  the  collection 
of  renegotiation  refunds  represents  a  large  portion  of  money  recovered. 
It  would  also  be  astounding,  if  the  figures  were  available,  to  ascertain 
the  amount  of  time,  which  is  so  precious  at  present,  consumed  by 
company  executives,  as  well  as  Government  and  military  officials, 
when  that  same  amount  of  time  could  be  used  so  advantageously  by 
increasing  production  and  promoting  our  war  efforts.  In  this  con- 
nection, it  should  also  be  remembered  that  our  manpower  shortage  is 
becoming  more  and  more  acute  every  day.  It  is  even  suggested  that 
some  of  our  essential  airplane  factories  might  have  to  be  closed  down 
due  to  manpower  shortage.  Surely,  in  these  trying  times,  it  would  be 
far  wiser  to  utilize  the  manpower  which  is  now  administering  the 
Renegotiation  Act  in  the  production  of  war  materials  or  military 
service,  particularly  so,  when  approximately  90  percent  of  excessive 
profits  will  be  recovered  under  the  revenue  act. 


Gentlemen,  I  have  endeavored  to  present  to  you  as  briefly  and 
clearly  as  possible,  the  predicament  of  the  highway  and  airport  con- 
struction industry.  As  previously  pointed  out,  we  are  opposed  to 
unreasonable  profits  and  our  position  in  appearing  before  your  com- 
mittee is  only  one  of  seeking  relief  from  a  situation  which  threatens 
to  retard  and  impede  the  completion  of  essential  war  facilities  and  at 
the  same  time  constitutes  a  diiect  and  real  threat  to  the  American 
system  of  free  enterprise. 

In  consideration  of  the  foregoing,  we  respectfully  petition  this  com- 
mittee for  relief  and  ask  your  favorable  consideration  of  the  following 
changes  in  the  renegotiation  law: 

1.  That  provision  should  be  made  for  the  exemption  from  the 
provisions  of  the  renegotiation  law  of  contracts  for  the  construction, 
reconstruction,  maintenance  or  repair  of  highways,  roads,  streets, 
bridges,  airports,  and  allied  construction  on  which  competitive  bids 
or  offers  have  been  received.  This  amendment  should  be  effective 
as  of  April  28,  1942. 

2.  That  the  law  be  amended  so  as  to  exempt  negotiated  contracts 
under  $500,000.  This  amendment  also  should  be  effective  as  of  April 
28,  1942. 

3.  That  provision  be  made  so  as  to  guarantee  that  in  the  determi- 
nation of  costs,  with  respect  to  negotiated  contracts,  the  allowance 
shall  be  made  for  all  actual  costs  (direct  and  indirect),  customarily 
permitted  construction  contractors. 

4.  That  all  contracts  entered  into  prior  to  April  28,  1942,  be 
exempted  from  the  act. 

5.  That  the  law  should  be  amended  so  as  to  provide  that  no  cases 
shall  be  instituted  after  1  year  following  the  cessation  of  hostilities. 

In  conclusion,  we  would  like  to  say  that  we  hope  that  our  objections 
to  the  renegotiation  law  in  its  present  form  have  been  substantiated 
and  that  this  honorable  body  will  see  fit  to  grant  us  relief  from  a 
burdensome  statute  which  threatens  our  very  existence.  W^e  realize 
that  this  is  a  tremendous  problem  but  hope  that  you,  in  your  wisdom, 
will  be  able  to  save  our  industry.     Thank  you. 

Mr.  Disney.  Mr.  Smith,  it  has  been  stated  here  by  some  of  the 
witnesses  that  there  are  substantially  no  competitive  bid  contracts 
awarded  nowadays.  I  believe,  if  I  remember  the  record  correctly, 
that  Mr.  Karker  said  in  his  testimony  that  there  are  practically  no 
competitive  bid  contracts  being  let.     Is  he  in  error  about  that? 

Mr.  Smith.  I  think  so,  Mr.  Disney.  We  bid  just  as  we  have  always 
bid.  We  have  had  only  one  actually  outright  negotiated  job  in  my 
personal  business. 

Mr.  Disney.  Out  of  how  many  jobs? 

Mr.  Smith.  Approximately  40.  The  plans  and  specifications,  since 
the  early  part  of  the  war,  just  previous  to  Pearl  Harbor  and  just  lol- 
lowing,  have  been  drawn  up  just  as  they  always  were  in  our  particular 
industry,  and  they  have  received  bids. 

Since  April  28,  1942,  when  the  renegotiation  law  went  into  effect, 
Government  agencies  modified  their  form  of  invitation  to  bid  and 
8sked  for  offers  instead  of  bids,  and  they  stated  that  those  would  be 
received  at  a  given  time,  on  such  and  such  a  date,  and  would  be 
opened  in  private. 

.  Iney  requested  sealed  offers  to  be  placed  on  a  given  date  at  a 
given  time,  and  they  sent  out  plans  a  Ed  specifications  to  prospective 
bidders,  and  bids  were  received.     On  every  one  of  my  jobs  I  have  bid 
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competitively  and  since  I  confine  my  business  to  one  section  of  the 
country,  it  lias  been  more  or  less  the  same  group  of  competitors  that  I 
have  had  for  13  years. 

Mr.  Disney.  Did  the  members  of  the  industry  treat  these  sealed 
bid  offers  substantially  as  they  did  the  competitive  bids,  prior  to  that 
time? 

Mr.  Smith.  I  think  it  was  just  the  same;  there  was  no  difference 
so  far  as  I  know.     I  do  not  know  how  you  can  treat  it  any  differently! 

They  send  you  an  invitation  to  bid  on  a  job,  and  you  request  plans 
and  specifications  and  then  you  go  and  look  at  the  job  as  we  always 
have,  and  use  our  judgment  in  estimating  the  cost.  We  have  the 
quantity  of  dirt  to  be  moved  and  you  bid  so  much  per  j^ard  on  the  dirt 
to  be  moved,  and  so  much  per  square  yard  of  pavement  to  be  put 
down,  so  much  per  acre  of  clearing,  grubbing,  and  so  forth,  and  we 
send  in  our  bid  at  the  requested  time.  We  also  bid  against  the  United 
States  Engineers.  They  submit  their  own  estimate  and,  as  a  matter 
of  fact,  they  bid  against  us. 

Mr.  Disney.  Wliat  does  most  of  your  work  consist  of,  paving  and 
excavating? 

Mr.  Smith.  Most  of  my  work  is  paving,  and  my  particular  line 

Mr.  Disney.  And  the  paving  of  what? 

Mr.  Smith.  Runways,  access  roads,  airports,  the  paving  of  streets 
in  cantonments,  and  so  forth.  The  highway  business  now  has  let 
down.  As  a  matter  of  fact,  none  of  the  States  are  letting  highway 
work  that  amounts  to  anything  at  all.  Nearly  all  of  the  highway  work 
consists  of  access  roads  to  war  facilities,  and  nearly  all  of  our  equip- 
ment and  organization,  have  been  busy  since  before  Pearl  Harbor, 
in  the  building  of  airports  and  Army  contonments. 

Mr.  Disney.  To  what  department  of  the  Government  do  you  make 
these  bids? 

Mr.  Smith.  To  the  War  Department  or  to  the  United  States  en- 
gineers; to  the  Navy  Department  or  the  Bureau  of  Yards  and  Docks; 
we  bid  to  the  C.  A.  A.,  and  to  the  State  governments  on  Federal 
projects,  which  include  access  roads.  Then  the  States,  in  some  cases, 
have  obtained  priority  for  State  projects,  upon  which  we  have  bid  at 
times. 

Mr.  Disney.  Have  the  sealed  offers  resulted  in  negotiations  before 
the  contracts  have  been  entered  into? 

Mr.  Smith.  Yes,  sir.  These  offers  are  opened  in  a  closed  chamber; 
they  are  not  opened  in  public.  The  low  bidder,  in  every  case  I  had 
to  do  with,  in  connection  with  the  United  States  Engineers,  was  later 
called  in  and  his  available  equipment  discussed,  in  our  case  and  in 
the  case  of  every  one  I  know  of  who  has  been  given  a  job. 

Mr.  Disney.  Has  it  substantially  amounted  to  the  old  system  of 
sealed  bids,  or  bids  that  have  been  negotiated? 

Mr.  Smith.  No,  sir;  in  my  opinion  they  are  sealed  bids,  competi- 
tive bids.  All  my  jobs  have  been  let  on  competitive  bids,  just  as  they 
always  have  been. 

Mr.  Disney.  Is  that  without  exception? 

Mr.  Smith.  Without  exception,  with  the  possibility  of  a  small 
extension  on  one  job  that  we  bid  on  competitively  originally. 

Mr.  Disney.  In  addition  to  the  original  bid? 


yir.  Smith.  Yes,  sir;  it  was  added,  in  the  form  of  a  supplemental 
agreement  to  a  job  or^inally  bid  on,  just  as  I  have  told  you,  a  com- 
petitive bid. 

Mr.  Disney.  Under  your  system  of  sealed  offers,  did  it  necessitate 
your  company  renegotiating  with  the  Army  Engineers  or  the  Bureau 
of  Yards  and  Docks  as  to  prices? 

Mr.  Smith.  No,  sir;  in  my  case,  with  the  exception  of  one  instance, 
when  om-  bid— being  the  low  bid,  I  suppose,  since  figures  are  kept 
secret  I  cannot  be  sure — was  a  little  higher  than  the  United  States 
engineers'  estimate,  we  cut  the  bid  to  meet  it.  That  is  no  different 
from  competitive  bids.  We  have  done  that  time  and  again  before 
the  war,  when  we  would  be  low  bidders  on  a  State  road  department 
Federal-aid  job,  or  on  a  State  job,  and  we  were  above  the  appropria- 
tion. They  would  call  us  in,  and  we  would  talk  the  job  over  and  agree 
to  make  some  minor  changes  in  materials  or  on  quantities,  possibly, 
and  at  the  same  time,  make  a  slight  deduction  in  price.  They  would 
then  award  us  the  job. 

Mr.  Disney.  It  has  been  suggested  that  there  are  so  many  more 
jobs  than  contractors  that  there  are  no  real  competitors. 

Mr.  Smith.  I  do  not  think  that  is  true.  In  our  industry  there  has 
never  been  any  serious  difficulty  that  way.  Right  at  the  time  of 
Pearl  Harbor  it  might  have  been  that  they  were  pushed  for  contractors, 
but  I  have  had  plenty  of  competition  on  everything  I  have  bid. 

Mr.  Disney.  Have  you  been  renegotiated? 

Mr.  Smith.  No,  sir;  I  have  not. 

Mr.  Disney.  Have  you  had  anything  looking  to  renegotiation? 

Mr.  Smith.  Yes,  sir;  I  am  in  the  process  of  being  renegotiated. 

Mr.  Disney.  Has  that  been  a  satisfactory  process? 

Mr.  Smith.  So  far  as  we  have  gone — ^we  had  one  job  completed  in 
1942  that  they  have  asked  us  for  information  on  for  the  purpose  of 
renegotiating.  We  are  compiling  information  on  all  our  other  projects, 
but  it  takes  a  lot  of  time,  a  lot  of  effort,  and  a  lot  of  manpower. 

Mr.  Disney.  Do  these  conferences  you  have  referred  to  relate  to 
price,  or  do  they  relate  to  how  much  money  you  make? 

Mr.  Smith.  So  far  as  I  have  been  able  to  learn  from  my  friends  who 
have  been  renegotiated,  it  relates  to  how  much  money  you  made. 

Mr.  Disney.  And  not  to  the  prices  on  the  bids? 

Mr.  Smith.  No,  sir. 

Mr.  Disney.  Have  you  had  any  difficulty  with  either  your  renego- 
tiations, or  in  the  process  of  your  contracts? 

Mr.  Smith.  No,  sir;  in  my  particular  case  we  have  had  no  difficulty 
other  than  getting  the  necessary  information  in  on  time,  but  this  par- 
ticular contract,  the  one  they  are  requesting  information  on,  was  a 
job  let  to  us  in  December  1941  and  it  was  a  job  on  which  we  lost 
money.     It  wasjuCrAv^ job  handled  by  the  United  States  engineers. 

Due  to  the  unusual  am^imt  of  information  required  on  our  various 
projects  for  renegotiation  and  the  fact  that  we  have  had  more  war 
projects  than  usual,  we  have  been  badly  pressed  for  clerical  help  and 
got  behind  with  our  reports  to  the  renegotiation  board.  The  board 
jumped  on  us  pretty  heavily  about  the  delay.  We  were  at  fault  and 
tad  to  leave  some  things  undone  to  complete  the  requested  reports. 

We  have  constructed  some  large  rush  jobs  for  the  Pensacola  Naval 
Air  Station  and  the  United  States  Army  Air  Corps  at  Eglin  Field, 
Valpariso,  Fla.,  this  year.  "^ 
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Mr.  Disney.  You  were  at  fault? 

Mr.  Smith.  Yes,  sir;  we,  of  course,  were  late  with  it.  They  bore 
down  on  us  pretty  hard. 

Mr.  Disney.  They  are  renegotiating? 

Mr.  Smith.  Yes,  sir. 

Mr.  Gearhart.  Mr.  Smith,  I  am  very  much  impressed  with  the 
clarity  of  your  statement,  and  particularly  with  the  modesty  of  your 
recommendation.     I  want  to  ask  you  a  few  questions. 

Taking  your  last  suggestion  first,  that  a  statute  of  limitations 
should  be  set  up  in  the  act  precluding  the  institution  of  renegotiation 
proceedings  1  year  after  the  cessation  of  hostilities. 

Mr.  Smith.  Yes,  sir. 

Mr.  Gearhart.  You  make  that  recommendation  simply  because 
you  think  the  war  ought  to  be  over  for  the  contractors  just  as  it  is 
for  the  Government,  that  sometime  there  should  be  an  end  ix)  tliis 
kind  of  reinvestigation  of  war  activities. 

Mr.  Smith.  We  definitely  do  and  we  suggest  that  time  as  being 
a  sensible  time.  Sometime  it  has  to  be  over  and  we  have  to  get  back 
to  norrnal  again.  It  was  a  wartime  measure.  Of  course,  that  is  a 
suggestion.     You  know  a  lot  more  about  those  things  than  we  do. 

Mr.  Gearhart.  I  think  your  suggestion  is  a  wise  one.  In  fact,  I 
have  been  impressed  with  that  recommendation  to  this  committee 
and  I  think  it  should  be  included  in  the  act. 

Likewise,  and  as  a  converse,  you  recommend  that  the  contracts  be 
not  renegotiated  that  were  entered  into  prior  to  April  28,  1942. 

Mr.  Smith.  Yes,  sir. 

Mr.  Gearhart.  The  reasons  are  much  the  same. 

Mr.  Smith.  Yes,  sir. 

Mr.  Gearhart.  The  parties  who  entered  into  contracts  prior  to 
that  date,  vidthout  any  knowledge  of  the  possibility  of  renegotiation, 
should  not  be  required  to  renegotiate. 

Mr.  Smith.  We  do  not  think  so,  sir.  We  are  contractors  and  have 
been  in  the  business  all  our  fives,  and  we  have  to  live  by  contracts 
When  we  sign  a  contract  it  is  a  document  which  has  the  power  of  life 
or  death  over  us,  so  the  validity  of  contracts  means  a  lot  to  us. 

Mr.  Gearhart.  The  situation  you  have  in  mind  is  based  upon  the 
assumption  that  contractors  who  entered  into  contracts  after  the  re- 
negotiation law  was  placed  upon  the  statute  books  must  be  held  to 
have  had  renegotiation  within  their  contemplation. 

Mr.  Smith.  Yes,  sir. 

Mr.  Gearhart.  On  the  next  preceding  recommendation  I  have  a 
question  or  two  to  ask  as  well.  You  recommend  that  in  the  determi- 
nation of  costs  allowance  be  made  for  all  actual  costs,  direct  or  indi- 
rect— that  is,  actual  costs  customarily  permitted  to  construction  con- 
tractors. 

Have  you  had  some  bad  experiences  along  those  lines?  Have  you 
knowledge  of  contractors  in  renegotiation  proceedings  having  been 
denied  ordinary  costs,  ordinarily  recognized  in  business? 

Mr.  Smith.  Mr.  Gearhart,  as  I  have  told  you,  I  have  not  been  rene- 
gotiated, but  I  have  talked  to  a  lot  of  my  friends  who  have  been,  and 
it  is  a  fact  that  we  are  not  being  allowed  the  normal  cost  figures  that 
we  have  always  used  in  our  business  and  that  we  used  in  figuring  our 
income  tax  and  various  other  things. 


Knowing  that  you  gentlemen  would  want  all  of  the  instructive 
information  you  could  get,  we  thought  if  we  could  bring  it  here  it 
would  be  useful  to  you.  We  think  it  is  good,  and  you  people  can  use 
it  to  the  best  advantage,  and  I  know  you  are  capable  of  doing  that. 
So  we  called  upon  a  man  I  worked  for  14  years  ago,  who  has  been 
renegotiated,  and  has  had  the  experience.  He  was  kind  enough  to 
offer  to  come  here  and  check  up  the  situation,  and  if  you  do  not 
mind  he  can  give  you  some  first-hand  information.  I  would  like  to 
now  introduce  to  the  committee  Mr.  H.  E.  Wolfe,  of  St.  Augustine, 

Fla. 

The  Chairman.  Will  you  give  the  reporter  your  full  name,  your 
address,  and  the  capacity  in  which  you  appear? 

Mr.  Wolfe.  Mr.  Chairman,  my  name  is  H.  E.  Wolfe,  of  St.  Augus- 
tine, Fla.  I  am  president  of  the  Willie  Construction  Co.  My 
remarks  will  have  to  be  in  connection  with  a  contract  which  affects 
me  individually. 

This  contract  I  refer  to  is  a  contract  entered  into  about  January 
1942,  as  a  joint  venture  between  the  H.  E.  Wolf  Construction  Co. 
and  J.  B.  Michaels,  being  for  work  at  an  air  base  at  Smyrna,  Tenn,  for 
tlie  building  of  an  air  field,  clearing,  grubbing,  draining,  and  paving, 
the  total  amount  of  which  was  about  4)^  million  dollars.  After  we 
had  practically  completed  the  contract  we  were  told  that  we  would 
have  to  be  renegotiated.  So  we  submitted  our  figures  to  the  engineer 
in  charge.  He  reviewed  them  and  said  they  were  satisfactory  to 
him.  Later  a  board  was  set  up  in  Atlanta  to  review  these  contracts, 
and  we  were  requested  to  submit  additional  figures  to  them. 

Mr.  Dingell.  Was  that  a  bid  job? 

Mr.  Wolfe.  Yes;  it  was  a  bid  job.  Incidentally,  from  the  best 
mformation  I  have,  we  were  about  $600,000  lower  than  the  second 
bidder. 

Of  course,  as  Mr.  Smith  has  stated,  we  did  not  have  access  to  all 
these  figures,  but  we  were  given  to  understand  that  by  the  engineer  in 
charge. 

So  we  were  then  summoned  by  the  Board  on  March  23  to  Atlanta 
for  a  conference. 

We  conferred  for  the  better  part  of  a  day  with  these  gentlemen,  and 
we  were  told  that  we  had  made  excess  profits  of  $210,000.  Naturally, 
smce  that  was  a  big  figure  to  us,  we  were  interested  to  know  how  they 
arrived  at  such  a  conclusion.  We  were  told  it  was  by  secret  criteria. 
Of  course,  being  a  contractor,  I  do  not  know  much  about  what  that 
means,  but  that  is  what  they  told  us  and  we  had  to  accept  it. 

Following  the  March  23  meeting,  we  were  summoned  to  NashviQe, 
Tenn.,  for  another  meeting  which  we  attended  with  the  same  result  we 
tad  in  Atlanta. 

Following  the  Nashville  meeting  we  were  summoned  to  Washington 
to  appear  before  another  board  here.  We  did  appear  and  gave  our 
figures  as  best  we  could. 

Then  we  were  called  back  on  June  15  to  Atlanta  for  a  further  con- 
ference, and  at  that  time  we  were  told  by  this  Board  that  they  con- 
sidered we  made  $135,000  in  excess  profits. 

Following  the  June  15  meeting  we  were  then  sent  back  to  Atlanta 
'or  another  conference.  Then  on  August  1,  and  at  the  last  conference 
the  Atlanta  Board  said  that  they  considered  now  that  we  had  made 
S226,000  in  excess  profits. 
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Gentlemen,  that  is  the  story  of  what  our  experience  has  been. 
Answering  the  Congressman  over  here,  in  reference  to  costs,  direct 
and  indirect,  one  particular  cost  that  I  refer  to  there  is  the  cost  of 
office  overhead. 

We  have  done  for  the  Government  I  do  not  know  how  many  con- 
tracts,  but  probably  25  or  30,  all  of  which  were  on  a  competitive  bid 
basis,  but  when  we  were  told  to  renegotiate  we  were  told  we  were  not 
permitted  to  charge  any  office  overhead.  That  is  the  office  we  main- 
tain in  St.  Augustine,  the  cost  of  which  amounts  approximately,  our 
experience  has  shown,  to  3  or  4  percent,  and  we  report  that  each  year 
when  we  make  our  income-tax  returns.  That  includes  the  salaries 
of  the  officers,  telephone  and  telegraph  charges,  and  other  similar 
office  expense.  We  were  told,  however,  that  had  we  moved  our  office 
on  the  job  we  would  have  been  permitted  to  charge  that  as  a  part  of 
our  expenses. 

Mr.   Gearhart.  That  is   an   amazing  story   told  with   amazing 
results.     You  advise  me  that  you  obtained  the  contract  at  a  figure 
$600,000  below  the  next  preceding  low  bidder,  and  following  that,  upon 
the  execution  of  the  contract,  you  were  summoned  first  to  Atlanta, 
and  there  interrogated,  and  then  to  Nashville,  and  there  interrogated,' 
and  then  to  Washington,  and  there  interrogated,  and  back  to  Atlanta 
and  again  interrogated,  and  then  back  to  Atlanta  another  time. 
Mr.  Wolfe.  To  Washington  twice  and  to  Atlanta  three  times. 
Mr.  Gearhart.  And  while  the  Government  was  looking  over  you 
there,  they  told  you  what  they  thought  your  excessive  profits  were? 
Mr.  Wolfe.  Yes,  sir. 

Mr.  Gearhart.  One  time  they  announced  that  you  owed  them 

$210,000;  another  time,  $135,000;  still  another  time,  $226,000.     Now, 

can  you  tell  me  when  you  have  had  time  to  execute  this  contract? 

Mr.  Wolfe.  Well,  we  had  practically  finished  the  contract  before 

these  proceedings  started. 

Mr.  Gearhart.  That  was  indeed  fortunate;  because,   otherwise, 
vou  would  have  been  keeping  one  eye  on  the  contract,  and  jumping, 
hopping,  and  skipping  around  the  United  States  trying  to  keep  the 
other  eye  on  the  Government  at  the  same  time? 
Mr.  Wolfe.  Yes,  sir. 

Mr.  Gearhart.  Now,  does  that  kind  of  constant  harassment  tend 
to  produce  greater  efficiency  in  your  organization? 
Mr.  Wolfe.  I  don't  believe  so. 

Mr.  Gearhart.  It  rather  makes  you  feel  that  you  want  to  look  for 
somebody  else  to  make  a  contract  with  the  next  time  does  it  not? 

Mr.  Wolfe.  It  is  very  discouraging,  to  say  the  least,  Mr.  Con- 
gressman. 

Mr.  Gearhart.  I  should  say  so.  Now,  these  costs  that  they  finally 
made  you  omit,  in  accordance  with  a  formula  of  their  own  devising, 
are  costs  which  the  Internal  Revenue  allows  and  recognizes  as  deduct- 
ible expenses  in  your  income-tax  return? 
Mr.  Wolfe.  I  did  not  get  that  question  just  clear. 
Mr.  Gearhart.  Have  the  renegotiation  agencies  refused  to  allow 
you  to  deduct  costs  which  the  income-tax  collectors  allow  you  to  deduct 
m  your  income-tax  payment? 

Mr.  Wolfe.  Yes,  sir,  the  item  of  office  overhead,  as  they  refer  to  it 
and  as  we  refer  to  it.  Of  course  they  answer  this,  Mr.  Congressman, 
by  saying  ''We  are  allowing  you  a  profit  sufficient  to  take  care  of  that." 


}J[t.  Gearhart.  They  have'  refused  to  allow  you  those  deductions, 
even  though  the  act  itself  provides  that  the  negotiators — 

shall  recognize  the  properly  applicable  exclusions  and  deductions  of  the  character 
which  the  contractor  or  subcontractor  is  allowed  under  chapter  1  and  chapter  2 
(E)  of  the  Internal  Revenue  Code. 

Now,  other  witnesses  have  testified  if  there  had  been  no  renegotia- 
tion proceedings  in  these  cases  in  which  the  Government  has  recovered 
about  $5,000,000,000,  that  from  70  to  80  percent  of  that  sum  would 
have  been  recovered  by  taxes  in  the  ordinary  operation  of  our  revenue 
law.  In  view  of  that,  do  not  you  think  renegoti8tion  ought  to  be 
limited  to  the  30  or  20  percent  that  remains  after  taxes? 

Mr.  Wolfe.  I  certainly  do;  yes,  sir. 

Mr.  Gearhart.  Does  it  not  seem  a  sort  of  extravagant  expenditure 
of  public  funds  to  go  out  here  and  usurp  the  functions  of  the  tax  col- 
lector, when  80  percent  would  have  been  collected  by  the  tax  collector 
and  only  20  percent  could  possibly  be  recovered  by  renegotiation? 

Mr.  Wolfe.  That  has  been  my  position  right  along,  and  I  so  stated 
it  in  every  conference  I  have  had  with  the  Renegotiation  Board. 

Mr.  Gearhart.  I  think  you  have  brought  to  our  attention  some 
very,  very  illuminating  facts. 

Now,  Mr.  Smith,  as  to  your  next  recommendation 

Mr.  Wolfe.  May  I  say  one  more  thing  here,  if  you  gentlemen  will 
indulge  me?  This  particular  contract  has  been  completed  and  we 
have  letters  of  commendation  for  the  way  we  performed  the  work. 
The  entity  as  it  is  looked  on  by  the  negotiators  does  not  exist  any 
more.  In  other  words,  the  H.  E.  Wolfe  Construction  Co.,  and  J.  B. 
Michaels  Co.,  who  performed  the  work  as  joint  contractors,  does  not 
exist.  We  have  completed  the  work  and  have  divided  the  profits 
and  Mr.  Michaels  is  working  on  other  work  and  I  am  working  on 
other  work.  Now,  the  question  of  renegotiation  comes  up  and  I 
went  so  far  as  to  wTite  to  the  Board  and  ask  the  Board  to  take  the 
portion  of  the  H.  E.  Wolfe  Construction  Co.'s  part,  which  was  two- 
thirds,  and  put  that  in  with  other  contracts  that  H.  E.  Wolfe  Construc- 
tion Co.  had  and  renegotiate  on  an  over-all  basis.  In  other  words, 
as  I  see  it,  the  H.  E.  Wolfe  Construction  Co.  might  have  made  some 
money  at  Smyrna  and  might  have  lost  some  money  in  Florida  doing 
work  for  the  Government.  Therefore,  I  cdnnot  imderstand  why  we 
should  be  disallowed  that  privilege,  to  say  the  least.  They  were  all 
war  contracts.  And  we  were  advised  in  writing  that  we  would  not 
be  permitted  to  do  that. 

Furthermore,  I  should  like  to  call  your  attention  to  one  thing  that  I 
think  is  of  a  disadvantage  to  our  industry.  We  ourselves  are  engaged 
in  doing  some  work  for  the  States  and  our  records  show  that,  by  virtue 
of  the  fact  we  took  the  personnel,  equipment,  and  so  forth,  away  from 
contracts  that  we  had  that  were  of  less  necessity,  you  might  say,  and 
ttioved  them  on  to  these  war  projects,  we  lost  money.  Of  course, 
there  is  no  consideration  given  for  that. 

Mr.  Gearhart.  Has  your  renegotiation  been  completed? 

Mr.  Wolfe.  No,  sir. 

Mr.  Gearhart.  It  is  still  going  on? 

Mr.  Wolfe.  It  is  still  in  the  air. 

Mr.  Gearhart.  And  you  may  be  forced  to  go  from  Nashville  to 
Atlanta  again? 
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Mr.  Wolfe.  I  do  not  know.  The  last  information  I  had  was  if 
would  be  referred  to  the  Secretary  for  proper  handhng.  That  is  as 
far  as  we  know. 

Mr.  Gearhart.  Now,  here  is  the  thought  that  creeps  into  my  mind- 
You  have  been  put  to  considerable  expense  on  account  of  this  rene- 
gotiation ;  have  you  not? 

Mr.  Wolfe.  Yes,  sir. 

Mr.  Gearhart.  The  members  of  your  company  have  had  to  go 
to  these  different  places  and  you  have  had  to  reexamine  your  relation- 
ship  with  the  Government,  present  them  with  facts  and  figures  as 
they  wanted  them.  Now,  in  the  renegotiation  have  they  made  any 
allowance  at  all  to  you  on  account  of  the  expense  you  have  incurred 
during  the  course  of  the  renegotiation? 

Mr.  Wolfe.  No,  sir. 

Mr.  Gearhart.  In  other  words,  they  have  just  levied  that  upon 
your  share,  if  any,  of  the  profits  you  made  on  the  contract? 

Mr.  Wolfe.  Yes,  sir;  that  is  right.     Of  course,  all  this  expense 

comes  in  what  we  term  our  St.  Augustine  overhead,  our  general 

overhead,  which  was  disallowed  in  the  proceedings. 

Mr.  Gearhart.  Have  you  been  required  to  employ  additional 
counsel? 

Mr.  Wolfe.  Yes,  sir. 

Mr.  Gearhart.  Lawyers  and  experts  of  diflferent  kinds? 

Mr.  Wolfe.  Yes,  sir. 

Mr.  Gearhart.  Have  you  asked  that  that  expense  be  considered 
in  the  renegotiation? 

Mr.  Wolfe.  Yes,  sir. 

Mr.  Gearhart.  And  they  refused  it? 

Mr.  Wolfe.  Well,  that  is  already  carried  in  the  oflice  overhead  and 
they  refused  that  item  in  its  entirety;  yes,  sir. 

Mr.  Gearhart.  Now,  Mr.  Smith,  about  your  $500,000  recommen- 
dation; that  is  generally  agreed  to  by  Government  representatives 
who  have  appeared  here,  too. 

Mr.  Smith.  Yes,  sir;  so  I  understand.  , 

Mr.  Gearhart.  So  maybe  you  will  be  successful  in  putting  that 
one  over. 

Mr.  Smith.  By  going  along  with  them;  yes,  sir.  We  think  it  is  a 
good  one,  sir;  we  think  that  will  cut  out  a  lot  of  red  tape,  particularly 
on  small  jobs.  There  is  a  lot  of  competition  on  small  jobs.  The 
larger  the  job,  the  less  there  is.  And  there  is  no  reason  why  they 
should  have  any  trouble. 

I  w  ould  like  to  say,  too,  if  you  do  not  mind,  sir,  that  we  are  all  small 
businessmen  and  we  have  been  dealing  in  jobs  of  a  few  hundred  thou- 
sand dollars.  Now  we  are  dealing  in  two  or  three  miUioii,  when  for- 
merely  we  were  dealing  in  a  few  hundred  thousand.  It  is  just  a 
matter  of  stepping  up  the  war  production.  And  we  are  one-man 
organizations  and  when  we  die  our  organizations  will  probably  go  out 
of  existence,  as  all  contracting  firms  do.  They  rarely  ever  perpetuate 
themselves.  And  you  do  not  find  any  millionaires  in  our  business. 
The  competition  is  keen  and  as  soon  as  a  man  begins  to  spread  out 
hnough  so  that  he  can  get  into  the  so-called  mass  production,  he 
gets  too  far  away  from  home  and  gets  some  bad  jobs  and  unreliable 
superintendents,  and  folds  up.  If  the  superintendent  is  good  enough 
to  operate  the  business  away  from  base,  as  they  are  once  in  a  while, 


jje  is  soon  a  contractor  in  competition  with  you.  We  have  increased 
our  production  in  the  industry  amazingly  during  this  war  period, 
^'hcre  Mr.  Wolfe  used  to  put  down  two  or  three  thousand  square  yards^ 
of  concrete  a  day,  he  has  put  down  as  much  as  fifteen  or  twenty 
thousand  square  yards  of  concrete  a  day  during  the  war  and,  on  one 
of  his  jobs,  I  know  where  he  moved  70,000  cubic  yards  of  dirt  a  day, 
and  5,000  yards  used  to  be  a  tremendous  day's  work. 

Where  we  used  to  pour  20,000  gallons  of  asphalt  a  day  on  our  jobs^ 
we  now  have  to  pour  400,000  gallons  a  day  to  get  the  job  done. 

We  are  not  trying  to  make  Mr.  Wolfe's  or  my  outfit  look  like  big 
outfits.  That  is  just  an  ordinary  occurrence  in  the  business.  We 
are  more  or  less  little  fellows  crawling  around  under  the  table  picking 
up  the  crumbs. 

Mr.  Gearhart.  But  you  certainly  have  contributed  to  the  Govern- 
ment, in  your  special  field,  in  the  general  effort  at  winning  the  war. 

Mr.  Smith.  Yes. 

Mr.  Gearhart.  Now,  one  of  the  reasons,  I  assume,  you  have 
suggested  recommendation  No.  1  that  pavers  be  exempted  from 
renegotiation,  arises  out  of  the  fact  that  the  paving  industry  is  the 
same  in  war  as  it  is  in  peace;  the  standards  are  well  known,  and 
all  you  can  do  is  to  build  it  up? 

Mr.  Smith.  Yes,  sir. 

Mr.  Gearhart.  But  the  costs  remain  determinable  under  the 
same  formulas  that  were  used  during  peacetime? 

Mr.  Smith.  Yes,  sir.  All  we  can  do,  is  where  Mr.  Wolfe  used  to  use 
4  LeToumeau  scrapers  and  D-8  tractors  to  move  5,000  yards  he  is 
now  using  50  D-8  tractors  and  LeTourneau  scrapers.  It  costs  just 
as  much  to  move  a  cubic  yard  of  dirt  a  thousand  feet  now  as  it  did 
before,  but  we  just  have  more  units  working  and  can  move  more  in  a  day. 
Of  course,  overhead  is  cut  down  a  small  fraction.  In  my  particular 
experience  during  the  war  effort  we  have  been  able  to  substantially 
cut  our  prices,  because  of  increased  volume,  and  still  stand  the  rise  in 
labor  cost  and  equipment  repair  cost.  I  think  the  industry  as  a  whole 
has  been  that  way. 

Mr.  Gearhart.  I  think,  Mr.  Smith,  your  recommendations  are  all 
very  sound  and  sensible.  I  appreciate  your  statement  very  much. 
Thank  you. 

Mr.  Smith.  Thank  you,  sir. 

Mr.  DiNGELL.  Mr.  Smith,  I  just  want  to  be  sure  that  I  understand 
your  recommendations  here  correctly.  The  nub  and  substance  of 
your  discourse  here  before  the  committee  today  is  that  you  want  the 
Government,  the  renegotiators,  to  exclude  not  only  the  paving 
business  but  any  business  that  assumes  a  contract  by  right  of  obtain- 
ing it  on  a  competitive-bid  basis — in  other  words,  as  a  low  bidder? 
Is  not  that  right? 

^Ir.  Smith.  No,  sir.     We  ask  that  for  our  industry. 

Mr.  DiNGELL.  Would  not  it  hold  true  as  well  in  any  business  that 
bas  determinable  standard,  as  my  friend  from  California  (Mr.  Gear- 
bart)  recently  said? 

Mr.  Smith.  Mr.  Congressman,  I  would  not  be  qualified  to  answer 
that  question.  I  do  not  get  along  any  too  well  in  my  road-building 
f>usuiess. 

Mr.  piNGELL.  Very  well,  let  us  stick  to  road  building:  As  regards 
^oad  building,  you  hold  to  the  theory  and  you  are  tiying  to  get  across 
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to  the  committee,  as  a  ^ide  for  their  future  action,  your  attitude 
that  where  you  obtain  a  contract  from  the  Government,  or  from  any 
other  source — well,  we  will  hold  it  to  Government  contractors — as  a 
low  bidder  in  open  competition  with  the  field,  you  should  not  be 
renegotiated? 

Mr.  Smith.  Yes,  sir;  that  is  it. 

Mr.  DiNGELL.  I  think  your  position  is  well-founded.  That  is  all  I 
care  to  ask  the  witness,  Mr.  Chairman. 

Mr.  Smith.  I  would  like  to  say  a  word  or  two  here.  Our  business 
as  we  all  know,  is  very  hazardous.  There  are  so  many  elements  that 
come  into  it  that  cannot  be  taken  into  account  except  by  the  judgment 
of  the  man  who  goes  out  and  looks  the  job  over,  and,  if  it  is  to  build  a 
road  or  a  runway  or  a  taxiway  through  a  swamp,  his  guess  may  be 
far  amiss  from  the  true  cost  of  building  that  runway  through  the 
swamp.  It  is  a  matter  of  judgment  and,  when  he  starts  a  new  project, 
he  starts  into  a  new  business.  Each  project  is  different.  We  do  not 
want  to  make  any  excess  war  profits;  but,  if  we  are  not  allowed  a 
sufficient  margin  of  profit  for  contingencies  we  will  go  broke.  Wlien 
a  contractor  gets  the  breaks,  he  saves  some  money,  or  makes  a  profit. 
But,  if  he  cannot  keep  some  of  the  profit  arising  out  of  the  contin- 
gencies, he  gets  the  break  on,  just  as  sure  as  the  world  the  next  job  he 
gets  he  will  miss  bad  on  the  contingencies  and  figure  too  low,  and  will 
soon  go  out  of  business. 

Mr.  Gearhart.  As  a  Government  contractor  once  said,  making  a 
little  money  on  one  job  is  not  sufficient,  because  on  the  other  job  the 
sheriff  gets  your  machinery  and  you  get  out  of  town  at  night? 

Mr.  Smith.  Yes,  sir. 

Mr.  Reed.  Mr.  Smith,  you  made  a  fine  statement.  I  just  want  to 
ask  you  one  question.  Did  you  have  to  acquu-e  a  great  deal  of  veiy 
expensive  equipment  to  carry  on  this  work? 

Mr.  Smith.  Yes,  sir. 

Mr.  Reed.  It  deteriorates  rather  rapidly,  does  it  not? 

Mr.  Smith.  Yes,  sir,  it  does;  particularly  in  wartime,  where  we  are 
working,  like  all  war  plants,  on  a  24-hour  schedule. 

Mr.  Reed.  When  the  war  is  over,  do  you  expect  to  be  able  to  get 
contracts  so  as  to  use  all  that  equipment? 

Mr.  Smith.  No,  sir.  We  are  in  a  very  precarious  predicament  there. 
My  position  is  this:  We  have  not  made  large  profits  and  during  this 
war  we  have  invested  more  money  each  year  in  equipment  than  the 
net  profit  we  made. 

Mr.  Reed.  And  you  won't  be  able  to  salvage  very  much  from  equip- 
ment after  the  war  is  over? 

Mr.  Smith.  No;  and  we  have  been  working  day  and  night.  We  are 
allowed,  under  the  income-tax  law,  to  depreciate  our  equipment,  but 
not  at  a  rate  comparable  to  the  wear  and  tear  due  to  the  24-hour  shift. 

Mr.  Reed.  You  might  do  it  if  business  held  up  over  a  period  of 
years,  but  not  if  the  war  should  be  over  soon,  and  that  is  what  you 
have  to  expect,  is  it  not? 

Mr.  Smith.  Yes ;  we  hope  the  war  will  be  over  soon.  But  the  point  I 
want  to  make  is,  if  the  war  is  over  soon,  most  of  us  are  going  to  be 
caught  overexpanded  with  a  lot  of  equipment. 

Mr.  Reed.  That  is  the  point  I  wanted  to  have  brought  out,  as 
far  as  your  case  is  concerned. 

Mr.  Smith.  Yes,  sir. 


Mr.  Reed.  Thank  you  very  much. 

jvir.  Wolfe.  Pardon  me  for  interrupting,  but  I  might  give  you 
some  specific  figures  as  they  concern  me  in  reference  to  this  particular 
job  which  I  spoke  of. 

Mr.  Reed.  Relating  to  equipment? 

Mr.  Wolfe.  Yes,  sir.  My  two-thirds  or  approximately  two-thirds 
of  the  equipment  purchased  for  this  project  was  $274,951.80.  Now, 
we  had  on  this  project  some  one  and  a  quarter  million  dollars'  worth 
of  equipment.     I  just  give  you  those  figures. 

Mr.  Reed.  Thank  you  very  much. 

The  Chairman.  We  thank  you  both  for  your  appearance  and  the- 
information  you  have  given  the  committee. 

The  next  witness  on  the  calendar  is  Mr.  Francis  A.  Gallery,  repre- 
senting the  Consolidated  Vultee  Aircraft  Corporation,  San  Diego, 
Calif.  Please  give  the  stenographer  your  name  and  the  capacity  in 
which  you  appear. 

STATEMENT  OF  FRANCIS  A.   GALLERY,  VICE  PRESIDENT,   CON- 
SOLIDATED VULTEE  AIRCRAFT  CORPORATION 

Mr.  Gallery.  My  name  is  Francis  A.  Callery,  I  am  vice  president 
of  Consolidated  Vultee  Aircraft  Corporation. 

The  Chairman.  How  long  a  time  do  you  think  you  will  need? 

Mr.  Callery.  Well,  I  have  a  statement  of  a  little  less  than  8  pages^ 
long,  double-spaced.  It  should  not  take  more  than  10  or  15  minutes- 
to  read  it. 

The  Chairman.  You  may  proceed. 

Mr.  Callery.  My  name  is  Francis  A.  Callery.  I  am  a  vice  presi- 
dent of  Consolidated- Vultee  Aircraft  Corporation.  I  am  appearing 
on  behalf  of  this  company  and  several  other  aucraft  manufacturers 
on  the  west  coast,  the  Douglas  Au'craft  Co.,  Inc.,  Lockheed  Aircraft 
Corporation,  North  American  Aviation,  Inc.,  Northrop  Aircraft,  Inc., 
Ryan  Aeronautical  Co.,  and  Vega  Aircraft  Corporation. 

Mr.  Ralph  Damon,  who  appeared  before  you  yesterday  for  a  number 
of  eastern  aircraft  companies,  brought  out  the  facts  of  the  financial 
predicament  of  the  entire  aircraft  industry  in  a  clear  way.  I  will  not 
go  into  this  subject  other  than  to  endorse  what  Mr.  Damon  had  to 
say,  and  to  repeat  that  if  some  measure  of  relief  is  not  given,  the  air- 
craft industry,  which  has  played  and  will  play  such  a  vital  part  in 
winning  the  war,  will  not  survive  its  achievements. 

The  aircraft  industry  has  helped  to  make  America  supreme  in  the 
air.  That  this  supremacy  be  maintained  has  become  a  doctrine  of 
the  American  people.  In  order  that  this  may  be  brought  about,  the 
nien  and  women  who  have  designed  and  built  these  great  planes  must 
have  the  support  from  you  gentlemen  which  will  be  so  desperately 
needed. 

In  June  of  this  year  I  had  the  privilege  of  appearing  before  the  House 
Naval  Affairs  Committee  on  the  subject  of  renegotiation.  At  that 
time,  I  urged,  on  behalf  of  the  aircraft  manufacturers,  the  following: 

1.  Renegotiation  should  be  based  on  net  profits  after  taxes;  and  net  profits  not 
exceeding  3  percent  of  sales,  or  whatever  rate  Congress  might  determine,  should 
be  exempt  from  renegotiation. 

2.  Provision  should  be  made  in  the  revenue  bill  to  allow  necessary  reserves  for 
^he  post-war  transition  and  these  reserves  should  be  exempt  from  renegotiation. 

.  3.  The  provision  for  the  termination  of  contracts  should  be  changed  so  as  to 
give  adequate  protection  to  contractors. 
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I  again  urge  that  these  rehef  measures  be  acted  upon  favorably 
I  have  given  copies  of  my  statement  before  the  Naval  Affairs  Com^ 
mittee  to  Mr.  Grier  so  that  they  will  be  available  to  any  of  you  gentle- 
men who  might  care  to  have  them. 

The  aircraft  industry  is  not  looking  for  undue  profits.  It  is  not 
making  them.  Its  stockholders  are  in  poorer  condition  today  than 
they  were  before  the  war.  Today  aircraft  stocks  are  selling  at  prices 
lower  than  the  lows  of  either  1939  or  1940.  Dividend  payments  are 
no  higher  now  than  in  1940.  Increased  dividends  or  higher  stock 
values  are  the  only  two  ways  I  know  of  by  which  stocklioldere  can 
benefit.  Aircraft  stockholders  have  not  had  the  advantage  of  either 
of  these  benefits.  They  are  not  clamoring  for  any  benefits  either,  but 
they  do  want  to  know  that  they  will  not  be  wiped  out  after  the  war 
as  a  result  of  the  immense  contribution  their  companies  have  made  to 
the  war.     This  is  not  an  unreasonable  desire. 

Aircraft  profits  during  wartimes  should  be  considered  not  for  a 
single  year  but  over  the  entire  duration  of  the  war  and  the  liquidation 
period  which  will  follow.  Renegotiation  practice  as  it  is  now  being 
carried  out  does  not  recognize  this  principle.  The  cost  of  contracting 
a  business  is  as  much  a  cost  of  the  war  as  the  cost  of  expanding  it. 
The  renegotiators  do  not  recognize  this. 

Aircraft  earnings  over  a  limited  period,  such  as  1  year,  simply  do 
not  exist  in  the  sense  that  you  can  get  your  hands  on  them.  They  are 
a  fantasy,  an  illusion. 

RENEGOTIATION   AFTER   TAXES 

A  very  distinguished  array  of  men  from  the  Government  have 
testified  that  renegotiation  should  be  based  on  profits  before  taxes. 
They  have  given  a  variety  of  reasons  why  it  would  not  be  right  to 
renegotiate  after  taxes  and  have  even  stated  that  from  a  practical 
standpoint,  it  would  be  impossible  to  do  so.  Perhaps  I  should  be 
reluctant  to  take  issue  with  these  men.  I  am  not  reluctant  to  do  so; 
I  welcome  the  opportunity.  To  quote:  "He  who  is  clad  in  the  armor 
of  a  righteous  cause  is  mightier  than  all  the  hosts  of  error." 

The  renegotiation  law  says  that  excessive  profits  are  to  be  eliminated. 
The  law  does  not  say  profits  before  taxes.  By  definition,  a  profit  does 
not  exist  until  all  costs  of  any  nature — pay  rolls,  raw  materials,  taxes, 
and  all  others — have  been  deducted.  How  can  a  profit  be  considered 
an  excessive  one  until  the  profit  itself  is  known?  The  price  adjust- 
ment boards,  however,  manage  to  do  it.  The  boards  mterpret  the 
wording  of  the  law  you  gentlemen  passed  as  meaning  one  thing;  other 
people  interpret  it  in  exactly  the  opposite  way.  I,  for  one,  would 
much  prefer  to  have  you  in  Congress  explain  in  the  law  exactly  what 
is  meant  by  the  words  "excessive  profits"  and  thus  make  it  unneces- 
sary for  us  to  have  to  accept  the  rulings  of  administrative  bodies  with 
which  we  do  not  agree. 

In  the  first  place,  the  statement  has  been  made  repeatedly  that  the 
function  of  renegotiation  is  primarily  a  pricing  one  to  prevent  the 
Government  from  having  to  pay  too  high  a  price  initially,  and  thus 
eliminate  excessive  profits  before  they  are  made.  From  my  own 
experience  in  this  matter  I  would  say  that  the  renegotiation  people 
have  as  much  to  do  with  pricing  airplanes  as  you  gentlemen  have. 
Their  fimction  as  far  as  the  aircraft  industry  is  concerned  has  been 


entirely  to  recapture  alleged  profits.  They  come  in  after  the  event, 
not  before  it.  The  elimination  of  excessive  profits  is  what  the  law 
says  they  should  do  and  that  is  what  they  are  attempting  to  do. 
They  are  attempting  to  do  it,  however,  after  the  alleged  profit  has 
been  made.     They  are  not  pricing  airplanes. 

In  the  case  of  Consolidated,  we  made  voluntary  refunds  and  reduc- 
tions in  prices  amounting  to  $127,000,000  for  the  year  1942.  This 
policy  was  adopted  before  the  renegotiation  law  was  enacted  and  these 
voluntary  returns  were  reported  to  the  price  adjustment  board,  not 
renegotiated  out  of  us  by  the  board.  I  know  that  our  directors  would 
have  made  the  returns  even  if  there  had  been  no  renegotiation  law  or 
no  price  board.  After  our  year  had  ended  and  our  books  had  been 
closed,  the  price  adjustment  board  asked  us  to  return  an  additional 
$23,000,000  of  profit  before  taxes,  which  we  agreed  to  do.  Our  tax 
return  had  already  been  filed,  so  actually  we  will  return  $4,500,000 
of  this  amount — the  balance  being  paid  in  taxes.  I  make  this  point 
to  illustrate  that  the  price  adjustment  board  came  into  action  after 
the  profit  had  been  made.  They  did  not  prevent  the  making  of  the 
profit  which  they  considered  excessive.  They  recaptured  it.  I  believe 
the  case  of  Consolidated  in  being  renegotiated  retroactively  is  typical 
of  practically  the  entire  aircraft  industry  in  this  respect. 

Various  Government  people  have  made  the  statement  that  renego- 
tiation after  taxes  would  have  an  inflationary  effect.  I  do  not  agree. 
One  of  the  essentials  for  inflation  is  that  there  must  be  funds  in  the 
hands  of  willing  spenders  in  excess  of  the  quantity  of  goods  and  services 
which  are  available  for  them  to  buy.  The  words  "willing  spenders" 
are  emphasized.  If  companies,  through  high  prices,  make  large 
profits,  they  are  not  going  to  be  "willing  spenders"  of  those  profits, 
when  they  know  they  will  have  to  pay  80  percent  back  to  the  Govern- 
ment in  taxes,  and  perhaps  part  of  the  remaining  20  percent  to  the 
renegotiators.  They  also  know  that  they  are  going  to  need  every- 
thing they  can  lay  their  hands  on  to  pull  them  through  after  the  war. 

Actually,  the  cost  to  the  Government  of  war  materials  is  the  manu- 
facturer's cost  of  goods  produced  plus  the  net  profit  after  taxes.  This 
is  not  the  price  paid  by  the  Navy  Department  or  the  War  Department. 
The  price  they  pay  includes  taxes.  The  net  cost  is  this  price  less  the 
taxes  which  are  returned  to  the  Government.  The  Government  is 
both  the  buyer  and  the  tax  collector.  As  far  as  taxes  are  concerned, 
the  Government  pays  the  tax  money  out  in  the  first  instance  in  the 
price,  and  then  collects  it  back  again.  For  example  say  the  War 
Department  pays  $100,000  for  a  tank.  The  manufacturing  cost  is 
$80,000,  learning  a  profit  before  taxes  of  $20,000.  Assume  the  com- 
pany is  in  the  80  percent  bracket,  his  tax  would  be  $16,000  and  his 
net  profit  $4,000.  The  price  paid  for  the  tank  would  be  $100,000 
but  the  net  cost  to  the  Government  would  be  $84,000,  the  difference 
of  $16,000  coming  back  in  taxes.  I  repeat,  the  net  cost  to  the  Govern- 
ment, which  is  what  really  counts,  is  the  manufacturer's  cost  of 
production  plus  the  net  profit  after  taxes — the  taxes  wash  out  in  the 
process. 

Renegotiation  before  taxes,  assuming  an  equal  price  and  equal 
nianufacturing  costs,  has  the  result  of  allowing  a  larger  profit  to  one 
nianufacturer  than  to  another  if  their  tax  exemptions  differ.  This  is 
^democratic  in  the  sense  that  it  results  in  paying  more  to  the  rich 
than  to  the  poor  for  the  same  work  done,  the  rich  being  the  favorably 
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placed  companies  with  high  excess-profit  tax  exemptions,  and  the 
poor  companies,  such  as  aircraft  manufacturers,  with  low  tax 
exemptions. 

Kenegotiation  before  taxes  puts  the  emphasis  on  who  you  are  rather 
than  what  you  have  done.  To  me,  this  doesn't  make  sense.  On 
war  work,  why  should  one  company  make  more  profit  out  of  a  given 
piece  of  work  than  another,  everything  else  being  equal?  If  renego- 
tiation were  based  on  profit  after  taxes,  the  job  done  would  be  paid 
for  rather  than  a  reward  paid  for  the  luxury  of  having  a  high  tax 
exemption,  which  in  most  cases  was  brought  about  by  high  profits 
earned  prior  to  the  war.  This  policy  also,  by  and  large,  has  the 
effect  of  paying  higher  profits  to  people  who  need  them  less  and  lower 
profits  to  people  who  need  them  more. 

You  gentlemen,  in  setting  up  the  excess-profits  tax  and  in  estab- 
hshing  the  basis  for  exemptions,  had  in  mind,  I  feel  sure,  that  the 
excess-profits  tax  rates  would  recapture  profits  made  out  of  war 
work.  The  renegotiators,  however,  by  recapturing  profits  before 
taxes,  have  seen  to  it  that  this  intention,  if  my  thought  is  correct 
has  not  been  carried  out.  Exemptions  are  based  largely  on  peace- 
time profits  made  on  peacetime  work.  The  renegotiators— unwit- 
tingly, I  admit,  but  nonetheless — in  many  cases  are  assessing  peace- 
time taxes,  at  present  normal  and  surtax  ratio,  not  the  excess-profits 
tax,  on  wartime  work. 

I  would  hke  to  illustrate  the  actual  workings  of  renegotiation 
before  taxes  as  compared  with  renegotiation  after  taxes.  I  can 
JJii^k  of  no  better  way  of  doing  so  than  by  using  an  example  given 
by  Mr.  Kenneth  Rockey,  chairman  of  the  Navy  Price  Adjustment 
Board,  m  a  supplemental  statement  he  filed  with  the  Naval  Afi'airs 
Committee.  Mr.  Rockey,  of  course,  used  this  illustration  to  show 
the  evils  of  renegotiation  after  taxes.  I  use  exactly  the  same  illustra- 
tion to  show  the  evils  of  renegotiation  before  taxes.  I  quote  from 
Mr.  Rockey: 

Because  of  the  diCFerence  in  the  excess-profits  tax  base  of  companies  engaged  in 
war  work,  renegotiation  after  taxes  would  have  the  eflfect  of  requiring  the  Navy 
Department  to  pay  different  prices  for  the  identical  product  to  contractors  whose 
performance  and  costs  are  the  same. 

on^^?;^?.?^^'  ^^^rporations  A  and  B  are  furnishing  the  Navv  Department  with 
80,000  life  preservers  at  a  price  to  the  Navy  of  $25  each.  The  profit  before  taxes 
of  both  corporations  is  $1,000,000  each.  Corporation  A  has  a  high  excess-profits 
tax  base  and  pays  a  tax  of  $400,000.  Corporation  B,  with  a  very  low  base, 
which  would  put  it  in  the  80  percent  bracket,  pavs  a  normal  and  excess-profits  tax 
aggregating  $800,000.  *  * 

The  profits  of  corporation  A  after  taxes  is  $600,000  and  that  of  corporation  B 
after  taxes  is  $200,000.  If  both  corporations  are  renegotiated  after  taxes,  the 
Navy  Department  would  be  obliged  to  pay  corporation  B  $50  instead  of  $25  for 
x?^  c.™  preserver,  or  twice  as  much,  in  order  to  permit  corporation  B  to  earn 
the  $600,000  profit  after  taxes  eanied  by  corporation  A. 

Keeping  in  mind  the  definition  given  above,  that  the  net  cost  of 
war  materials  to  the  Government  is  the  manufacturer's  cost  of  produc- 
tion plus  the  net  profit  after  taxes,  I  would  like  to  analyze  Mr. 
Rockey 's  figures. 


Company  A  Company  B 

80,000  life  preservers  at  $25 $2,  000,  000        $2,  000,  000 

Costs 1,  000,  000  1,  000,  000 

Profit  before  taxes 1,000,000  1,000,000 

Taxes 400,  000  800,  000 

Profit  after  taxes 600,000  200,000 

Cost  to  Government: 

Costs _  $1,  000,  000        $1,  OQO,  000 

Profit  after  taxes 600,000  200,000 

Total  costs 1.600,000           1,200,000 

Costs  per  life  preserver 20                        15 

Increase  in  cost  to  Government,  Company  A  over  B, 

per  life  preserver 5 

Or 33K% 

Eighty  thousand  life  preservers  at  $25  each  would  mean  sales  for 
each  company  of  $2,000,000.  As  each  company  had  a  profit  before 
taxes  of  $1,000,000,  the  cost  of  manufacture  for  each  would  be 
$1,000,000.  Company  A  paid  taxes  of  $400,000  and  had  a  profit  after 
taxes  of  $600,000.  The  net  cost  to  the  Government  of  the  life  pre- 
servers, in  buying  them  from  Company  A,  was  the  manufacturing  cost 
of  $1,000,000  plus  the  profit  after  taxes  of  $600,000  or  a  total  cost  of 
$1,600,000.  In  the  case  of  Company  B,  taxes  amounted  to  $800,000 
and  net  profit  after  taxes,  $200,000.  The  net  cost  to  the  Government 
in  dealing  with  Company  B  was  the  manufacturing  cost  of  $1,000,000 
plus  the  profit  of  $200,000  or  a  total  cost  of  $1,200,000.  The  net  cost 
to  the  Government  of  buying  life  pieserveis  from  Companv  A  was 
$1,600,000,  or  $20  for  each  of  the  80,000  life  preservers,  and  only 
$1,200,000  from  Company  B,  or  $15  for  each  life  preserver.  The  net 
effect  was  that  it  cost  the  Government  $5  more  per  life  preserver 
to  do  business  with  Company  A  than  with  Company  B,  an  increase, 
using  Mr.  Rockey 's  illustration,  of  33  K  percent.  I  could  not  have 
worked  out  a  better  illustration  for  my  case.  Even  if  the  Navy 
Department  should  raise  its  price  to  $50,  as  Mr.  Rockey  mentioned, 
which  I  am  certainly  not  advocating,  only  20  percent  of  the  $25  in- 
crease would  remain  with  Company  B,  or  $5  per  life  preserver.  This 
would  result  in  life  preservers  costing  the  same  price,  namely,  $20, 
from  each  of  the  two  companies. 

If  the  price  board's  policy  of  renegotiating  before  taxes  is  applied  to 
both  these  companies  and  the  same  profit  rate  is  allowed  to  each  of 
them.  Company  A  will  continue  to  earn  about  three  times  as  much 
money  and  three  times  as  much  per  life  preserver  as  Company  B. 
In  the  case  cited  by  Mr.  Rockey  I  do  not  urge  that  Company  B  be 
flowed  to  raise  its  price  so  that  it  can  earn  as  much  as  Company  A. 
Wo  one  urges  this.  It  is  the  duty  of  the  procurement  ofl^cers  to  buy 
at  as  low  a  price  as  possible,  and  they  are  doing  all  right  in  this  respect, 
|.can  assure  you;  but,  if  a  company  makes  a  profit  on  a  price  nego- 
tiated with  the  procurement  people  and  the  price  adjustment  board 
considers  the  profit  excessive,  the  amount  of  the  excessiveness  should 
oe  determined  on  the  profit  after  taxes  rather  than  before  taxes. 
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Mr.  Randolph  Paul,  from  the  Treasury  Department,  in  discussing 
renegotiation  after  taxes,  stated  before  you  gentlemen  last  week: 

If  the  Government  were  to  renegotiate  after  an  allowance  for  income  and 
excess  profits  taxes,  it  would  itself  be  paying  the  wartime  tax  levy  ostensii^ly 
imposed  on  the  war  material  producer.  It  is  self-e>^ident  that  the  buyer  should 
not  have  to  pay  the  seller's  share  of  the  Government's  revenue  needs.  How 
much  more  anomalous  would  it  be  for  the  tax-imposing  authority  itself,  in  its 
capacity  as  a  consumer,  to  pay  the  ver}-  taxes  which  it  has  levied  upon  the  war 
material  producers  as  their  share  of  the  cost  of  the  war. 

The  quotation  from  Mr.  Paul  is  over. 

This  sounds  erudite,  but  it  is  not  very  realistic.  Perhaps  the 
buyer  should  not  have  to  pay  the  seller^s  share  of  the  Government's 
revenue  needs  but  that  is  exactly  what  the  Government  as  the  buyer 
is  doing.  Why  should  there  be  any  confusion  about  a  point  as  clear 
as  this  one  is.  If  the  Government  wants  to  get  $100  back,  what 
difference  does  it  make  whether  it  collects  $60  from  taxes  and  $40 
from  renegotiations,  or  $80  from  taxes  and  $20  from  renegotiations? 
It  all  goes  into  the  same  pot  and  it  adds  up  to  $100  any  way  you 
figure  it.  I  simply  can't  see  the  distinction  between  the  Government 
as  the  buyer  and  the  Government  as  the  tax  collector,  when  we  all 
know  that  the  Government  is  both  the  buyer  and  the  tax  collector. 
If  the  Government  isn't  the  buyer  what  have  the  ren ego tia tors  got  to 
renegotiate. 

A  number  of  the  Government  people  have  also  made  the  point  that 
renegotiation  after  taxes  would  be  practically  impossible  because  of 
technical  difl&culties,  not  knowing  for  2  years  or  more  what  the  actual 
taxes  are,  the  carry-back  provisions,  and  so  forth.  I  think  the 
complications  have  been  overemphasized.  Airplanes  are  compli- 
cated— 8nd  how — still,  a  great  many  of  them  are  being  built  every 
day.  As  a  suggestion,  let  us  say  that  a  net  profit  after  taxes  for  the 
year  could  be  determined  upon  and  anything  over  that  would  be 
returned  to  the  Government  first  through  taxes  and  then  through 
renegotiation.  The  Government  would  get  all  the  excess  over  the 
profit  allowed.  The  exact  amount  of  the  taxes  need  not  be  known  in 
advance.  They  never  are,  but  we  have  to  pay  them  just  the  same. 
Perhaps  this  would  involve  considerable  work  in  drafting  the  appro- 
priate legislation  but  I  am  confident  that  once  the  intention  is  clearly 
established,  nrocedure  could  be  set  up  to  implement  this  intention. 

The  argument  is  often  used  that  renegotiation  after  taxes  would  be 
an  encroachment  on  Congress'  power  to  tax.  The  renegotiators  say 
they  should  not  presume  to  commit  this  encroachment.  That  is  very 
sporting  of  them,  but  that  is  exactly  what  they  are  doing.  They 
get  their  hcks  in  first  by  taxing  at  100  percent;  then  the  Treasury 
comes  along  and  taxes  the  balance  at  whatever  the  appropriate  rates 
happen  to  be.  My  suggestion  is  that  this  process  be  reversed — that 
the  Treasury  get  its  share  first  and  then  the  renegotiators  get  whatever 
share  of  what  is  left  that  they  decide  represents  an  excessive  profit  for 
the  work  done. 

This  will  not  take  a  great  deal  of  power  from  the  Price  Adjustment 
Boards;  it  will  continue  them  as  they  now  are — the  final  judges  of  how 
much  American  industry  can  earn.  Congress  has  given  a  great  deal 
of  power  to  a  handful  of  the  Nation's  citizens.  This  applies,  of  course, 
to  the  Price  Adjustment  Board's  practice  of  recapturing  profits  already 


made.  If  voluntary  price  reductions  are  made  or  the  Price  Adjust- 
ment Board,  in  its  procurement  role,  can  succeed  in  having  prices 
reduced,  before  profits  are  realized,  more  power  to  them. 

As  I  have  already  talked  to  you  for  a  considerable  length  of  time, 
during  which  you  have  been  very  patient  and  I  appreciate  it,  I  will 
not  go  into  the  screening  advantages  of  exempting  profits  of  3  percent 
or  less  before  taxes  from  renegotiation,  the  need  for  post-war  reserves 
and  a  correction  of  contract  termination  arrangements.  I  again 
take  the  liberty  of  referring  you  to  my  statement  before  the  Naval 
Affairs  Committee  in  which  these  problems  are  discussed. 

The  aircraft  industry  is  not  asking  for  rewards.  It  is  asking  for 
survival.  It  does  not  need  incentives  to  do  the  best  job  it  is  capable 
of  doing.  It  is  doing  that  very  thing  every  day  of  the  year.  In 
many  sessions  with  the  Price  Adjustment  Boards,  I  cannot  recall 
using  the  word  "incentive"  once.  The  aircraft  industry  will  do  its 
best  no  matter  what  the  incentive  is,  but  I  can  assure  you  that  we 
would  all  rest  a  lot  easier  if  we  knew  where  our  first  few  months' 
pay  rolls  were  coming  from  after  the  war,  and  so  would  the  hundreds 
of  thousands  of  men  and  women  who  are  earning  their  living  making 
airplanes. 

In  closing,  I  want  to  say  that  in  my  opinion,  survivival  of  the  aircraft 
industry  will  require  relief  not  only  through  suggested  modifications 
in  the  renegotiation  law,  but  also  through  the  allowance  of  reserves 
and  the  easing  of  termination  provisions.  Only  such  relief  will 
enable  the  aircraft  industry  to  weather  the  storm  in  contracting  its 
operations  from  the  fantastic  heights  of  wartime  expansion  and  to 
preserve  this  great  industry  for  the  nation  after  the  war.  I  urge  upon 
you  gentlemen  that  this  relief  be  given. 

Mr.  Cooper.  Mr.  Callery,  you  are  the  representative  of  the 
Consolidated  Aircraft  Co.? 

Mr.  Callery.  The  Consolidated- Vultee  Aircraft  Corporation. 

Mr.  Cooper.  I  believe  you  stated  you  are  the  vice  president  of  it? 

Mr.  Callery.  I  am,  sir. 

Mr.  Cooper.  And  you  have  submitted  your  statement  made  before 
the  Naval  Affairs  Committee  of  the  House  as  a  part  of  your  statement 
here? 

Mr.  Callery.  Yes,  sir. 

Mr.  Cooper.  And  you  made  reference  toward  the  end  of  your 
statement  just  presented  to  post-war  reserves? 

Mr.  Callery.  Yes,  sir. 

Mr.  Cooper.  Your  company  is  receiving  the  benefit  of  that  pro- 
vision in  the  revenue  act  now,  I  suppose? 

Mr.  Callery.  Well,  this  year.  We  did  not  last  year.  We  did 
iiot  last  year,  our  particular  company,  because  we  were  a  fiscal-year 
company  and  our  over-all  rates  w^ere  slightly  lower,  but  our  post-war 
tax  returns  were  very  small.  We  had  taxes  of  $20,000,000,  and 
our  tax  refund  was  around  $300,000;  something  like  that. 

Mr.  Cooper.  What  did  your  post-war  credit  for  1942  amount  to? 

Mr.  Callery.  About  $300,000. 

Mr.  Cooper.  I  just  invite  attention,  or  rather  I  will  read  an 
excerpt  from  the  report  of  the  Committee  on  Naval  Affairs,  House 
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of  Representatives,  appearing  at  the  bottom  of  page  54,  from  which 
I  quote: 

Post-war  credit: 

The  present  revenue  act  contains  specific  provisions  calculated  to  aid  business 
after  the  war,  thus  contractors  are  entitled  to  recover  from  the  Government  10 
percent  of  the  excess-profits  taxes  which  they  have  paid.  These  sums  are  sub. 
stantial.  In  the  case  of  the  Consolidated  Aircraft,  its  post-war  refund  for  the 
year  1942  alone  amounts  to  $4,000,000,  almost  half  of  its  net  worth  at  the  end 
of  1941,  and  almost  half  of  its  present  working  capital. 

Mr.  Gallery.  That  figure  is  wrong.  It  is  $300,000.  Mr.  Kline 
made  a  mistake  in  there. 

Mr.  Cooper.  That  is  the  statement  appearing  in  this  report,  so  I 
wanted  to  get  straightened  out. 

Mr.  Gallery.  That  is  not  so.  Mr.  KHne  sent  me  a  copy  of  this 
and  asked  me  if  I  would  correct  it  for  him.  I  only  had  a  chance  to  see 
one  or  two  pages,  and  I  did  notice  that  and  I  will  correct  it. 

Mr.  GooPER.  I  see. 

Mr.  Gallery.  I  will  correct  it. 

The  Ghairman.  Mr.  McGranery. 

Mr.  McGranery.  I  observed  this  analysis  of  yours  with  respect 
to  the  statement  made  by  Mr.  Rockey. 

In  following  out  your  philosophy  to  a  logical  conclusion  where  you 
seem  to  object  to  the  difference  in  profits  between  a  small  and  a  large 
company,  if  you  follow  that  out  logically  that  a  Member  of  Gongress 
who  perhaps  might  be  a  little  more  favored  by  outside  money  than 
another,  where  one  received  $10,000  a  year  and  he  has  no  other  income 
at  all,  that  then  the  fellow  who  is  making  a  lot  more  money  on  the 
outside,  he  is  in  a  higher  tax  bracket  by  reason  of  that,  and  his  $10,000 
salary  as  a  Member  of  Gongress  throws  him  into  another  higher  bracket 
and  that  that  should  be  adjusted  after  taxes. 

Mr.  Gallery.  I  had  not  thought  of  that,  sir. 

Mr.  McGranery.  I  had  not  thought  of  that,  sir. 

Mr.  Gallery.  I  did  not  make  the  point  that  a  small  company  should 
make  any  more  than  a  large  company.  I  said  that  the  small  company 
should  make  as  much  as  the  large  company  for  the  same  work  done. 
That  is  the  point  I  have  been  making. 

Mr.  McGranery.  How  are  you  going  to  arrive  at  that?  How  did 
you  do  that? 

Mr.  Gallery,  I  do  not  think  it  is  any  harder  than  the  complicated 
mathematics  the  price  boards  have  to  go  through  now.  It  might 
simplify  it. 

Mr.  McGranery.  If  we  stay  on  the  beam — and  after  all,  taxes,  as  I 
understand  it,  are  a  matter  of  philosophy  and  as  near  logical  and  just 
as  we  can  with  our  human  set-up  make  them — where  are  you  going  to 
stop?  Where  are  you  going  to  start?  What  is  the  j^ardstick  that  you 
propose  to  use? 

Mr.  Gallery.  I  have  not  proposed  a  yardstick.  I  came  here 
really  to  tell  you 

Mr.  McGranery  (interposing).  We  are  going  to  be  interested  m 
the  yardstick  here.  You  tell  us  what  you  want,  but  you  give  us  no 
logical  conclusions  or  reasons  for  doing  what  you  want  us  to  do. 

Mr.  Gallery.  No.  I  will  tell  you,  sir,  that  the  present  tax  laws 
and  negotiations  are  going  to  make  it  practically  impossible  for  the 
-aircraft  industry  to  live  after  the  war. 


j>Jow,  what  should  be  done  about  it  in  rates  and  matters  of  that 
Itind,  I  would  not  presume  to  suggest.  I  would  be  glad  to  have 
other  people  of  the  mdustry  come  here  and  be  questioned  on  it,  but 
I  do  not  think  it  would  be  becoming  for  me  to  come  in  and  suggest 
any  rates  of  any  kind. 

;vlr.  McGranery.  I  think  it  is  becoming. 

Mr.  Gallery.  I  want  you  to  know  what  our  problem  is.  We 
have  been  expanded  20  for  1.  We  are  no  better  off  than  we  were 
before.  The  expansion  has  jeopardized  the  entire  aircraft  industry 
because  we  are  going  to  have  a  really  tough  time  getting  back  after- 
ward. 

Mr.  McGranery.  I  want  to  say  to  you  that  all  week  representa- 
tives of  industry  have  been  telling  this  committee,  first,  they  want 
the  renegotiation  law  wiped  out,  but  if  it  is  to  remain,  they  want 
this  committee  to  recommend  to  the  Gongress,  first,  a  consideration 
of  profits  to  be  made  after  taxes;  secondly,  a  post-war  reserve  to  be 
established. 

There  has  not  yet  appeared  before  this  committee  a  single  person 
who  will  tell  us  how  to  do  it.  You  say  that  is  what  it  ought  to  be, 
but  how  are  we  going  to  do  it?  And  we  certainly  cannot  go  over  on 
the  floor  of  Gongress  with  a  recommendation  such  as  you  have  given 
us  here,  because  those  men  over  there  want  to  know  why.  They  want 
to  know  how,  and  they  want  to  know  just  how  we  arrived  at  it.  What 
were  the  various  steps  we  took,  and  there  is  nothing  in  the  record  to 
justify  any  recommendation  by  this  committee  at  all.  I  think  you 
ought  to  put  your  mind  to  that  problem  and  let  the  committee  have 
the  benefit  of  your  experience  because  we  want  to  help  you,  not  hurt 
you,  but  you  cannot  take  it  without  reason. 

Mr.  Gallery.  I  appreciate  that,  sir,  and  we  could  easily  come  in 
with  suggestions  on  reserves.  I  thought  that  I  had  made  several 
suggestions  here  on  renegotiation,  and  I  only  did  it  on  that  particular 
subject  speaking  for  a  number  of  companies.  I  suggested  that  we 
have  renegotiation  after  taxes,  that  we  be  allowed  reserves,  and  that 
we  also  have  some  relief  in  the  termination  provision. 

Now,  I  would  be  very  glad  to  send  the  committee  a  letter  we  wrote 
to  the  W.  P.  B.  on  termination  provisions;  a  letter  we  wrote  them  at 
their  request.     I  would  be  very  glad  to  have  copies  of  that  sent  around. 

Mr.  McGranery.  I  would  be  very  glad  to  hear  from  somebody 
about  a  formula  in  support  of  this  new  theory  that  is  being  advanced — 
consideration  of  profits  after  taxes. 

The  Ghairman.  Mr.  Garlson. 

Mr.  Garlson.  Some  of  the  companies  j^ou  were  speaking  for  today 
have  been  renegotiated,  have  they  not? 

Mr.  Gallery.  I  think  all  of  them  have  been  renegotiated  for  1942. 

Mr.  Garlson.  Do  all  of  these  companies  have  resident  army  and 
navy  officers  in  the  plants  continuously  during  the  construction  of 
ships? 

Mr.  Gallery.  Yes,  sir. 

Mr.  Garlson.  Therefore,  when  the  renegotiators  come  in,  that  is  a 
separate  and  distinct  group  of  army  and  navy  auditors? 

^Ir.  Gallery.  Yes. 

Mr.  Garlson.  And  it  does  cause  considerable  delay  and  consider- 
able work  on  the  part  of  the  contractors  to  get  this  information  to 
gether,  despite  the  fact  that  the  army  and  Navy  have  at  all  times  their 
<^^^n  auditors  in  the  plant? 
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.  Mr.  Gallery.  Well,  it  takes  considerable  work  and  a  great  deal 
of  worry,  but  these  are  fairly  large  organizations.  You  could  get  it 
together  without  too  much  of  a  staff.  The  smaller  companies  would 
have  to  get  outside  talent  and  outside  accountants  to  come  in. 

Mr.  Carlson.  Mj  thought  is,  though,  despite  the  fact  the  Aimv 
and  Navy  have  their  auditors,  they  send  their  own  negotiators  and 
auditors. 

Mr.  Gallery.  Yes.  I  have  found  no  connection  whatever  between 
the  price  board  people  and  the  local  auditors.  There  may  be,  but 
I  have  not  nin  across  it. 

Mr.  Garlson.  That  is  all. 

The  Ghairman.  We  thank  you  for  your  appearance  and  the  in- 
formation that  you  have  given  the  committee. 

The  next  witness  is  Mr.  Willard  F.  Rockwell,  chairman  of  the 
Timken-Detroit  Axle  Go. 

STATEMENT  OF  WILLARD  F.  ROCKWELL,  CHAIRMAN  OF  THE 
BOARD  OF  THE  TIMKEN-DETROIT  AXLE  CO.,  ACCOMPANIED 
BY  A.  I.  HAWKINS,  TREASURER 

Mr.  Rockwell.  Mj  name  is  Willard  F.  Rockwell.  I  am  chairman 
of  the  board  of  the  Tmaken-Detroit  Axle  Go.  I  am  speaking  for  the 
Timken-Detroit  Axle  Go.  which  has  11,000  stockholders  with  slightly 
more  than  1,000,000  shares  of  stock  in  the  market. 

I  came  into  that  company  through  a  subsidiary  which  they  bought. 
I  designed  the  axles  and  the  patents  on  the  axles  which  they  are  now 
building,  or  at  least  the  principal  one,  and  these  are  the  principal  axles 
used  by  the  Army  for  their  recjuirements. 

I  dropped  the  active  work  in  running  the  company  in  1929  when 
we  sold  out  to  Timken  and  served  as  a  director  without  director's  fees 
or  salary  or  expenses  for  several  years. 

In  1933,  when  the  banks  closed,  I  was  asked  to  take  over  the  manage- 
ment of  the  company  and  I  said  that  I  could  not  spare  the  time,  but  I 
was  finally  convinced  by  the  large  stockholders  that  I  should  go  in 
there  and  see  what  I  could  do  with  that  company.  As  a  matter  of 
fact,  when  I  finally  agreed,  the  largest  stockholder  said,  "Do  you  think 
you  can  really  save  this  company?"  And  I  told  them  all  I  could  do 
was  try. 

Now,  that  company  at  that  time  had  the  same  number  of  shares  of 
stock  out;  it  had  approximately  $3,000,000  in  preferred  stock;  it  had 
a  large  amount  of  notes  outstanding.  We  cleaned  up  all  our  indebted- 
ness and  our  stockholders  have  received  considerable  in  dividends; 
however,  after  renegotiation  we  were  forced  to  reduce  our  dividends. 
That  stock  was  selling  as  low  as  $1.58  in  the  year  1933  and  before  we 
renegotiated  it  had  sold  at  approximately  $35.  Since  that  time  it  has 
gone  down  about  20  percent,  while  some  of  our  competitors  who  have 
been  renegotiated  have  had  an  actual  appreciation  in  their  stock. 

Talking  about  the  profit-earning  achievements  the  War  Depart- 
ment will  recognize,  I  would  like  to  enumerate  them  and  tell  what  our 
company  has  done. 

Let  me  say,  first,  absolute  and  comparative  price  reductions.  Our 
statement  will  go  out  to  the  stockholders  and  show  we  reduced  the 
prices  voluntarily  $60,000,000.  We  have  always  been  renegotiated 
in  the  automobile  business.     It  is  a  current  practice.     We  get  a  con- 
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tract  from  our  customers,  and  it  is  not  for  a  specified  number  of  axles, 
but  it  is  at  a  specified  price.  As  time  goes  on,  if  there  is  a  large  increase 
in  business,  they  will  tell  that  we  should  make  a  reduction  in  price, 
and  we  proceed  to  renegotiate.  If  they  have  a  very  bad  year,  on  the 
other  hand,  they  tell  us  they  will  have  to  reduce  their  costs  and  we 
will  have  to  reduce  our  costs,  and  we  will  have  to  give  them  a  lower 
price,  so  we  reduce  the  price  either  on  a  large  volume  or  on  a  small 
volume  according  to  the  circumstances. 

On  the  other  hand,  if  we  are  caught,  as  we  were  in  1937  on  a  rapidly 
rising  market,  we  have  gone  to  our  customers  and  said,  "We  cannot 
survive  on  the  price  which  we  set  before  the  regulation  of  wages  was 
taken  out  of  our  hands,  and  we  have  got  to  have  a  higher  price," 
and  they  have  given  us  a  higher  price,  so  they  have  truly  renegotiated. 

The  next  point  you  have  is  efficiency  in  operation.  I  think  I  can 
say  that  in  competing  with  two  very  strong  companies  who  are 
building  axles,  and  in  competing  with  General  Motors  and  with  Ford, 
there  cannot  be  much  question  about  our  efl^ciency  and  operation. 
We  have  manufactured  approximately  one  half  of  Ford's  l}^-ton 
truck  axles  for  about  14  years.  Of  course,  they  do  not  take  any 
now,  so  that  is  out.  But  after  we  had  done  that  for  a  number  of 
years  they  brought  this  1-ton  truck  and  we  built  all  the  axles,  and  I 
think  that  is  pretty  fair  proof  we  were  making  them  cheaper  than 
they  could  make  them,  or  they  would  not  have  bought  from  us. 

They  talk  here  about  economy  in  the  use  of  raw  materials.  I  have 
in  front  of  me  here  two  gears  that  illustrate  what  we  have  done  just 
in  one  case.  We  spent  our  own  money  a  very  short  time  ago,  $200,000, 
for  a  single  machine  to  forge  that  gear  [indicating].  Formerly  that 
gear  was  made  from  this  blank  [indicating],  and  it  had  to  be  forged 
and  then  machined  on  a  very  expensive  beveled  gear-cutter  machine. 
We  determined  to  try  this  out  and  we  spent,  as  I  say,  $200,000  on  a 
machine.  We  did  not  get  the  money  from  the  Government,  and  we 
proceeded  to  work  this  out. 

Now,  that  was  a  speculation  that  you  can  easily  see  would  cost  us 
$1,000,000  if  it  did  not  work,  because  if  they  went  bad  in  these  axles 
we  would  have  had  to  replace  the  material  and  supervise  the  replace- 
ment of  these  parts  in  the  field. 

Our  figures  show  that  the  expenditure  and  that  work  saved  the 
Government  this  year  $146,000,  and  that  is  just  one  gear  in  the  axle. 

Now,  the  quality  of  production:  We  do  not  have  to  explain  that,  I 
think,  in  view  of  the  fact  that  we  sell  the  automobile  companies  who 
are  the  closest  buyers  and  have  the  best  inspection  of  anybody  I 
know.  We  have  never  had  any  trouble  with  the  Army  inspection, 
and  where  it  is  handled  by  the  Regular  Army  officers,  it  is  on  equality 
^ith  the  best  inspection  of  any  commercial  establishment. 

Mastery  of  complex  manufacturing  technique  is  your  next  point, 
^nd  I  just  want  to  point  to  this  as  part  of  it.  Speed-up  delivery  and 
tuni-over.^  I  defy  anyone  to  show  a  better  turn-over  than  we  have 
made.  We  turn  over  our  inventory  more  than  seven  times  in  a 
y^ar,  and  that  is  difficult  to  do  in  peacetime  because  under  the  con- 
trolled materials  plan  we  get  certain  material  which  we  cannot  use 
until  we  get  some  other  material. 

Incentive  and  development  contributions:  We  have  contributed 
^^  the  manufacture  of  over  200  patents  to  be  used  by  any  of  our  com- 
Petitors  who  wish  to  use  them.     We  have  permitted  both  of  our  axle 
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competitoi*s  to  have  the  use  of  our  patents  and  we  offered  our  designs 
and  patents  to  them  in  Jmie  1941,  at  the  request  of  the  Army. 

Incidentally,  both  of  them  turned  it  down. 

Next,  you  have  cooperation  with  the  GoverimieAt  and  with  other 
contractors  in  developing  and  supplying  technical  assistance  to  com- 
petitive sources  of  supply,  especially  where  that  effect  is  advei-se  on 
the  contractor's  future  peacetime  business.  For  25  years  we  have 
given  our  services  free  to  this  Government  for  anything  they  wanted 
in  the  development  of  trucks  or  tractors.  Colonel  Alden,  who  was  my 
predecessor  as  chairman  of  the  board,  is  a  colonel,  or  was  in  the  last 
war.  He  went  over  to  the  active  fighting  fronts  and  has  since  given 
any  time  they  wanted.  He  has  served  as  chau-nian  of  the  Automo- 
tive Ordnance  Committee — of  course,  without  pay — and  both  he  and 
I  have  wirtten  articles  on  Ai*my  transportation.  We  both  have  been 
in  Europe  and  studied  military  transportation.  I  do  not  think  any- 
body can  say  that  we  have  not  cooperated,  and  I  am  very  sure  I  can 
five  you  letters  and  the  word  of  such  men  as  Lieutenant  General 
)evers  of  what  we  have  contributed  to  this  Army.  In  addition  to 
trucks  and  tractors  which  are  our  peacetime  output,  we  have  also 
designed  for  the  Ordnance  Department  many  of  the  gun  carriages 
which  have  developed  the  artillery  of  this  country  into  high  speed, 
and  have  unquestionably  made  it  the  best  artillery  in  the  world. 

Now,  when  we  came  around  to  renegotiation,  we  were  told  to 
report  to  the  Detroit-Ordnance  Board,  and  at  the  first  meeting  they 
said,  *'We  want  somewhere  around  $9,000,000  or  $12,000,000"— very 
nice  round  figures,  and  at  the  second  meeting  they  said,  *'We  want 
$10,000,000."  So  we  then  prepared  or  we  had  prior  to  that  pre- 
pared a  booklet  such  as  this  [indicating]  giving  the  complete  story  of 
what  we  have  contributed,  which  of  course  took  months  of  our  time, 
and  they  are  here  for  anybody  to  see. 

However,  at  the  second  meeting  they  said  $10,000,000,  and  they 
never  changed  from  $10,000,000.  Nothing  we  showed  them  changed 
them.  We  told  them  how  we  had  improved  our  company's  position 
for  we  had  a  current  ratio  before  the  war  of  26  to  1.  At  the  present 
time  we  have  got  2  to  1.  If  before  the  war  our  entire  mventory  had 
been  wiped  out,  it  would  not  have  hurt  us  so  much.  W^e  could  have 
survived.  If  today  the  price  of  those  inventories  were  to  drop  50 
percent,  we  would  be  in  a  very  bad  position.  I  do  not  have  to  tell 
you  that  with  a  ratio  of  26  to  1  you  can  borrow  money.  With  a 
ratio  of  2  to  1  and  with  too  doubtful  an  inventory  it  is  quite  different. 
I  might  also  say  one  of  the  largest  houses  in  the  country,  the  Commer- 
cial Investment  Trust  that  handles  commercial  paper,  made  us  a 
proposition  to  handle  our  paper,  but  after  they  looked  into  it  they 
said  that  there  was  too  much  concentrated  risk  and  they  did  not 
want  to  handle  it.  So  you  can  see  that  one  of  the  best  informed 
companies  say  that  it  has  a  very  doubtful  standing. 

WTien  you  talk  about  our  prices,  our  prices  were  not  made  to  the 
Government.  They  were  made  to  these  truck  manufacturers  in  most 
cases.  In  a  very  few  cases  we  sell  directly  to  the  Government  and  the 
arsenals,  but  the  great  majority  of  our  business  is  to  the  truck  manu- 
facturei-s,  and  I  am  sure  you  will  agree  with  me  if  they  knew  how  to 
build  these  axles  cheaper  they  would  make  them  themselves. 

We  consider  our  normal  business  to  be  between  $20,000,000  aud 
$25,000,000.     We  increased  our  output  to  a  figure  we  caimot  name 


exactly  because  of  readjustment,  but  it  is  approximately  $150,000,000, 
or  if  we  had  not  made  voluntary  adjustments,  it  would  be  $180,000,000. 
^e  increased  that  business  seven  times  over  normal  without  using  1 
cent  from  the  Government  to  finance  our  business.  We  did  not  ask 
them  to  buy  any  machinery.  We  did  not  ask  them  to  finance  our 
industry.  We  do  not  know  where  we  could  have  done  a  better  job  for 
the  Government,  but  when  we  get  to  renegotiation,  we  do  not  meet  the 
same  people  that  bought  the  axles  from  us  but  we  do  when  we  renego- 
tiate with  our  truck  customers.  The  same  people  who  have  dealt 
with  us  and  who  know  us  tell  us  what  they  think  we  ought  to  make 
in  the  way  of  a  price  adjustment. 

In  a  price  adjustment  before  these  renegotiation  boards,  we  go  before 
four  men  that  we  never  saw  before.  We  have  no  knowledge  of  their 
experience,  and  as  I  say,  after  we  were  told  this  in  Detroit,  to  bo 
patriotic,  that  we  ought  to  pay  $10,000,000,  we  finally  agreed  to  it. 
As  a  matter  of  fact,  we  went  as  far  as  sending  a  check  for  $10,000,000. 
Then  we  were  notified  that  Washington  had  looked  over  our  figures 
and  they  wanted  $12,500,000,  and  we  came  down  here  to  see  them, 
and  that  is  what  they  had  to  say — ^''We  want  $12,500,000  from  your 
company.''  We  asked  theni  on  what  basis  they  wanted  it.  They 
said,  "We  want  it."  We  snowed  them  these  figures.  They  never 
changed.  They  didn't  go  a  dollar  up  or  a  dollar  down.  It  was  still 
$12,500,000.  Now,  I  said.  "I  cannot  see  that  I  have  any  legal  right 
to  give  you  another  $2,500,000.  You  have  a  law  that  calls  for  renego- 
tiation, but  what  you  are  doing  to  us  is  not  renegotiation;  you  are 
telling  us  to  pay  $12,500,000,  or  else."  When  we  told  them  that  this 
business  which  we  know  is  extremely  speculative  was  going  to  endanger 
the  company,  they  said,  **We  are  not  interested  in  that;  we  want 
$12,500,000."  When  we  say  that  we  will  not  take  the  business  if  it 
were  a  commercial  customer  on  that  basis,  they  say,  "That  has  nothing 
to  do  with  it;  we  want  $12,500,000." 

Now,  I  said  to  them:  "May  I  tell  my  directors  that  is  your  maxi- 
mum demand?"  They  said,  "No;  you  cannot  tell  them  that  is  the 
maximum  demand."  I  said,  "Well,  I  will  talk  to  our  directors  and 
tell  them  you  now  want  $12,500,000,  and  ask  them  whether  they 
will  agree  to  it."  And  I  do  not  mind  telling  you  I  will  advise  them 
not  to  do  it  because  I  have  talked  to  pretty  good  authorities  and  they 
say  we  did  have  a  right  to  renegotiate  for  $10,000,000  because  we 
have  always  done  it  in  our  business,  but  when  we  pay  $12,500,000, 
if  we  pay  it,  it  will  endanger  our  business  and  it  will  bring  up  the 
question  w^ith  any  stockholder  who  wants  to  bring  it  up  as  to  why 
we  paid  it.  We  cannot  show  that  there  is  any  law  that  says  we  must 
pay  $12,500,000. 

Now,  there  are  some  directors  that  are  not  interested  if  you  are 
going  to  be  sued  for  $1,000,000  because  they  have  not  got  $1,000,000, 
but  I  happen  to  have  it,  and  I  am  very  much  interested  in  knowing 
whether  I  have  got  to  pay  $1,000,000,  and  I  do  not  think  I  ought  to  be 
asked  to  pay  it  without  knowing  whether  or  not  it  is  legal.  Our 
creditors  have  published  reports.  We  have  seen  those  reports  and 
they  have  been  treated  very  much  more  favorably  than  we.  I  would 
like  to  know  how  I  can  tell  my  stockliolders  that  we  paid  out  a  larger 
a^niount  than  our  competitors  who  turned  down  Government  business 
in  June  1941.  I  cannot  think  of  the  answer.  Our  biggest  com- 
petitors— I  call  every  truck  manufacturer  a  competitor  because  they 
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will  make  their  own  axles  any  time  they  can  make  them  cheaper  than 
we  can  make  them — so  they  are  our  chief  competitors,  and  several  of 
them  have  a  very  much  larger  profit  left  than  we  have  after  taxation. 
We  have  a  profit  of  less  than  3  percent  and  I  say  that  profit  is  not  a 
fair  profit  on  the  business  we  do  because  of  the  risks  involved. 

Now,  I  can  show  you  our  statements  since  the  last  war  and  I  can 
show  you  that  on  the  average  of  once  in  every  5  years  we  suffer  a  very 
heavy  loss.  The  product  we  are  making  is  not  immediately  expend- 
able. Trucks  are  being  built  today,  heavy  trucks,  at  a  rate  5  times 
in  excess  of  peacetime.  The  Army  is  now  asking  for  more  trucks  and 
so  it  is  quite  possible  they  will  build  10  times  as  many  trucks  as  they 
built  in  peacetime.  If  only  one-fifth  of  the  trucks  are  left  in  this 
country  that  they  produce  on  this  rate  of  5  times  peacetime,  for  1 
year,  there  will  be  a  smplus  in  the  market.  If  they  build  10  times  as 
many,  and  they  only  leave  50  percent  in  this  country,  then  our  busi- 
ness is  facing  a  surplus  of  trucks  in  the  market  for  at  least  5  years. 

I  saw  a  truck  in  Paris  in  1937  for  which  we  built  the  axle  in  1918, 
and  it  is  still  in  operation,  and  I  can  tell  you  with  the  high  price  of 
gasoline  in  Paris  they  would  not  operate  that  truck  unless  they  could 
get  it  for  nothing.     They  could  not  afford  to. 

Our  experience  after  the  last  war  was  the  Government  gave  the 
trucks  away,  they  gave  them  to  the  various  Federal  agencies,  they 
gave  them  to  the  State  governments,  they  gave  them  to  the  county 
highway  commissioners,  they  gave  them  to  the  municipal  govern- 
ments, and  we  just  had  to  hold  our  breath  until  that  thing  was  over, 
and  it  is  a  long  time  to  hold  your  breath  for  5  years. 

Here  is  a  rather  interesting  fact.  In  1918,  their  profit  before  taxes 
was  8.58,  but  their  profit  after  taxes  was  5.05.  That  is  1918.  They 
go  along  and  make  the  money  until  1921,  when  these  trucks  are 
thrown  on  the  market,  and  they  show  a  loss  of  $2,600,000  which  at 
that  time  was  about  25  percent  of  their  total  assets. 

Now,  that  loss  does  not  represent  their  entire  loss  because  they  had 
built  a  malleable  foimdry  at  great  expense  and  that  was  closed  down, 
and  we  only  finally  disposed  of  that  asset  which  cost  us  money  for 
years  about  2  years  ago.  How  much  we  will  have  left  over  after  this 
war  that  we  will  have  to  dispose  of  and  it  will  take  18  or  20  years  I 
do  not  know,  but  I  do  know  we  have  an  extremely  speculative  business. 

Here  are  the  losses.  You  can  see  those  red  figures  [indicating]. 
They  will  average  better  than  1  in  5  years.  If  you  do  not  make 
money  in  the  good  years,  you  cannot  survive  in  the  poor  years.  Two 
of  the  biggest  axle  companies  went  broke,  went  out  of  buisness  after 
the  last  war.  I  do  not  think  I  need  to  tell  anybody  here  how  many 
truck  companies  went  out  of  business,  but  there  were  dozens  of  them, 
and  all  these  little  towns  just  folded  up. 

I  have  a  written  statement  that  I  would  like  to  submit,  and  that 
is  all  I  have  to  say,  sirs. 

The  Chairman.  It  may  be  received. 

(The  statement  referred  to  is  as  follows :) 

Preliminary  Draft  of  Statement  on  Renegotiation  to  be  Submitted  to 

Congress 

(By  Willard  F.  Rockwell,  chairman  of  the  board) 

Price  adjustment  or  renegotiation  of  contracts  is  not  new  to  the  automotive 
industry.  The  Timken-Detroit  Axle  Co.,  of  which  I  am  chairman  of  the  board, 
cannot  protest  against  the  principle  of  contract  renegotiation  because  it  has  rene- 
gotiated contracts  with  its  customers  for  more  than  a  quarter  of  a  century. 


renegotiation  with  our  regular  commercial  customers 

Our  customers  usually  negotiate  a  contract  for  one  or  more  sizes  of  axles  to 
cover  their  estimated  annual  requirements  at  a  fixed-unit  price  and  fixed  terms 
If  as  time  goes  by  and  sales  of  vehicles  do  not  meet  their  expectations,  they  ask 
us  to  renegotiate  on  the  basis  that  they  will  reduce  their  costs  and  their  selling 
prices  and  we  should  cooperate  by  reducing  costs  and  prices,  which  we  have  never 
refused  to  do.  If,  on  the  other  hand,  sales  exceed  expectations  they  may  say 
their  costs  are  lower  than  anticipated  due  to  increased  volume,  so  they  will  lower 
prices  and  we  agree  for  the  same  reasons  to  lower  our  prices  to  them.  The  auto- 
motive producer  is  always  desirous  of  obtaining  larger  sales  and  larger  markets 
through  lower  prices.  On  the  other  hand,  the  parts  supplier  cannot  protect  him- 
self by  ordering  a  year's  requirements  because  he  has  no  guarantee  of  quantity 
and,  therefore,  is  sometimes  caught  on  a  suddenly  rising  market  for  labor  and 
material.  In  such  cases,  he  requests  the  vehicle  manufacturer  to  grant  an  in- 
crease, knowing  that  the  public  will  not  protest  an  increased  vehicle  price  in  a 
rising  market. 

The  foregoing  are  true  examples  of  renegotiation,  which  works  both  ways,  for 
the  obvious  reason  that  the  vehicle  manufacturer  does  not  want  to  destroy  hia 
source  of  supply  and  the  parts  maker  knows  his  success  and  sales  can  only  be 
promoted  through  the  progress  of  his  very  limited  number  of  customers. 

RENEGOTIATION   UNDER  SECTION  403   OP  THE  SIXTH  SUPPLEMENTAL  DEFENSE 

APPROPRIATION  ACT  OF  1942,   AS  AMENDED 

We  would  bring  to  your  attention  Mr.  Maurice  Karker's  statement  before  the 
Naval  Afifairs  Committee  on  policy  of  reward  and  incentive  in  renegotiation,  from 
which  we  quote : 

"Sound  procurement  requires  that  there  be  incentive  and  reward  for  the  pro- 
duction of  war  material  in  greater  quantity  from  each  unit  of  manpower  and  of 
productive  facilities  available,  and  that  this  production  shall  be  purchased  at  as 
low  a  price  as  is  consistent  with  fairness. 

"In  the  administration  of  this  statute  there  has,  therefore,  been  adopted  and 
followed  the  guiding  principle  that  its  application  shall  provide  incentive  and 
reward  for  the  production  of  more  of  the  requirements  for  war,  more  of  every- 
thing in  relation  to  the  available  manpower,  facilities,  and  raw  materials  at  con- 
stantly decreasing  costs  of  production  and  therefore  at  lower  prices;  that  there 
shall  be  greater  reward  in  dollars  and  in  percentage  of  price  to  those  producers 
who  conserve  the  supply  of  strategic  materials,  who  obtain  the  maximum  of  out- 
put from  competent  and  devoted  labor;  who  make  the  most  of  machine  tools  and 
other  facilities  available;  who  use  power,  supervision,  overhead,  and  the  other 
elements  of  production  with  rigid  economy  and  high  efficiency." 

As  reported  in  the  press  on  July  31,  1943,  Mr,  Karker  again  in  an  address  before 
a  meeting  of  the  Associated  Industries  of  Cleveland,  Ohio,  emphasized  that  con- 
sideration should  be  given  to  manufacturers  who  are  meeting  their  delivery  sched- 
ules, taking  steps  to  reduce  costs,  steps  to  insure  efiicient  production  and  made 
the  following  statement: 

"We  allow  an  adequate  margin  of  profit  plus  a  margin  of  generosity,  plus  a 
margin  for  good  measure.  No  manufacturer  can  justly  say  the  plan  is  anything 
but  fair." 

Mr.  Carmen  Blough's  statement  to  the  Naval  Affairs  Committee  of  the  House 
of  Representatives  was  in  harmony  with  Mr.  Karker's  statement. 

In  actual  operation  we  challenge  whether  the  policies  as  enunciated  by  Messrs. 
Karker  and  Blough  relative  to  rewarding  efficient  operation  are  being  observed  by 
the  various  price  adjustment  boards.  Our  experience  would  indicate  otherwise, 
and  that  final  determination  is  based  too  much  upon  arithmetical  calculations 
and  accounting  historical  data  as  to  whether  the  contractor  made  more  dollar 
profit  (regardless  of  the  quantity,  quality,  or  cost  of  production)  than  they  did 
ouring  some  arbitrarily  selected  period  prior  to  the  war.  In  considering  that 
^'hich  follows  in  this  statement,  it  should  be  borne  in  mind  that  the  Detroit 
^j"dnance  District  Price  Adjustmeiit  Board  located  in  our  home  district  and 
who  originally  reviewed  our  case,  should  have  been  in  the  best  position  to  know 
the  kind  of  a  job  we  are  doing. 

In  presenting  our  own  case  before  the  Price  Adjustment  Board  we  went  to 
some  length  to  emphasize  what  our  company  had  done  in  the  way  of  reducing 
costs,  conserving  the  supply  of  strategic  materials,  obtaining  the  maximum 
*^^  "Pnt,  utilization  of  our  own  facilities,  work  that  had  been  done  in  utilizing 
standardized  commercial  designed  military  vehicles,  the  utilization  of  tooling 
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developed  on  pre-war  commercial  business,  the  use  of  incentive  systems,  waiving 
of  royalties  and  granting  of  shop  rights  royalty  free  in  plants  of  competitors 
and  others. 

When  we  submitted  our  figures  to  the  Detroit  Ordnance  District  Price  Adjust. 
ment  Board  in  October  1942  for  our  fiscal  year  ended  June  30,  1942,  they  studied 
them  and  then  scheduled  a  meeting  with  the  officers  of  our  company  for  the  first 
week  in  November.  At  this  meeting  the  members  of  the  Board  stated  that  thev 
had  reviewed  the  financial  and  cost  data  we  had  submitted  and  also  had  reviewed 
the  information  we  had  furnished  them  in  the  way  of  charts  and  illustrations 
showing  our  contribution  to  the  war  effort  in  the  way  of  increased  production 
low  costs,  wide  application  of  our  products  in  the  war  program,  availability  of 
patents,  economy  of  strategic  materials,  etc.  They  stated  that  they  recognized 
our  outstanding  contribution  to  the  war  effort  on  the  basis  of  the  data  submitted 
and  then  discussed  various  formulas  to  determine  the  amount  of  refund  that 
should  be  made  on  the  Government  business  we  had  subject  to  renegotiation  for 
the  year  ended  June  30,  1942.  The  amounts  projected  on  the  basis  of  the  various 
formulas  ranged  from  $9,000,000  to  $12,000,000.  They  had  made  a  decision  in 
their  own  minds  that  the  refund  should  be  in  the  amount  of  $10,000,000.  In  all 
of  our  discussions  with  them  they  never  varied  from  this  amount. 

We  advised  the  Board  that  it  would  be  necessary  for  us  to  refer  the  matter  to 
our  board  of  directors  for  approval,  which  we  did,  and  then  advised  the  Price 
Adjustment  Board  on  November  10  that  we  were  agreeable  to  entering  into  a 
final  agreement  on  the  basis  of  refunding  $10,000,000,  subject  to  the  credit  against 
this  amount  by  the  sum  of  which  the  taxes  in  our  Federal  income  and  excess  profits 
tax  returns  for  the  year  ended  June  30,  1942,  should  be  decreased  by  reason  of 
such  price  adjustments.  We  were  assured  by  the  Detroit  Ordnance  District 
Price  Adjustment  Board  that  this  settlement  would  be  recommended  to  Wash- 
ington and  we  issued  our  financial  statements  on  that  basis.  On  January  9  we 
received  from  the  Administrative  Unit,  Price  Adjustment  Section,  six  copies  of 
the  agreement  reached  between  our  company  and  the  Detroit  Ordnance  District 
Price  Adjustment  Board  with  the  request  that  we  return  five  signed  copies  with 
an  authorizing  resolution  of  our  board  of  directors,  which  we  furnished  them  on 
January  14. 

Imagine  our  astonishment  when  we  were  advised  almost  5  months  after  first 
agreeing  to  the  $10,000,000  refund  by  the  Detroit  Ordnance  District  Price  Ad- 
justment Board  that  the  agreements  had  been  retiimed  to  them  from  Washington 
with  a  demand  for  $12,500,000,  with  no  explanation  as  to  the  reason  therefor, 
except  that  the  profit  should  be  in  line  with  some  arbitrary  period  selected  from 
our  past  history  and  further  for  the  reason  that  some  other  company  had  signed 
a  final  agreement  on  a  basis  more  favorable  than  the  agreement  we  had  made 
with  the  Detroit  board. 

There  was  no  discussion  as  to  whether  our  prices,  were  right.  We  did  not  agree 
with  the  Detroit  board  to  the  $12,500,000  refund  and  our  case  was  then  referred 
to  the  War  Department  Price  Adjustment  Board  in  Washington. 

A  meeting  was  scheduled  with  Panel  A  of  the  War  Department  Price  Adjustment 
Board  for  July  2,  1943.  At  this  meeting  we  were  informed  that  the  Detroit 
negotiations  were  to  be  entirely  ignored.  Again  we  presented  our  claim  for  credit 
based  on  performance  but  apparently  without  receiving  the  slightest  acknowl- 
edgment or  consideration.  All  of  our  careful  preparation  of  charts  and  statistics 
regarding  costs,  records  of  production,  ingenuity,  voluntary  price  reductions, 
rovalty-free  licenses  to  the  Government,  etc.,  was  given  no  consideration  by  an 
offer  to  reduce  the  apparently  arbitrary  and  capricious  figure  of  $12,500^000^ 
which  had  been  established  by  this  board  as  the  refund  that  should  be  made. 

When  we  raised  the  question  of  the  incentives  for  increased  production,  inference 
w^as  made  that  if  increased  production  was  necessary  we  would  be  directed  as  to 
what  was  required  and  would  have  to  do  it — that  we  were  undoubtedlv  satisfied 
with  our  profits  in  1939  aiid,  therefore,  we  should  be  satisfied  now,  iif  they  are 
more  in  dollars  regardless  of  the  volume  of  production  or  risks  involved. 

We  were  asked  to  recommend  to  our  board  of  directors  that  thev  consent  to  a 
refund  of  $12,500,000.  When  we  inquired  if  we  could  state  to  our  directors  that 
this  was  the  final  demand,  we  were  informed  that  the  panel  could  give  no  such 
assurance  and  that  the  top  board  might  ask  more.  The  attitude  of  this  board 
seemed  to  be  that  no  consideration  should  be  given  to  negotiation  that  had  been 
had  with  other  boards  and  that  the  contractor  should  agree  to  their  demands  with 
no  assurance  that  these  demands  would  not  be  increased  when  reviewed  hy  '<>' 
higher  board. 


The  following  is  illustrative  of  some  of  the  contributions  made  by  otir  company: 

(1)  SeUing  and  administrative  cost  was  reduced  from  $8.13  per  $100  of  sales 
in  pre-war  days  to  $1.32  during  the  period  subject  to  renegotiation  and  manu- 
facturing expense  was  reduced  from  $26.40  per  $100  of  sales  to  $13.41.  These 
two  items  alone  meant  a  reduction  of  almost  $200,000  on  every  $1,000,000  of  sales. 

(2)  Our  experience  has  been  that  any  work  we  subcontract  costs  considerably 
more  than  when  performed  in  our  own  plants.  For  the  year  ended  June  30, 
1942,  the  cost  was  54  percent  higher  than  when  performed  in  our  own  plants, 
and  for  the  year  ended  June  30,  1943,  the  cost  was  64  percent  higher  than  when 
performed  in  our  own  plants. 

(3)  The  cost  of  depreciation  and  amortization  on  plant  facilities  is  extremely 
low  due  to  the  availability  of  plant  that  was  provided  for  and  extensively  depre- 
ciated on  commercial  business.  Our  cost  on  these  items  runs  approximately 
$700,000  per  year  as  compared  to  approximately  $8,000,000  per  year  it  would 
have  been  if  special  equipment  had  been  required,  which  would  have  necessitated 
providing  of  new  facilities.  This  estimate  of  cost  is  made  on  the  basis  of  the 
cost  of  two  new  plants  we  are  equipping  for  the  Government  for  the  purpose  of 
increasing  our  production  approximately  25  percent.  This  tremendous  savings 
to  the  Government  was  possible  due  to  the  work  that  had  been  done  by  our 
engineers  in  cooperation  with  the  War  Department  on  adapting  commercial 
designs  to  military  needs. 

(4)  The  development  of  a  new  process  of  making  differential  pinions  which 
saved  in  excess  of  1,000,000  pounds  of  steel  per  year. 

Low  cost  in  our  organization  can  be  attributed  to  the  high  degree  that  we 
operate  under  incentive  systems.  Our  production  workers  are  practically  100 
percent  on  piece  work  and  are  among  the  highest  paid  workers  in  the  Detroit  area. 
Our  executives  and  supervision  are  dependent  for  a  large  percentage  of  their 
compensation  on  the  degree  of  efficiency  they  attain. 

In  addition  to  rewards  that  should  be  made  for  efficient  operation  in  the  way 
of  low  costs  and  saving  of  materials,  etc.,  consideration  also  should  be  given  to  the 
unusual  risks  involved  because  of  the  size  and  nature  of  the  operation. 

We  want  to  point  out  that  our  business,  due  to  the  large  amount  of  material 
of  high  cost  and  low  salvage  value  entering  into  our  product,  requires  the  main- 
taining of  reserves  to  care  for  inventory  losses  that  occur  whenever  there  is  a 
depression  or  cessation  of  business.  Lower  costs  on  great  volume  are  partially 
due  to  use  of  conveyers,  special  high  production  tools,  and  the  usual  overhead 
savings,  but  if  volume  is  suddenly  reduced,  labor  and  overhead  costs  can  double 
quickly  and  replace  profits  with  losses.  For  this  reason  when  we  are  operating 
at  abnormally  high  production  rates,  it  is  necessary  that  we  have  a  safety  factor 
in  the  price  applicable  at  high  volume  to  protect  us  in  case  of  sudden  reductions 
in  production  requirements. 

Our  experience  after  the  First  World  War  was  that  there  was  a  shortage  of  many 
civilian  requirements  created  by  wartime  restrictions  so  that,  barring  a  short  panic 
in  1920,  there  was  a  sharp  increase  in  volume  in  many  lines.  However,  the 
heavy  motor  vehicle  and  truck  production  was  completely  disrupted  by  the  sale  of 
surplus  Army  vehicles.  The  Federal  Government  took  over  thousands  of  the 
vehicles  which  with  surplus  repair  parts  were  in  use  many  years,  and  other  vehicles 
were  turned  over  to  State,  county,  and  municipal  authorities  at  scrap  value  or  less, 
thus  eliminating  or  reducing  our  markets.  When  this  war  ends  the  situation 
could  be  much  worse,  as  war  production  has  far  exceeded  peacetime  production  of 
vehicles. 

The  retired  chairman  of  our  board  of  directors  spent  ye&TS  cooperating  with 
Army  officers  in  designing  tanks,  standardized  combat  vehicles,  cargo  carriers, 
and  gun  mounts,  and  was  chairman  of  the  Ordnance  Automotive  Advisory  Com- 
mittee for  many  years.  He  is  still  engaged  as  consultant  to  ordnance.  Our 
present  chairman  worked  with  Army  officials  for  20  years  as  a  Reserve  officer  in 
^^tpr  Transport.  In  June  1941  at  the  request  and  in  the  presence  of  Army 
ofncials,  we  offered  our  designs  to  our  two  largest  competitors,  both  of  whom 
ueclined  to  produce  the  Army  standard  axles.  We  are  now  informed  that  their 
profits  ratio  after  renegotiation  is  higher  than  ours. 

Our  company  had  furnished  axles  to  many  European  governments  before  war 
broke  out  in  Europe.  After  1939,  we  definitely  turned  down  orders  for  complete 
axles  and  transmissions  from  France,  England,  and  Canada  because  we  believed 
our  country  would  need  our  entire  capacity.  We  did  give  England  and  Canada 
every  assistance  in  permitting  use  of  our  designs,  patents,  and  spare  facilities. 
||  we  had  taken  all  the  business  offered,  our  plants  w^ould  have  had  little  capacity 
*6it,  and  such  profits  would  not  have  been  subject  to  renegotiation.     Must  we 
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now  inform  our  stockholders  that  patriotic  motives  have  cut  our  profits,  working 
to  our  detriment,  while  improving  the  profits  of  our  competitors  who  took  thp 
foreign  orders?  ^ 

Because  our  company  has  an  excellent  record,  during  peacetime,  for  manage 
ment,  earnings,  and  conservative  dividends  we  have  over  11,000  stockholders 
Some  of  our  seven  directors  receive  neither  salaries,  fees,  nor  expenses  and  the 
seven,  in  total,  have  received  more  in  dividends  than  salaries,  so  that  they  are 
thoroughly  interested  in  the  welfare  of  stockholdere ,  many  of  whom  are  de- 
pendent on  dividend  income.  It  would  be  degrading  to  the  company  and  manage- 
ment, and  insulting  to  employees  and  stockholders  to  accept  a  smaller  net  on  our 
sales  than  is  permitted  any  other  automotive  company,  unless  such  company  can 
show  a  better  performance. 

If  the  Government  should  find  it  necessary  to  take  100  percent  of  war  profits 
we  could  not  complain,  in  view  of  the  much  greater  contributions  of  and  demand 
on  the  fighting  men  in  the  armed  services.  However,  we  do  protest  that  one 
company  should  be  asked  to  give  up  more  than  companies  which  have  not  made  a 
better  showing  in  essential  war  production.  We  have  unsolicited  letters  from 
highest  ranking  Army  officers,  intimately  acquainted  with  our  products  apd  our 
organization,  which  testify  to  the  results  of  our  operations. 

Unless  a  method  can  be  adopted  for  the  price  adjustment  boards  to  be  uniform 
in  the  profit  ratios  established  on  the  basis  of  performance,  it  would  be  better  to 
have  the  profits  controlled  by  uniform  taxation  where  the  amount  of  earnings  to 
be  permitted  contractors  would  not  be  subject  to  the  varying  judgments  of  price 
adjustment  boards  made  up  of  varying  personnel. 

The  price  adjustment  boards  have  taken  the  view  that  it  is  impractical  to 
consider  taxes  as  a  part  of  the  cost  of  making  a  product,  claiming  that  this  would 
result  in  inefficiency  and  develop  a  tendency  on  the  part  of  contractors  to  ignore 
costs  and  increase  prices,  as  the  higher  the  cost  and  selling  price,  the  greater 
the  net  profit  would  be.  It  would  seem  to  us,  based  on  the  way  they  have  oper- 
ated in  our  case,  ignoring  a  low-cost  operation  and  not  giving  us  credit  for  high 
efficiency,  that  it  is  no  more  unjust  to  include  taxes  as  a  part  of  the  cost  than  to 
ignore  the  fact  that  a  lower  overhead  results  in  a  low  cost.  Actually  the  tax 
burden  differs  with  each  contractor  and  it  is  entirely  possible,  therefore,  for  the 
Government  to  pay  one  contractor  more  money  out  of  the  Government's  pocket 
for  an  article  selling  at  $100  than  it  would  another  contractor  selling  at  the  same 
price  with  a  higher  tax  rate.  It  is  indicated  from  published  records  of  earnings 
that  large  corporations  are  now  keeping  between  5  and  6  percent  of  their  profits 
after  taxes,  whereas  corporations  such  as  ours  are  unable  to  keep  this  much  if  the 
Renegotiation  Board  ignores  taxes  and  does  not  consider  them  a  part  of  the  cost. 
Where  price  adjustments  are  determined  on  the  basis  of  profit  before  taxes  no  con- 
sideration is  given  to  the  efficient  contractor  who,  unfortunately  in  this  case, 
has  a  low  invested  capital  base  and  a  resulting  high  income-tax  bracket,  even 
though  these  very  factors  are  an  important  item  in  the  resulting  efficiency  and 
low  cost  of  the  product  he  sold.  If  we  are  to  permit  the  price  adjustment  board 
to  take  $12,500,000  from  us  it  will  reduce  our  profits  after  taxes  to  2.79  percent, 
and  at  this  net,  we  would  have  to  produce  four  times  as  much  as  we  did  in  1939  to 
equal  the  same  dollar  profit.  Compare  this  result  with  the  profit  after  taxes 
of  the  largest  corporation  in  the  United  States,  which  according  to  the  latest 
published  report  netted  5.6  percent. 

The  Chairman.  Mr.  Reed. 

Mr.  Reed.  How  many  men  do  you  employ? 

Mr.  Rockwell.  In  normal  times  between  3,000  and  3,500  men. 
Today  we  have  8,000,  or  8,500  men.  We  cannot  employ  3,500 
unless  business  goes  back  to  normal.  We  cannot  keep  most  of  these 
men  unless  the  management  of  that  company  is  able  to  produce 
something  that  will  use  the  particular  equipment  we  have,  and  we 
cannot  produce  that  if  we  do  not  have  the  money  to  do  it. 

Mr.  Reed.  Is  your  •  business  exclusively  for  trucks?  Do  you 
manufacture  any  parts  for  airplanes? 

Mr.  Rockwell.  Practically  nothing.  It  is  very  small.  We  do 
make  some  forgings,  I  believe,  for  the  airplane  business,  and  we  do 
make  a  good  many  tank  transmissions.  We  built  the  first  tank 
transmissions  for  the  light  tank  back  in  1933,  and  at  one  time  we  had 


produced  60  percent  of  all  the  tank  transmissions  there  were,  I  believe. 
^e  have  produced  many  gun-carriage  parts. 

The  Chairman.  Mr.  Dingell. 

Mr.  Dingell.  I  am  sorry  that  I  was  not  here  to  hear  your  main 
statement,  but  I  would  like  to  make  brief  inquiry  with  regard  to  your 
contact  with  the  renegotiation  group  and  whether  or  not  you  have 
had  unsavory  experiences  with  regard  to  any  government  contract. 

Mr.  Rockwell.  Well,  I  have  already  made  the  statement. 

Mr.  DiNGELL:  Just  a  minute — any  Government  agencies  that 
sought  by  any  means  or  method  to  intimidate  you,  or  threatened  you 
with  refusal  of  future  contracts. 

Mr.  Rockwell.  Yes;  that  was  very  plainly  stated,  that  we  would 
meet  their  requirements,  or  it  would  be  too  bad. 

Mr.  Dingell.  What? 

Mr.  Rockwell.  It  was  very  plainly  stated  that,  first,  they  wanted 
$10,000,000,  and  after  we  paid  that  they  returned  the  check  and  called 
us  to  Washington  and  said  we  had  to  pay  $12,500,000. 

Mr.  Dingell.  And  if  you  did  not,  what  was  the  alternative,  or 
threat? 

Mr.  Rockwell.  The  threat  was  that  we  would  be  in  very  serious 
difficulties;  that  the  Government  probably  would  not  give  us  any 
business,  and  right  now  you  cannot  build  axles  commercially,  so  we 
just  will  not  have  any  business.  I  think  at  one  time  they  threatened 
to  have  the  Army  take  it  over  and  we  told  them  that  probably  that 
would  be  a  good  plan  with  all  the  Government  interference  with  sal- 
aries and  wages  and  everything  we  have.  I  thought  probably  it 
would  be  just  a  slight  step  for  the  Army  to  take  it  over.  We  had  an 
agreement  with  our  employees  under  which  we  gave  them  an  increase 
through  negotiation  with  the  labor  union.  The  National  Labor 
Relations  Board  came  through  and  said  "You  cannot  pay  it  to  your 
productive  laborers."  They  said  they  are  already  the  highest  paid 
men  in  Detroit,  but  on  the  other  hand,  we  are  also  the  lowest  price 
producer  in  Detroit.  They  gave  an  increase  to  the  nonproductive 
workers  of  about  6}^  cents  an  hour. 

Mr.  Dingell.  It  was  the  Army  that  so  threatened  you? 

Mr.  Rockwell.  Panel  A  of  the  Price  Negotiation  Board. 

Mr.  Dingell.  Price  Renegotiation  Board. 

Mr.  Rockwell.  Here  in  Washington — the  Army. 

Mr.  Dingell.  That  is  exactly  what  I  say,  the  Army. 

Mr.  Rockwell.  Yes. 

Mr.  Dingell.  In  other  words,  they  want  to  lay  it  on  you  just 
exactly  as  they  want  to,  and  then  you  dare  not  say  anything  to 
anyone,  or  you  might  be  sorry,  is  that  it? 

Mr.  Rockwell.  They  did  not  get  that  bad  about  it. 

Mr.  Dingell.  Yes,  I  know. 

Mr.  Rockwell.  But  thev  verv  calmly  said,  "You  pay  $12,500,000, 
or  else." 

Mr.  Dingell.  "Or  else"  covers  a  lot  of  things. 

Mr.  Rockwell.  Yes. 

Mr.  Dingell.  And  you  people  and  the  Timken-Detroit  Axle  Co. 
ftre  not  so  dumb  that  vou  need  much  explanation  as  to  what  "or  else" 
means. 


*• 


.  I 


#     >> 


710 


RENEGOTIATION   OF   WAR   CONTRACTS 


RENEGOTIATION   OF  WAR   CONTRACTS 


711 


ii 


Mr.  Rockwell.  That  is  right.  Whether  it  is  intentional  or  not 
we  have  been  told  very  plainly  what  happened  to  people  like  Warner 
&  Swazey,  who  said  that  they  would  not  pay. 

Mr.  DiNGELL.  Let  me  tell  you  this  on  the  record:  I  would  hke  to 
know  who  it  was  that  said  that. 

Mr.  Rockwell.  Well,  I  would  be  very  glad— there  is  no  record  of 
what  was  said,  so  it  is  difficult  to  say. 

Mr.  DiNGELL.  I  understand.  But  let  us  have  this  understood,  if 
at  any  time  the  Timken-Detroit  Axle  Co.  is  made  the  victun  of  any 
such  threat  by  anybody  in  the  Army  or  the  Navy,  or  the  Maritime 
Commission,  or  any  other  Government  agency,  I  would  like  to  have 
you  tell  me  about  it. 

Mr.  Rockwell.  I  will  be  very  glad  to. 

Mr.  DiNGELL.  Because  if  it  is  possible,  if  I  can  induce  the  committee 
to  bring  in  such  an  individual  here  before  tliis  committee,  we  will  try 
to  exercise  some  of  our  congressional  prerogatives  once. 

Mr.  Rockwell.  I  appreciate  that,  and  I  am  sure  that  every  manu- 
facturer does. 

Mr.  DiNGELL.  I  understand  that  on  some  of  our  lettei*s  to  tlie 
Army  and  the  Navy  they  put  'TI"  or  political  influence  behmd  any 
inquiry  that  we  make,  but  we  cannot  somehow  or  other  find  these 
fellows,  and  we  cannot  put  our  fingers  on  them.  If  vou  hear  about 
any  mtiraidation,  we  would  Hke  to  know  about  it.  We  hear  about 
this  behind  the  scenes  operation,  yet  we  cannot  lay  our  hands  on  it. 

Mr.  Rockwell.  In  a  company  as  large  as  ouis  we  are  bound  to 
have  done  business  some  time  or  another  with  some  of  these  people 
on  the  renegotiation  board.  We  do  not  know  which  ones  make  the 
decision.  W^e  do  not  know  whether  they  are  enemies  of  ours  or  not, 
but  after  we  get  through  they  ask  for  $12,500,000  and  leave  us  less 
than  3  percent  on  a  business  that  has  a  speculative  possibihty,  and  in 
a  business  with  the  speculative  possibilities  that  ours  has,  it  certainly 
is  not  a  friendly  act  to  us  and  it  is  not  a  friendly  act  to  this  country, 
because  we  are  one  of  the  few  countries  that  have  to  compete  with 
foreign  countries,  and  we  do  compete  mth  them.  We  sell  our  axles 
all  over  the  world  in  peacetime.  We  sell  them  in  competition  with 
England.  England  passes  a  law  under  which  we  cannot  sell  our  axles 
in  England,  but  we  sell  them  in  Sweden. 

Mr.  DiNGELL.  You  do  not  have  tariff  protection.  I  understand 
that,  but  what  I  ain  trying  to  get  across  here  is  this,  that  whatever 
your  experience  might  be,  and  whether  you  are  right  or  wrong,  you 
have  the  right,  as  far  as  I  am  concerned,  and  I  thmk  the  committee 
will  sustain  my  position,  to  resist  and  to  argue  in  behalf  of  yom*  own 
interests,  and  because  you  do  argue  and  resist  and  might  even  go  so 
far  as  to  appeal  to  other  officials  in  this  Government  with  regard 
to  your  position,  that  under  no  circiunstances  should  you  be  threatened 
and  if  you  do  that  that  you  will  get  no  more  business  from  the  Army 
or  the  Navy.     They  are  not  self-sufficient  unto  themselves. 

Mr.  Rockwell.  There  are  a  thousand  ways  they  can  get  back  at 
a  company  like  ours. 

Mr.  DiNGELL.  I  appreciate  that.  But  if  we  can  get  the  angle  by 
which  they  do  bar  you  from  future  participation  in  Government  con- 
tracts under  ch-cumstances  about  which  we  are  hearing  now,  and  dis- 
cussing, I  would  like  to  know  about  it. 


Mr.  Rockwell.  Mr.  Hawkins,  who  is  our  treasurer,  was  with  me 
over  there  and  he  reminds  me  of  the  fact  that  they  told  us — we  did 
not  think  it  was  wise  business  to  make  these  axles  at  that  price, 
and  they  very  definitely  said  they  would  make  us  make  them. 

Mr.  DiNGELL.  Or  take  over  your  plant? 

Mr.  Rockwell.  That  is  right. 

Mr.  DiNGELL.  And  probably  the  man  that  talked  to  you  along  those 
lines  perhaps  never  saw  an  axle  or  a  transmission  for  a  tank. 

Mr.  Rockwell.  He  told  me  that  most  of  the  members  of  th'fe 
renegotiation  board  were  in  Who's  WTio;  it  is  almost  a  WTio's  Who  of 
this  country.  But  I  looked  in  WTio's  W^ho,  and  I  could  not  find  any 
of  that  panel  in  it. 

Mr.  DiNGELL.  That  is  all,  Mr.  Chairman. 

Mr.  Disney.  Mr.  Chairman,  we  on  this  committee — I  mean  we 
in  Congress;  this  committee  did  not  have  much  to  do  with  it — we 
gave  the  renegotiation  boards  and  the  secretaries  the  power  to  do 
that  very  thing  that  has  been  done.  Listen  to  this — and  I  am  reading 
from  page  3  of  this  volume  on  renegotiation  of  war  contracts,  contain- 
ing the  law,  debates  and  other  legislative  material.  On  page  3,  in 
paragraph  (2)  it  says: 

Upon  renegotiation,  the  Secretarj^  is  authorized  and  directed  to  eliminate  any 
excessive  profits  under  such  contract  or  subcontract  (I)  by  reductions  in  the 
contract  price  of  4;he  contract  or  subcontract  or  by  other  revision  in  its  terms — 
or  (II)  by  withholding,  from  amounts  otherwise  due  to  the  contractor  or  sub- 
contractor, any  amount  of  such  excessive  profits;  or  (III)  by  directing  a  contractor 
to  withhold  for  the  account  of  the  United  States,  from  amounts  otherwise  due 
to  the  subcontractor,  any  amount  of  such  excessive  profits  under  the  subcontract; 
or  (IV)  by  recovery  from  the  contractor  or  subcontractor,  through  repayment, 
credit  or  suit,  of  any  amount  of  such  excessive  profits  actually  paid  to  him;  or 
(V)  by  any  combination  of  these  methods,  as  the  Secretary  deems  desirable. 

That  is  turning  over  all  authority  to  him — 

Then  it  goes  on  and  provides  that  the  Secretary  may  bring  action. 
During  the  summer,  this  story  appeared  on  the  26th  of  July  1943 
on  the  first  page  of  the  Washington  Star,  by  the  Associated  Press: 

The  War  and  Navy  Departments  jointly  cautioned  their  renegotiation  agencies 
yesterday  not  to  permit  contractors  to  postpone  renegotiation  of  war  contracts 
in  the  expectation  of  congressional  revision  of  existing  statutes. 

Beheve  it  or  not. 

Under  Secretary  of  War  Robert  P.  Patterson  and  Under  Secretary  of  the  Navy 
James  V.  Forrestal  announced  that  "certain  contractors"  are  reported  to  be 
seeking  delays  in  renegotiations  in  hope  that  Congress  may  amend  the  statute 
to  exempt  standard  commercial  articles  from  renegotiation  and  allow  deductions 
of  reserves  for  post-war  reconversion. 

"While  such  amendments  have  been  proposed,"  the  officials  said,  "there  is 
little  prospect  of  passage  of  any  of  these  measures  in  the  near  future." 

"Accordingly,"  they  added,  "whenever  a  contractor  is  delaying  renegotiation 
for  this  reason,  the  case  should  be  immediately  referred  to  the  Under  Secretary  of 
"  ar  or  Navy  for  final  determination  of  the  amount  of  excessive  profits  realized 
or  likely  to  be  realized  by  the  contractor  under  his  contracts  and  subcontracts." 

The  point  that  I  am  making  here  is  that  when  the  field  certifies  to 
the  Secretary,  that  means  that  the  Secretary  is  going  to  put  on  the 
h^at,  and  they  say  so  in  a  public  statement. 

It  is  a  remarkable  thing  in  this  countiy,  in  Ameiica,  that  citizens 
^annot  look  forward  to  the  amendment  of  statutes,  especially  one  like 
this  monstrositv,  with  some  expectation  of  having  their  situations 
benefited. 
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Lest  I  be  misunderstood,  I  meant  to  read  this  newspaper  article  to 
sustam  what  Mr.  Dingell  was  saying,  that  the  burden  is  on  us  to  do 
two  things:  To  amend  this  statute,  if  it  is  wrong;  and,  second,  not  to 
permit  things  to  happen  such  as  have  been  proposed  to  men  like  this 
witness. 

That  is  all,  Mr.  Chairman. 

Mr.  Knutson.  Mr.  Rockwell,  while  being  questioned  by  the  dis- 
tinguished gentleman  from  Michigan,  Mr,  Dingell,  you  mentioned 
something  about  what  happened  to  Warner  &  Swezy.  Just  what 
happened  to  this  firm?  , 

^  Mr.  Rockwell.  We  were  told  that  they  were  called  here  in  Wash- 
mgton  and  threatened  with  having  all  their  bank  accounts  attached 
or  their  orders  canceled,  and  that  the  Army  would  take  over  their 
company. 

I  have  talked  to  a  great  many  businessmen  who  have  been  renego- 
tiated, and  they  feel  that  they  have  been  given  a  very,  very  bad 
deal,  and  they  are  almost  uniformly  afraid  to  come  down  here.  They 
sa,y,  "If  we  go  down  there  and  testify,  they  will  get  back  at  us;  they 
will  strike  back  at  us.     They  will  take  our  business  away  from  us." 

They  changed  their  tune  here  with  us.  Thev  say,  "You  will 
make  it  if  we  tell  you  to." 

Mr.  Disney.  Would  you  mind  if  I  interrupt,  Mr.  Knutson? 

Mr.  Knutson.  Not  at  all;  let  us  collaborate  on  this  and  bring  out 
the  facts. 

Mr.  Disney.  I  walked  down  the  hall  the  other  day  with  a  sailor 
and  I  said,  "How  are  they  treating  you  in  the  Navy?''  He  said, 
"Fine." 

"Are  they  making  you  step  around?"  He  said .  "The  Navy  cannot 
make  me  do  anything,  but  they  can  make  me  damned  sorry  if  I  do 
not  do  it." 

Mr.  Rockwell.  That  is  right.  I  would  like  to  say  that  in  the 
days  when  the  position  of  the  Army  was  poverty-stricken,  we 
pleaded  for  money  for  the  Army.  We  remember  the  *time  when  the 
Army  wrote  us  a  letter  and  said  to  us,  "We  want  to  talk  to  you  about 
certain  changes  in  design,  but  our  appropriation  is  so  small  that  we  do 
not  want  to  call  you  up.  Will  you  please  call  us  on  the  telephone?" 
And  we  called  them  on  the  telephone. 

Mr.  Knutson.  That  must  have  been  before  the  New  Deal? 

Mr.  Rockwell.  No,  sir;  it  was  not  exactly  before  the  New  Deal. 
But  I  can  also  say  that  they  did  call  us  up  and  say,  "We  have  an 
appropriation  of  $1,000  to  get  an  experimental  axle  for  our  trucks." 
And  they  would  say,  "We  know  you  cannot  build  this  for  $1,000. 
Will  you  build  it  for  us?"  and  we  said,  "Yes." 

I  often  thought  that  the  Army  was  pretty  close  to  being  a  charity 
patient  of  ours,  but  like  most  charity  patients,  after  you  get  through 
giving  them  charity,  and  they  get  rich,  they  turn  around  and  tell  you 
how  cheap  you  are  and  how  unpatriotic  you  are,  that  vou  do  not  want 
to  give  away  the  money  of  11,000  stockholders. 

But  I  would  like  to  say  right  there  that  we  have  never  had  any 
unfair  treatment  from  the  Regular  Army  officei-s. 

Mr.  Knutson.  Now,  Mr.  Rockwell,  will  you  just  tell  us  what 
happened  to  Warner  &  Swazey? 

Mr.  Rockwell.  I  could  not  tell  you  that,  sir.  But  has  anybody 
been  here  from  the  Budd  Co.? 


y[v.  Knutson.  No,  they  have  been  conspicuously  absent. 

Mr.  Rockwell.  Maybe  they  have  been  scared  off,  but  they  told 
me  they  were  called  up  and  told  that  they  had  just  one  choice,  either 
to  settle  renegotiation  as  they  were  told  to  settle  it,  or  their  funds 
would  be  withheld.  And  the  treasurer,  who  happens  to  be  an  old 
friend  of  mine — we  were  poor  boys  together  25  years  ago  back  in 
Cleveland,  said:  "We  had  to  accept  that  settlement." 

He  said,  "We  tried  to  say  to  them,  'Will  you  agree  that  if  we  have 
any  legal  rights,  that  they  will  not  be  lost  by  this  settlement'?" 
And  they  said,  "If  you  have  any  *ifs'  in  the  agreement,  it  is  not  an 
agreement." 

"So,"  he  said,  "we  had  to  take  the  settlement  in  order  to  keep  our 
business  going." 

Now,  I  want  it  distinctly  understood  that  this  is  a  conversation  he 
had  with  me;  he  did  not  give  it  to  me  in  confidence,  and  I  understood 
he  was  coming  down  here  to  say  it  himself,  and  he  can  say  it  a  whole 
lot  better  than  I  can.  You  see,  we  are  principally  subcontractors, 
and  we  do  not  know  whether  they  want  to  go  over  and  tell  the  truck 
manufacturers  to  stop  paying  us  or  not,  and  until  I  see  my  attorneys, 
when  that  happens,  I  will  not  know  whether  we  will  stop  shipping  ades 
or  not.  But  I  am  very  sure  that  the  people  who  are  shipping  us  parts, 
will  stop  shipping  us  parts,  when  they  find  out  that  we  are  not  going 
to  get  any  money. 

Mr.  Knutson.  Did  I  understand  you  to  say  that  England  will  not 
permit  American  concerns  to  do  business  in  that  country? 

Mr.  Rockwell.  To  make  that  a  little  more  specific,  most  of  the 
busses  in  England  are  owned  by  municipalities.  Every  one  of  those 
municipalities  that  I  know  of  has  an  ordinance  which  says  that  the 
bus  must  consist  of  parts  made  in  the  United  Kingdom  to  the  extent 
of  80  percent. 

We  build  a  bus  axle  that  is  so  much  better  than  anything  they  have 
in  England  there  is  no  comparison,  whatever  and  we  can  undersell 
them.  But  they  have  got  it  fixed  so  we  cannot  have  them  in  England. 
We  can  sell  them  to  China. 

Mr.  Knutson.  I  thought  we  entered  into  a  reciprocal  trade  agi-ee- 
ment  with  England. 

Mr.  Rockwell.  Well,  I  would  hate  to  get  into  that  subject,  Mr. 
Knutson. 

Mr.  Knutson.  I  would,  too,  but  we  are  not  going  to  take  the  tax 
bill  up  for  2  or  3  weeks  yet,  and  we  have  got  a  whole  lot  of  time  and 
we  want  the  country  to  know  that  we  are  working. 

Mr.  Rockwell.  I  would  like  to  say  this,  that  I  have  the  highest 
respect  for  our  Army  officers.  They  have  been  very  fine,  especially 
the  Regular  Army  officers.  But  if  our  Regular  Army  officers  have  to 
deal  with  the  people  in  England,  where  all  the  buying  for  the  Anny 
IS  done  by  businessmen,  I  am  afraid  our  Army  officers  are  going  to 
be  slightly  handicapped,  even  though  our  Army  has  gone  into  big 
business  these  days. 

Mr.  Knutson.  Well,  I  wish  we  could  get  some  names  of  some  of 
these  autocratic  bureaucrats  who  seem  to  be  a  law  unto  themselves. 
We  have  written  names  into  appropriation  bills  in  the  last  year,  as 
you  recall. 

Mr.  Rockwell.  Yes,  sir. 
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Mr.  Knutson.  It  is  rather  an  un-American  way  of  legislating,  but 
it  is  the  only  way  we  can  get  results.  Maybe  we  will  have  to  write 
some  more  in,  if  any  of  these  board  members  are  intimidating  Ameri- 
can  citizens  who  are  providing  work  for  thousands  of  individuals,  and 
who  should  be  encouraged  rather  than  harrassed  and  harried.  If  thev 
are  doing  that,  I  think  we  should  know  about  it.  I  agree  with  the 
gentleman  from  Michigan  that  we  could  take  a  few  of  their  buttons  off. 

Mr.  Rockwell.  I  might  say,  Mr.  Knutson,  that  I  happened  to  see 
a  letter,  a  photostatic  copy  of  a  letter,  written  by  the  head  of  one  of 
these  renegotiation  boards  in  one  of  the  districts,  to  one  of  the  com- 
panies under  renegotiation,  which  showed  the  vilest  sort  of  prejudice 
against  the  company.  And  I  am  very  sure  that  if  there  were  any 
judicial  proceedings  held  in  the  course  of  this  renegotiation,  any 
attorney  could  have  had  that  fellow  thrown  off  the  jury  or  thrown  out 
of  consideration  to  be  on  the  jury. 

Mr.  Knutson.  Did  you  look  him  up  in  Who's  Who  to  see  if  he  is 
connected  with  a  competitor? 

Mr.  Rockwell.  Yes.  He  is  a  rich  man's  son,  so  he  is  in  Who's 
Who. 

Mr.  Knutson.  How  is  that? 

Mr.  Rockwell.  He  is  a  rich  man's  son,  so  he  is  in  Who's  Who, 
even  if  he  does  not  know  what's  what. 

Mr.  Knutson.  The  biggest  fools  we  have  in  the  Government 
service  today  are  rich  men's  sons.  They  have  upset  all  of  the  tradi- 
tions handed  down  to  them  by  their  fathers  and  grandfathers.  Some 
of  them  are  not  only  pink,  they  are  red.  I  am  beginning  to  think 
that  the  less  money  a  person  has  these  days  the  more  conservative  he  is. 

Mr.  Rockwell.  I  think  Congress  is  doing  plenty  to  see  that  we 
have  less  money  these  days. 

Mr.  Knutson.  Yes,  of  course. 

Mr.  Rockwell.  My  income  from  salaiy  and  director's  fees  this 
year  will  not  pay  my  income  tax.  So  they  have  gotten  me  about  as 
close  to  the  shirt  as  they  can  get  me. 

Mr.  Knutson.  Well,  I  will  bet  that  you  will  go  to  the  polls  next 
year;  probably  you  have  not  been  doing  it  as  regularly  as  you  should. 

Mr.  Rockwell.  I  wiU  not  only  go  to  the  polls,  but  I  will  bring  as 
many  of  the  children  I  have  that  can  vote,  the  21  children  that  I 
have  that  can  vote,  and  if  you  want  to  reduce  the  age  to  17  for  voting, 
I  can  bring  some  more  of  them. 

Mr.  Knutson.  God  bless  you,  and  do  not  lose  any  time. 

Mr.  Dingell.  WTiat  ticket? 

Mr.  Rockwell.  I  will  tell  you  what  ticket  very  gladly.  It  will 
be  the  ticket  where  they  try  to  cut  our  tax  burden  because  if  these 
boys  come  back  from  the  Army  and  have  to  stand  up  under  this  tax 
burden,  there  is  not  any  politician  that  can  promise  them  a  better  life 

Mr.  Knutson.  That  is  all. 

Mr.  McGranery.  I  just  have  a  couple  of  questions. 

Mr.  Rockwell,  I  was  interested  to  hear  you  relate  your  story  about 
E.  G.  Budd.  I  come  from  Philadelphia,  and  I  know  Mr.  Budd  very 
well.  He  is  a  veiy  fine  man.  But  1  am  afraid  you  might  be  in  eri-or 
in  saying  that  that  has  been  concluded.  It  has  not.  They  are  still 
negotiating. 

Mr.  Rockwell.  Well,  he  is  lucky  to  have  a  friend  in  Congress. 
There  are  a  lot  of  little  fellows  that  have  not. 


Mr.  McGranery.  He  has  not  bothered  me  about  it  at  all.  He  has 
talked  to  me,  but  he  has  not  annoyed  me  about  it. 

Tell  me  this,  Mr  Rockwell — I  did  not  hear  you  when  you  told  the 
time  when  you  joined  the  company.     When  was  that? 

Mr.  Rockwell.  Back  in  1919  I  had  my  own  ideas  about  building 
an  axle,  and  the  company  that  I  was  with  thought  that  I  was  somewhat 
off.  I  was  vice  president  in  charge  of  engineering  and  manufacturing. 
I  was  30  years  old,  and  when  they  refused  to  believe  me  when  I  said 
that  they  would  go  broke  if  they  continued  their  style  of  axle,  they 
simply  told  me  that  Ford  was  still  building  the  model  T  and  probably 
always  would. 

So  I  went  out  and  picked  up  a  small  company  in  Wisconsin,  which 
was  in  the  hands  of  a  creditors'  committee,  and  I  brought  out  the 
original  designs  of  the  axles  which  are  making  possible  all  of  our 
heavy  duty  military  trucks. 

That  company  was  thrown  into  the  violent  drop  in  prices  in  1920. 
The  stockholders  had  paid  $100  a  share  for  their  preferred  stock  and 
they  got  the  common  as  a  bonus. 

I  remember  in  1920,  when  my  daughter  asked  me  whom  I  was  work- 
ing for,  I  told  her  very  truthfully  that  I  was  working  for  the  first 
national  bank.     They  took  everything  I  made. 

But  in  5  or  6  years,  we  had  forged  our  way  ahead  until  the  Timken- 
Detroit  Axle  Co.  realized  that  if  they  did  not  produce  the  same  kind  of 
axles  we  did,  they  would  have  considerable  difficulty  in  carrying  on 
their  business.  So  in  1928  or  1929,  we  sold  out.  We  had  previously 
paid  off  all  of  our  preferred  stock,  and  the  common  stockholders  re- 
ceived a  value  of  several  thousand  dollars  a  share.  I  retired  from  the 
management  of  that  company  and,  as  I  say,  simply  remained  as  a 
duector  in  the  Timken-Detroit  Axle  Co.,  because  I  was  supposed  to 
represent  about  20  percent  of  the  stock  in  that  company  which  came 
out  of  the  small  company  w^hich  I  was  in. 

In  1933,  when  the  banks  closed,  the  principal  stockholders  of  the 
company  realized  that  my  statements  that  I  had  made  ever  since 
1929  that  they  had  better  take  their  money  and  put  it  in  Government 
bonds,  was  pretty  nearly  right. 

Of  course,  no  one  expected  that  the  two  largest  banks  in  Detroit 
would  blow  up  but  they  did  blow  up,  even  though  they  paid  off  every 
cent  of  their  depositors'  money  since.     They  were  allowed  to  blow  up. 

And  so  they  asked  me  to  take  the  management  of  that  company. 
I  told  them  that  I  already  had  a  company  or  two  on  iny  hands  that 
were  not  going  to  be  in  any  too  good  health  while  this  condition  pre- 
vailed, and  we  did  not  know  where  to  get  hold  of  a  dollar  for  a  pay  roU. 
So  I  did  not  want  to  do  it. 

But  they  finally  put  it  up  to  me  that  this  company  at  that  time 
had  eight  or  nine  thousand  stockholders  and  that  it  was  my  moral 
duty  to  go  in  there  and  take  care  of  that  company  and  to  put  in  an 
organization  that  would  rebuild  that  company. 

And  the  people  who  asked  me  to  do  that  are  pioneers  in  the  auto- 
fnobile  business,  and  they  know  just  how  stiff  a  fight  it  is  to  make  good 
*n  the  automobile  business. 

So,  as  I  say,  when  I  went  in  there,  their  company  was  in  a  frightful 
condition.  The  stock  was  selling  for  $1.50  a  share,  and  if  you  sold 
j^ore  than  2  shares  at  a  time,  I  am  afraid  it  would  not  have  sold  for 
that.  The  preferred  stock  was  down  to  50  and  they  had  these  notes 
outstanding. 
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In  the  following  years,  in  competition  with  the  stiffest  competition 
you  can  find  in  this  country — that  is,  Ford  and  General  Motors,  and 
so  on,  who  bought  our  axles  because  we  could  make  them  cheaper,  we 
paid  off  all  that  debt  and  we  retired  the  preferred  stock. 

If  you  had  bought  the  stock  for  $1.50  a  share  in  1933  you  would 
have  gotten  $3.25  a  year  or  two  ago  in  1  year's  dividends.  And  if 
you  had  been  so  imfortimate  as  to  buy  it  a  year  ago,  when  it  was 
selling  around  35,  because  they  had  paid  $3.25,  you  would  be  feeling 
rather  sorry  for  yourself  now,  because  after  renegotiation  the  stock 
drops  20  percent. 

Mr.  McGranery.  That  is  what  I  wanted  to  ask  you.  After  you 
had  declared  your  dividend,  they  came  along  and  renegotiated. 

Mr.  Rockwell.  We  declared  our  dividend  just  before  the  quarter. 

Mr.  McGranery.  And  that  was  prior  to  renegotiation? 

Mr.  Rockwell.  Well,  surely;  we  heard  about  renegotiation  and 
we  just  decided  that  we  had  better  cut  our  dividend. 

Mr.  McGranery.  I  understood  you  to  say  that  you  had  already 
paid  your  dividend  but  they  came  along  and  renegotiated. 

Mr.  Rockwell.  We  have  been  paying  50  cents  a  quarter  for  a 
number  of  years,  and  we  tried  to  maintain  that.  We  know  the 
dangers  of  this  business. 

Mr.  McGranery.  How  many  years  have  you  been  paying  50 
cents  quarterly? 

Mr.  Rockwell.  Since  1936. 

Mr.  McGranery.  What  were  your  sales  in  1936? 

Mr.  Rockwell.  Will  you  give  those  figures,  Mr.  Hawkins? 

Mr.  Hawkins.  $21,000,000. 

Mr.  McGranery.  $21,000,000? 

Mr.  Hawkins.  That  is  right. 

Mr.  McGranery.  What  were  they  in  1942? 

Mr.  Hawkins.  They  were  $134,000,000  prior  to  renegotiation. 

Mr.  McGranery.  That  is  $21,000,000  in  1936  and  how  much  in 
1942? 

Mr.  Hawkins.  $134,000,000  prior  to  renegotiation. 
Mr.  McGranery.  $134,000,000  in  1942. 

Mr.  Hawkins.  June  30,  1942.     We  changed  to  a  fiscal  year  then. 
Mr.  McGranery.  What  were  your  profits  in  1936  before  taxes? 
Mr.  Hawkins.  $2,920,000. 
Mr.  McGranery.  And  how  much  in  1942? 
Mr.  Hawkins.  In  1942  they  were  $29,000,000;  that  is  gross. 
Mr.  McGranery.  Well,  the  same  is  true  of  1936  and  1942;  they 
were  both  gross? 

Mr.  Hawkins.  That  is  after  taking  off  the  $10,000,000  for  renego- 
tiation. 

Mr.  McGranery.  After? 
.Mr.  Hawkins.  Yes. 

Mr.  McGranery.  In  other  words,  it  would  have  been  $39,000,000 
without  the  renegotiation? 

Mr.  Hawkins.  That  is  right.  Let  me  make  clear  there,  Mr. 
Congressman,  that  the  sales  in  that  period  that  were  subject  to  rene- 
gotiation were  about  $49,500,000.  Those  were  the  sales  for  all  of 
the  last  quarter  of  that  year  and  part  of  the  second  quarter.  That  is 
when  we  picked  up  the  contracts  that  had  not  been  completed  prior 
to  April  28. 


Mr.  McGranery.  For  the  purpose  of  the  record,  will  you  give 

your  full  name? 

Mr.  Hawkins.  A.  I.  Hawkins,  treasurer  of  the  company. 

Mr.  McGranery.  What  were  your  profits  after  taxes  in  1936? 

Mr.  Hawkins.  $2,160,000. 

Mr.  McGranery.  After  taxes? 

Mr.  Hawkins.  That  is  right. 

Mr.  McGranery.  $2,000,000— how  much? 

Mr.  Hawkins.  $2,164,000. 

Mr.  McGranery.  What  were  they  in  1942? 

Mr.  Hawkins.  Out  published  figures  for  1942  were  $5,205,000. 

Mr.  McGranery.  Published  figures? 

Mr.  Hawkins.  That  is  the  published  figure.  I  want  to  clarify 
that.  You  get  a  difference,  because  there  was  this  House  bill  that  was 
up  at  that  time,  and  you  had  a  90-percent  excess-profits  tax  rate.  But 
after  renegotiation,  the  profit  figure  will  be  about — we  do  not  know 
exactly  what  it  is  going  to  be  yet,  because  it  is  not  settled.  But  if  it 
is  settled  on  the  basis  ot  $10,000,000,  the  profit  figure  will  be  about 
$5,500,000  after  reversing  this  excess-profits  tax  provision.  I  am 
quoting  some  of  those  round  figures  now. 

Mr.  McGranery.  That  is  all  right.     What  did  your  stock  sell  for 

m 1936? 

Mr.  Hawkins.  In  1936  the  high  was  27%. 

Mr.  McGranery.  And  the  low  was  what? 

Mr.  Hawkins.  12  H- 

Mr.  McGranery.  What  was  it  in  1934? 

Mr.  Hawkins.  In  1934  it  had  a  high  of  8K  and  the  low  was  3%. 

Mr.  McGranery.  What  is  it  selling  for  now? 

Mr.  Rockwell.  About  27.  I  might  say  that  in  1929,  when  it  sold 
for  35,  it  had  $3,000,000  worth  of  preferred  stock  ahead  of  it. 

Mr.  McGranery.  What  were  the  salary  increases  for  the  execu- 
tives?   I  do  not  want  each  individual  man  but  a  lump  figure. 

Mr.  Hawkins.  For  what  period? 

Mr.  McGranery.  For  1936. 

Mr.  Hawkins.  I  do  not  go  back  quite  that  far,  Mr.  McGranery. 
But  here  are  our  total  salaries  for  officers  and  directors.  Most  of  the 
directors  receive  no  salary.  There  are  only  three  of  them  that  are 
officers  as  well,  and  they  receive  salaries.  The  other  directors  receive 
no  compensation  at  all.  But  our  total  was  $158,125.  That  was  in 
1939. 

Mr.  McGranery.  $158,125? 

Mr.  Hawkins.  And  that  was  equal  to  0.67  percent  of  sales  at  that 
time. 

In  1940,  the  figure  was  $267,787,  and  that  was  equal  to  0.60  percent 
of  sales. 

In  1941,  they  totaled  $302,727  and  that  was  equal  to  0.31  percent 
of  sales. 

For  the  year  ended  June  30,  1942,  they  were  $331,452,  equal  to  0.26 
percent  of  sales. 

Mr.  McGranery.  That  is  volume  sales? 

Mr.  Hawkins.  On  the  year  that  just  closed,  they  were  $324,241, 
equal  to  0.22  percent  of  sales.  There  was  a  slight  drop  there,  that 
year. 
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I  might  point  out  to  you  there,  Mr.  McGranery,  that  in  1941~^ 
this  is  the  last  time  some  of  these  figures  were  on  this  basis;  it  is  rather 
hard  to  get  these  figures  sometimes — but  in  1941 — and  this  is  on  the 
calendar-year  basis;  we  reconstructed  this  so  that  we  could  have  it 
comparable  with  our  competitors — we  had  $98,422,126  of  sales  and 
the  compensation  for  ofiicers  at  that  time  was  $302,727,  equal  to  0.3i 
percent  of  sales. 

And  here  are  two  of  our  most  direct  competitor ;  I  will  not  mention 
their  names,  but  I  will  give  you  the  figures:  $54,155,040  sales  and 
their  compensation  for  officers  was  $373,000,  equal  to  0.69  percent. 

Mr.  McGranery.  That  is  one  of  the  troubles  in  trying  to  arrive 
at  some  yardstick  for  this  renegotiation  problem. 

Mr.  Hawkins.  There  is  one  thing  that  I  will  say  in  connection  with 
our  renegotiation  and  that  is  that  at  no  time  did  they  question  the 
salaries  that  we  were  paying. 

Mr.  Rockwell.  They  are  a  little  less  this  year  than  last  year,  so 
they  could  not  complain  very  much.  The  business  increased  36  per- 
cent, but  the  top  officers  took  a  cut  in  their  salaries. 

Incidentally,  Mr.  Rockey,  of  the  Navy,  said  that  5  percent  for  ad- 
ministrative purposes  was  not  bad — and  I  do  not  think  it  is,  in  most 
businesses,  but  in  ours  it  is  IK  percent,  and  if  they  gave  us  the  differ- 
ence between  1%  percent  and  5  percent,  we  would  be  almost  as  well 
off  as  we  are  with  the  profit  that  we  have  left  when  they  get  through 
with  us. 

Mr.  McGranery.  Do  you  have  your  book  value  there  for  1936? 
Mr.  Hawkins.  I  will  look  it  up. 

Mr.  Rockwell-.  While  he  is  looking  up  the  figures,  may  I  say  a 
word? 

Mr.  McGranery.  You  bet  your  life;  all  you  wish. 
Mr.  Rockwell.  Our  depreciated  value  of  assets,  that  we  use  to 
produce  these  axles,  is  approximately  $4,000,000.  We  produced 
$160,000,000  worth  of  axles,  up  or  down  according  to  the  way  we  are 
renegotiated,  but  at  least  $150,000,000  worth  of  axles  and  other  prod- 
ucts with  that  $4,000,000  of  depreciated  assets. 

The  Army  now  proposes  that  someone  produce  $70,000,000  worth 
of  axles.  They  first  went  to  General  Motors,  one  of  our  good  peace- 
time customers,  and  offered  to  set  them  up  in  business.  So  the 
Ordnance  Department  and  General  Motors  got  together  and  the 
final  conclusion  on  the  amount  of  assets  that  they  would  need,  just 
in  buildings,  land,  and  machinery  in  order  to  produce  $70,000,000 
worth  of  axles,  was  in  excess  of  $30,000,000.  And  we  produce 
$160,000,000  worth  of  axles  with  $4,000,000  of  depreciated  assets. 

We  went  out  in  1934  and  1935  and  bought  $2,000,000  worth  of 
property  from  a  company  that  was  in  distress,  in  the  automobile 
business.     They  could  not  get  a  dime  from  anybody  because  nobody 
could  use  it  and  we  paid  $150,000  for  it.     Today  you  could  not 
replace  the  property  for  $2,000,000.     We  get  no  benefit  from  that. 
We  cannot  even  get  them  to  listen  to  us  when  we  tell  them  about  it. 
Mr,  Hawkins.  The  book  value  at  that  time  was  about  $12.25  a 
share.     That  is  approximate.     I  have  not  figured  it  out  exactly. 
Mr.  McGranery.  What  is  it  now? 
Mr.  Rockwell.  Approximately  $20. 

Mr.  Hawkins.  At  the  end  of  the  year  that  we  are  talking  about, 
Mr.  McGranery,  the  book  value,  for  instance,  on  June  30,  1942- 
that  is  the  year  we  are  discussing,  was  about  $16  a  share. 
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Mr.  McGranery.  $16? 

Mr.  Hawkins.  Yes. 

Mr.  Rockwell.  That  was  a  year  ago? 

Mr.  Hawkins.  Yes. 

Mr.  Rockwell.  It  is  pretty  close  to  $20  now. 

Mr.  Hawkins.  It  would  be  now,  yes. 

Mr.  Rockwell.  Very  close  to  $20  now. 

Mr.  McGranery.  That  is  all. 

Mr.  Woodruff.  I  have  been  listening  rather  intently  for  a  good 
w^hile  throughout  the  hearing,  but  I  have  not  yet  been  able  to  learn 
just  what  the  formula  is  that  the  renegotiation  board  applies  to  the 
renegotiations. 

Mr.  Rockwell.  They  are  very  specific  about  that,  Mr.  Woodruff, 
in  saying  that  you  cannot  be  specific  about  it.  They  say  no  one 
could  work  with  a  formula  that  will  apply  to  eveiyone,  so  "we  do 
not  have  a  formula." 

Mr.  Woodruff.  But  let  me  ask  you  this  question. 

Do  they  consider  the  cost  of  production  of  the  goods  you  are  selling? 

Mr.  Rockwell.  As  far  as  I  know,  this  board  in  Washington  never 
paid  any  attention  to  costs.  To  call  this  thing  a  price  adjustment  is 
just  a  joke. 

Mr.  Woodruff.  In  other  words,  if  they  are  paying  no  attention  to 
costs,  they  cannot  pay  any  attention  to  anything  else.  If  that  is  not 
a  matter  of  importance  in  adjusting  your  proper  compensation,  I 
would  like  to  know  where  in  the  name  of  God  they  would  find  any- 
thing that  is. 

Mr.  Rockwell.  Well,  if  you  want  my  opinion,  I  will  tell  you.  I 
have  heard  that  they  are  out  to  collect  $5,000,000,000  from  industry, 
and  therefore  they  have  got  to  take  all  the  available  cash  from  most 
of  us  who  were  stupid  enough  to  save  it  up  in  the  last  10  years  and 
leave  it  in  the  business. 

Mr.  Woodruff.  In  other  words,  they  propose  to  browbeat  out  of 
everybody  all  they  can  possibly  get  out  of  them  imtil  they  have  reached 
that  figure  of  $5,000,000,000;  is  that  it? 

Mr.  Rockwell.  Well,  it  is  my  opinion,  if  you  have  not  got  the 
money,  and  you  have  done  a  pretty  poor  job,  they  do  not  try  to  get 
very  much  away  from  you,  because  they  cannot.  They  cannot  get 
blood  out  of  a  turnip. 

Mr.  Woodruff.  I  know  of  an  instance  where  a  concern  that  had 
clone  the  most  wonderful  job  that  had  been  done  by  anyone  in  doing 
that  particular  kind  of  work — it  was  a  Navy  contract,  and  they  were 
building  sliips;  and  they  were  not  large  ships,  for  more  than  $100,000 
less  than  any  one  of  their  competitors.  The  renegotiators  claimed  to 
renegotiate  their  profits  on  a  basis  of  their  cost  of  production.  All  of 
the  other  shipbuilding  companies  building  the  same  type  of  ship 
showed  that  their  costs  were  more  than  $100,000  more  than  this  con- 
cern I  am  speaking  of. 

Now,  if  they  renegotiate  aU  competitors'  contracts  on  the  same  basis 
as  the  one  I  have  in  mind,  they  certainly  demonstrate  that  a  big  pre- 
mium for  inefficiency  is  being  paid  by  this  Government. 

^Ir.  Rockwell.  I  do  not  think  there  is  any  question  about  that. 
One  of  our  competitors  who  seems  to  be  left  with  a  much  larger  net 
return  on  their  sales  than  we,  has  been  given  all  of  our  designs  and 
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they  are  going  ahead  building  one  size  of  these  axles  and  they  are 
being  paid  10  percent  more  than  we  are. 

Mr.  Woodruff.  Did  you  give  them  pennission  to  use  your 
designs? 

Mr.  Rockwell.  Yes,  sir;  we  gave  them  permission.  Before  this 
war  started,  when  it  had  started  in  England,  we  had  a  rather  fair 
idea  that  w^e  would  be  in  this  war.  We  were  offered  business  by 
Great  Britain  and  by  Canada,  and  we  told  them  that  we  did  not  want 
to  absorb  our  capacity ;  that  we  wanted  to  keep  it  for  our  own  country. 
We  gave  them  our  designs  over  in  Canada.  For  Great  Britain  most 
of  their  trucks  have  been  built  in  Canada,  because  the  truck  plants  in 
England  had  to  be  turned  over  to  their  tank  program.  So  they 
built  our  axles  in  Canada,  with  our  good  wishes,  and  without  any 
charge  from  us.  And,  as  I  said,  in  1941,  we  gave  permission  to  our 
competitors  to  use  our  designs,  and  we  have  several  competitors  now 
using  our  designs,  and,  as  far  as  I  know,  every  one  of  them  is  receiving 
more  money  for  those  axles  than  we  are,  and  receiving  a  larger  net 
return  after  renegotiation. 

Mr.  Woodruff.  You  ha\  e  positive  evidence  to  that  effect? 

Ml.  Rockwell.  Quite  positive,  yes.  I  think  I  can  definitely  give 
you  the  figures  to  show  that  they  have  more  left. 

Mr.  Woodruff.  It  would  be  very  interesting  to  this  committee  if 
you  provided  those  figures  for  us. 

Mr.  Rockwell.  If  we  can  get  those  figures  from  the  renegotiation 
board — they  seem  to  be  a  little  bit  shy  in  telling  us  what  they  are 
doing  with  other  companies.  They  very  vaguely  say,  "Well,  there 
are  no  companies  paid  more  than  you.'' 

Mr.  Woodruff.  I  will  say  this,  in  response  to  that  comment,  that 
if  these  renegotiators  are  dealing  on  the  same  basis  with  everybody, 
there  should  be  no  reason  why  thej^  should  refuse  to  give  you  any 
information  you  desire,  so  long  as  it  has  to  do  with  the  conduct  of 
your  business  and  the  competition  that  you  have  to  meet. 

Mr.  Rockwell.  Well,  I  can  say  this,  Mr.  Woodruff;  if  you  think 
that  it  is  a  friendly  meeting  in  which  they  discuss  this  thing  and 
renegotiate  the  way  we  do  with  our  customers  in  the  automobile 
business,  you  should  attend  one  of  the  meetings. 

Mr.  Woodruff.  I  can  imagine  what  it  is.  And  I  want  to  say  to 
you,  Mr.  Rockwell,  I  think  if  you  cannot  get  the  information,  this 
committee  can,  and  if  you  can  give  us  the  names  of  your  competitors, 
we  will  be  able  to  find  out. 

Mr.  Rockwell.  I  will  be  glad  to  tell  it  to  you  after  the  meeting. 
And  I  would  like  to  say  again  that  it  is  General  Motors  and  Ford  that 
are  our  competitors. 

Mr.  DiNGELL.  Mr.  Rockwell,  I  heard  you  make  reference  to  the 
Army  going  to  General  Motors,  who  had  been  buying  your  axles? 

Mr.  Rockwell.  Yes,  sir. 

Mr.  DiNGELL.  With  the  idea  of  having  them  build  an  axle  plant? 

Mr.  Rockwell.  Yes,  sir. 

Mr.  DiNGELL.  And  that  it  would  have  taken  somewhere  upward 
of  $30,000,000  to  produce  how  many  million  dollars  worth  of  axles? 

Mr.  Rockwell.  About  $70,000,000  worth  of  axles. 

Mr.  DiNGELL.  And  you  produce  how  much  on  what  amount? 

Mr.  Rockwell.  Approximately  $150,000,000  worth  with  $4,000,000 
of  depreciation  in  machinery  and  equipment. 


Mr.  DiNGELL.  Did  General  Motors  ever  build  that  plant? 

Mr.  Rockwell.  General  Motors  has  just  recently  said  they  could 
not  go  ahead  with  this  program  because  their  organization  is  stretched 
out  so  far  that  they  do  not  want  to  undertake  more  work. 

Mr.  DiNGELL.  But  they  could  have  done  it. 

Mr.  Rockwell.  They  are  perfectly  willing  to  help  on  this  job,  but 
the  Army  has  come  back  to  us  and  asked  us  to  do  it.  We  are  working 
under  an  agreement  under  which  we  will  do  it,  subcontracting  the 
work,  and  General  Motors  will  help  us. 

Mr.  DiNGELL.  That  is  exactly  what  I  am  getting  at,  that  they 
could  have  gone  to  you,  who  are  in  the  business,  and  you  could  have 
expanded,  could  you  not,  as  you  naturally  did? 

Mr.  Rockwell.  We  also  felt  that  our  organization  was  pretty  thin. 

Mr.  DiNGELL.  That  is  not  what  I  am  searching  for.  I  remember  at 
the  time  our  desire  to  stimulate  plant  expansion  for  defense,  consider- 
ing the  possibility  of  war  and  we  had  the  Army  and  Navy  representa- 
tives before  us,  and  we  were  discussing  amortization.  I  raised  the 
point  particularly  about  construction,  that  is  new  construction,  when 
there  were  hundreds  of  plants  throughout  the  country  standing  idle 
that  could  have  been  used,  and  they  could  have  had  the  benefit  of 
experienced  corporations,  and  they  could  have  expanded.  Was  I 
right  in  my  contention? 

Mr.  Rockwell.  You  were  right. 

Mr.  DiNGELL.  This  was  the  particular  point  I  raised  at  the  time — 
the  use  of  the  old  Studebaker  plant — and  I  passed  there  the  other 
day  to  verify  my  suspicions,  and  it  is  still  not  operating. 

Do  you  know  where  the  Brush  plant  of  the  Studebaker  Corporation 
is? 

Mr.  Rockwell.  The  E.  M.  F.  plant. 

Mr.  DiNGELL.  That  is  the  one  I  am  talking  about. 

Mr.  Rockwell.  I  think  they  have  another  plant  there. 

Mr.  Hawkins.  This  is  on  the  other  side  of  Woodward  Avenue. 

Mr.  DiNGELL.  So  far  as  I  know  that  plant  still  stands  idle,  and  yet 
that  plant  could  be  utilized.  I  have  no  personal  interest  in  it  what- 
ever, but  I  contend  that  where  they  manufactured  automobiles  at 
one  time  they  could  have  utilized  that  plant  for  similar  purposes 
now  without  spending  more  of  the  taxpayers  money.  But  they  did 
not  do  it. 

Could  they  not  have  used  it? 

Mr.  Rockwell.  They  certainly  could.  But  the  War  Manpower 
Commission  rates  Detroit  as  a  number  1  area,  and  you  would  not  be 
allowed  to  bring  anything  there  because  of  the  shortage  of  manpower. 

Mr.  DiNGELL.  I  raised  this  question  three  or  four  years  ago  when 
they  were  here  to  get  more  money,  wanting  us  to  provide  more 
nioney  for  new  facilities.  Instead  of  going  out  and  using  existing 
facilities  such  as  these,  they  went  out  and  built  new  plants. 

Mr.  Rockwell.  And  some  very  beautiful  ones. 

Mr.  DiNGELL.  They  built  plants  for  Studebaker  at  South  Bend 
when  they  could  have  used  the  one  in  Detroit  for  the  same  purpose. 
They  built  engine  plants  for  Buick  in  South  Chicago  when  they  could 
nave  utilized  plants  in  Detroit. 

,My  gripe  is  that  the  Army  went  out  and  spent  money  like  drunken 
jailors,  and  now  they  want  us  to  provide  an  additional  $12,000,000,000 
in  new  taxes.  I  would  like  them  to  tell  us  where  we  will  get  that 
much.    We  will  be  lucky  if  we  get  six. 
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Mr.  Rockwell.  One  of  the  risks  in  our  business  now  is  big  plants 
that  have  been  built,  and  what  is  going  to  happen  to  them  when  tlie 
war  is  over? 

Mr.  DiNGELL.  Government  money  is  being  spent  all  over  the 
country  for  things  of  this  sort.  I  know  of  an  instance  where  the 
Army  has  authorized  a  concern  that  has  never  been  in  the  business 
of  making  parachutes  to  advertise  for  people  to  learn  to  make  para- 
chutes from  scratch,  saying  that  the  plant  will  be  financed  by  Gov- 
ernment funds,  when  you  had  another  concern  in  Detroit  with  the 
best  needleworkers  in  the  world  seeking  a  contract  to  make  para- 
chutes. They  said  that  business  concern  would  not  be  given  a 
contract  for  parachutes,  but  I  tell  you  they  are  making  parachutes 
now,  and  I  had  something  to  do  with  it. 

Mr.  Reed.  Mr.  Rockwell,  your  testimony  has  been  most  revealing 
as  you  have  related  it.  I  have  just  been  wondering  if  we  will  even- 
tually still  have  the  "four  freedoms"  in  the  United  States  of  America. 
It  is  about  time  we  preserved  the  "four  freedoms"  here  in  the  United 
States  of  America.     I  am  glad  you  have  given  us  this  testimony. 

You  are  an  American  citizen? 

Mr.  Rockwell.  Yes,  sir;  and  one  reason  I  came  down  here  is 
because  I  have  people  in  this  hour  who  are  fighting  for  freedom,  and 
I  think  a  businessman  who  sits  back  and  takes  it  and  does  nothing 
is  a  coward.     We  have  had  plenty  of  others. 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
very  interesting  statement  you  have  given  to  the  committee. 

The  next  witness  on  the  calendar  is  Mr.  William  J.  Matthews, 
representing  the  National  Association  of  Finishers  of  Textile  Fabrics. 
Is  Mr.  Mathews  present? 

STATEMENT    OF    ALBERT    E.    RICE,    REPRESENTING    NATIONAL 
ASSOCIATION  OF  HNISHERS  OF  TEXTILE  FABRICS 

Mr.  Rice.  Mr.  Chairman,  I  am  Albert  E.  Rice,  and  I  am  appearing 
for  the  association  in  place  of  Mr.  Matthews.  I  would  like  to  submit 
for  the  record  a  statement  prepared  by  Mr.  Matthews,  my  associate 
counsel  for  the  association. 

The  Chairman.  Without  objection,  the  statement  may  be  inserted 
in  the  record. 

(The  statement  referred  to  will  be  found  at  the  conclusion  of  Mr. 
Rice's  statement.) 

Mr.  DiNGELL.  WTiom  are  you  speaking  for? 

Mr.  Rice.  For  the  National  Association  of  Finishers  of  Textile 
Fabrics. 

Mr.  DiNGELL.  In  place  of  Mr.  Matthews? 

Mr.  Rice.  In  place  of  Mr.  Matthews;  yes,  sir. 

The  position  of  the  association,  in  the  light  of  3  years  and  war 
buying  for  the  Government,  is  that  renegotiation  should  be  the  excep- 
tion and  not  the  rule,  and  it  is  suggested  as  was  done  previously  here 
today,  that  an  amendment  be  made  in  the  law  by  providing  for  the 
exemption  of  those  classes  of  contracts  where  the  cost  and  profit  may 
be  determined  with  a  reasonable  certainty  at  the  time  of  making  the 
contract.  We  submit  that  that  is  the  intention  of  the  present  law, 
but  it  has  not  been  carried  out. 

I  will  not  go  into  the  purpose  of  the  renegotiation  statute.  T^ 
was  to  prevent  unreasonable  profits  irom  war  business. 


Mainly,  it  is  intended  to  take  care  of  the  cases  where  there  is  an 
entirely  new  type  of  product,  where  there  is  no  experience  in  making 
this  product,  and  where  there  is  no  reliable  cost  data  and  where  there 
are  abnormal  quantities. 

However,  the  intent  of  the  statute  was  that  there  would  be  no 
renegotiation  of  contracts  where,  in  the  words  of  the  statute,  "profits 
can  be  determined  with  reasonable  certainty  when  the  contract 
is  established." 

The  Secretary  of  a  Department  is  given  discretion  to  exempt  such 
contracts,  but  he  is  also  directed  to  renegotiate  if  he  thinks  excessive 
profits  would  be  realized,  or  had  been  realized,  as  has  been  clear  in 
the  testimony  given  you  here. 

As  a  matter  of  administration,  the  result  has  been  to  make  prac- 
tically all  contracts  subject  to  renegotiation.  The  administrators  of 
the  act  for  various  reasons  have  renegotiated  practically  all  contracts. 

In  addition,  it  would  seem  that  they  want  to  provide  immunity 
for  themselves  from  later  attacks  by  singling  out  some  classes  of 
contracts,  and  the  intent  of  the  statute  has  thereupon  been  defeated. 

I  w^ould  like  to  point  out  a  few  facts  about  the  finishers'  industry, 
because  we  feel  that  it  may  be  considered  typical  of  service  industries 
and  also  many  other  businesses  which  should  not  be  subject  to 
renegotiation. 

The  finishers  industry  is  a  service  industry,  part  of  a  textile  industry. 
The  finishers  do  not  own  the  goods  which  they  process.  The  manu- 
facturer weaves  the  gray  cloth  and  it  is  sold  to  a  converter  and  gen- 
erally under  subcontracts,  to  the  finisher  who  prepares  them  for  use. 

During  the  last  20  years  there  has  been  a  tremendous  expansion 
of  the  plant  capacity  of  the  finishers.  As  a  matter  of  fact,  there  was 
too  much  capacity.  The  result  was  severe  competition  and  lowering 
of  costs.  The  finishers  who  were  able  to  stand  up  under  that  type  of 
competition  had,  as  good  business  must  have,  reliable  cost  data. 

All  of  the  work  of  the  finishers  is  obtained  under  the  form  of  com- 
petitive bidding  principles,  or  actual  competitive  bids.  In  doing 
all  the  work  they  have  done  they  have  had  no  Government  assistance. 
Their  own  capital  has  taken  care  of  whatever  cost  was  involved  in  the 
war  business. 

Their  income,  which  is  based  on  a  service  charge  which  runs  between 
one-twelfth  and  one-fifth  of  the  cost  of  the  product,  is  disproportionate 
to  their  heavy  capital  investment. 

I  w^ould  like  to  point  out  also  that  the  service  that  the  finishers  are 
providing  is  exactly  the  same  service  that  they  provided  before  the 
war.  At  the  present  time  they  are  preparing  cloth  for  both  military 
and  civilian  use.  Very  often  the  prices  on  the  military  contracts  are 
smaller  than  those  for  the  civilian  contracts.  As  a  matter  of  fact,  this 
conflict  between  the  military  and  civilian  contracts  ha^  resulted  in 
considerable  injustice  to  the  various  finishers.  One  man  may  have 
been  doing  a  small  amount  of  military  work,  and  his  business  subject 
to  renegotiation  would  be  small.  He  would  make  profits  on  his  civilian 
business  without  being  subject  to  renegotiation. 

Another  man  who  might  have  had  the  great  majority  of  his  work 
on  military  contracts  is  subject  to  renegotiation. 

I  might  point  out  also  that  the  prices  that  the  finishers  have  got 
oil  other  business  of  that  type  have  been  fixed  by  O.  P.  A. 
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I  believe  that  the  contracts  that  the  finishers  have  are  the  type  which 
Congress  intended  should  be  exempt  from  renegotiation.  We  believe 
moreover,  that  in  any  event,  with  the  experience  of  the  last  3  years' 
with  3  years  of  Government  buying,  there  i&  no  reason  why  renegotia' 
tion  is  required  for  such  contracts,  because  the  profits  can  be  de- 
termined  with  reasonable  exactitude  by  the  Procurement  Division 
and  the  Procurement  Division  is  the  place  where  it  is  proper  to 
determine  the  prices,  and  not  afterwards. 

I  would  like  to  point  out  some  of  the  factors  which  we  think  should 
be  used  in  renegotiation. 

Mr.  Karker,  the  former  chairman  of  the  War  Department  Price 
Adjustment  Board,  gave  that  at  the  recent  hearing  of  the  House 
Naval  AflFairs  Conmiittee,  and  I  would  like,  if  I  may,  to  read  this  small 
paragraph,  where  he  cites  these  as  most  of  the  relevant  factors,  as 
follows: 

Consideration  is  given  to  the  comparative  average  prices  and  comparative 
adjusted  profit  margin  of  the  contractor  as  compared  with  other  contractors  pro- 
ducing similar  items  in  comparable  quantity.  Inquiry  is  also  made  as  to  whether 
the  contractor  is  a  high-  or  a  low-cost  producer,  and  the  reasons  for  his  cost 
position  are  inquired  into.  The  contractor's  accomplishment  in  reducing  cost 
of  production  are  considered.  Consideration  is  given  to  the  comparative  labor 
costs,  performance  on  delivery  schedules,  and  the  quantity  and  quality  of  produc- 
tion in  relation  to  the  contractor's  facilities;  to  the  trend  of  general  and  adminis- 
trative expenses,  including  the  gross  amount  of  salaries  to  executives  and  the 
salanes  to  each,  and  the  changes  in  salaries  paid  during  the  war  and  pre-war 
periods. 

Also  the  distribution  of  work  among  various  plants  equipped  to  do 
and  spread  the  work;  also  the  risks  involved  and  their  relation  to 
prices;  also  the  cancelation  of  contracts  and  changes  in  instructions; 
also  the  utilization  of  plant  equipment  for  post-war  uses;  also  the  cost 
of  materials  and  labor  and  all  factory  costs  and  costs  of  sales;  allowable 
tolerances;  integrated  and  nonintegrated  plants;  necessity  of  sub- 
contracting and  relations  between  contractor  and  subcontractor; 
wartime  and  peacetime  onerations;  base-period  earnings;  invested 
capital  and  turn-over  of  same;  new  capital  required,  and  Government 
assistance. 

I  think  these  items  can  be  broken  up.  Take  fh-st  the  tangible 
factors. 

For  instance,  on  cost  records,  may  I  point  out  that  there  is  nothing 
in  tangible  factors  which  is  not  known  to  the  experts  of  the  Procure- 
ment Division,  or  which  camiot  be  made  available  to  them  before  the 
making  of  the  contract.  In  other  words,  they  can  fix  a  fair  price. 
As  to  reasonable  profits  in  this  industry  I  can  mention  other  service 
industries.     That  is  the  normal  way  of  doing  business. 

There  are  many  other  factors  expressed  here.  I  would  lilve  to  call 
them  psychological  and  intangible  factors. 

From  the  testimony  before  you  it  would  seem  that  the  Price  Ad- 
ministrator has  looked  more  to  the  psychological,  intangible  factors 
rather  than  to  the  tangible  ones.  1  think  it  is  clear  that  no  man  on 
any  Price  Adjustment  Board  has  sufficient  wisdom  to  apply  to  these 
intangible  factors  the  policy  of  relations  with  subcontractors  with  the 
incentive  factors  in  there  aiid  be  fair  to  any  one  person.  They  cannot 
be  consistent. 

That  is  the  main  problem  as  I  see  it  facing  the  Boards  and  facing 
you  now. 


The  result  of  renegotiation  in  an  industry  such  as  the  finishers  is 
to  leave  out  of  renegotiation  the  incentive  factors  which  are  the  basis 
for  American  business,  the  basis  of  making  American  business  what 
it  is  today. 

We  believe  it  is  preferable  for  the  Government  and  business  to  have 
a  fixed  contract  wherever  it  is  possible,  and  we  suggest  it  is  possible 
in  industries  such  as  the  finishers. 

We  suggest  also  in  answer  to  the  main  criticism  against  that  type 
of  fixed  contracts  that  the  tremendous  amount  of  business  in  wartime 
is  not  in  line  with  the  old  cost  data,  and  we  suggest  that  there  is  no 
reason  why  there  cannot  be  sliding  scales  in  the  contracts  which 
would  take  care  of  that  point. 

In  conclusion,  it  is  our  suggestion  that  with  the  experience  we  have 
now  that  we  did  not  have  before,  it  allows  a  reasonably  accurate  de- 
termination of  a  profit  prior  to  the  making  of  contracts,  and  we  sug- 
gest that  there  be  an  amendment  providing  that  where  such  profits 
can  be  determined  then  the  contract  price  should  not  be  subject  to 
renegotiation. 

W  e  say  also  that  the  time  has  passed  for  the  need  of  renegotiation, 
if  at  all,  only  in  the  exceptional,  unknown  cost  data  type  of  contract, 
and  we  think  that  renegotiation,  if  necessary  at  all,  should  be  made 
the  exception  and  not  the  rule. 

The  Chairman.  We  thank  you  for  your  appearance  and  the  state- 
ment you  have  given  to  the  committee. 

(The  statement  submitted  by  Mr.  Rice,  for  Mr.  Matthews,  is  as 
follows:) 

Statement  on  Behalf  of  National  Association  of  Finishers  of  Textile 

Fabrics 

PURPOSE    of    renegotiation — PROPOSED    REVISIONS 

The  members  of  the  finishing  branch  of  the  cotton  textile  industry  feel  that 
provision  should  be  made  in  the  renegotiation  law,  if  renegotiation  of  Government 
contracts  is  to  be  continued,  for  the  exemption  of  certain  types  and  classes  of  con- 
tracts as  they  can  be  clearly  defined  in  the  law  itself.  Before  making  this  proposal 
we  reviewed,  as  best  we  could,  the  many  points  that  have  been  fully  discussed  in 
hearings,  conventions,  and  the  press,  amplifying  the  different  viewpoints. 
Naturally  we  have  not  had  access  to  the  confidential  figures  submitted  to  the 
price  adjustment  boards,  and  which  even  they  are  not  at  liberty  to  publicize  in 
all  cases.  But  we  have  had  the  benefit  of  the  views  of  many  who  have  had  their 
contracts  renegotiated  and  others  whose  contracts  are  now  being  renegotiated. 
We  cannot  individualize  the  figures  in  those  cases,  but  we  can  consider  the  prin- 
ciples followed  in  those  renegotiations  in  connection  with  the  question  of  the 
soundness  of  renegotiation  as  a  national  policy. 

Basically  our  proposal  has  to  do  with  the  directing  of  attention  to  the  making  of 
a  firm  contract  and  rewriting  the  law  so  that  the  contracting  officer  will  have  a  free 
hand  in  those  matters  within  the  limits  defined.  That  is  quite  different  from  stat- 
ing in  the  law  as  it  is  now  provided  that  the  Secretary  of  a  Department  is 
authorized,  but  not  directed,  in  his  discretion  to  exempt  contracts  and  sub- 
contracts individually  and  by  general  classes  under  which  the  Secretary  believes 
the  profits  can  be  determined  with  reasonable  certainty  when  the  contract  price 
1^  established,  such  as  certain  classes  of  agreements  for  personal  services,  etc. 
However,  another  section  of  the  law  as  it  now  stands  directs  the  Secretary  to 
renegotiate  any  such  contract  or  subcontract  whenever  he  thinks  excessive  profits 
have  been  realized  or  likely  to  be  realized. 

Contracts  for  the  finishing  of  textile  fabrics  generally  are  subcontracts  and  are 
for  the  performance  of  services.  The  finisher  does  not  own  the  textile  goods  either 
in  the  gray  form  or  when  finished. 

In  operation,  finishing  contracts,  or  contracts  under  which  the  profits  could 
have  been  determined  with  reasonable  certainty,  which  also  includes  finishing 
contracts,  have  not  been  exempted.     They  are  being  renegotiated  every  day. 
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The  80.000  or  more  contracts  reported  to  be  subject  to  renegotiation  must  provo 
that  administrative  discretion  by  the  Secretary  follows  the  mandatory  proviision 
of  the  law  directing  the  Secretary  to  renegotiate,  and  that  is  being  done,  perhaps 
if  for  no  other  purpose,  in  order  to  reach  a  conclusion  immune  from  attack,  which 
might  be  the  case  had  he  exercised  his  discretion  in  favor  of  exempting  any 
contract  or  class  or  contracts.  Consequently,  the  discretionary  exemption  clause 
in  the  law  is  a  dead  letter  as  matters  stand  today. 

The  enormous  work  and  expense  involved  in  renegotiating  to  decide  that  there 
are  no  recapturable  funds,  runs  counter  to  the  idea  underlying  the  exemption 
clauses  to  the  effect  that  the  act  can  be  made  workable  and  justified  only  if  even 
contract  shall  not  be  renegotiated. 

The  intent  of  the  act  without  question  was  not  to  subject  to  renegotiation  those 
contracts  where,  in  the  language  of  the  act  itself,  "the  profits  can  be  determined 
with  reasonable  certainty  when  the  contract  price  is  established."  The  illus- 
trative cases  in  the  "such  as"  clause  in  the  act  immediately  following  the  exemption 
clause,  certainly  are  not  meant  to  provide  that  a  renegotiation  provision  must  be 
included  in  every  contract  where  the  profits  could  be  determined  with  reasonable 
certainty  at  the  time  of  fixing  the  contract  price. 

The  Renegotiation  Act,  the  congressional  debates,  the  experience  and  results  of 
renegotiation,  and  all  the  discussions  concerning  these  matters  corroborate  this 
view. 

On  the  other  hand,  lack  of  years  of  expereince  in  the  making  of  particular 
goods,  the  production  of  quantities  greater  than  previously  produced  or  con- 
templated, and  the  absence  of  reliable  cost  data,  led  to  the  use  of  estimates  in 
some  cases  which  resulted  in  profits  greater  than  either  of  the  parties  to  the  con- 
tract expected,  and  both  the  Government  and  the  contractor  desired  to  readjust 
the  contract  so  as  to  reduce  the  price  to  the  Government.  But  such  cases  are 
very  different  from  those  having  long  records  of  past  performance. 

The  problems  raised  by  renegotiation  are  serious  and  call  for  solution  through 
a  revision  of  the  law.  The  vexatious  questions  being  constantly  debated  cannot 
be  set  at  rest  through  statements  of  policies  by  the  boards,  or  administrative 
regulations,  or  by  dealing  with  individual  situations  and  claims  to  reward  efficiency 
by  equitably  adjusting  the  possible  disparities  between  different  contractors. 

The  period  of  experiment  has  been  long  enough — too  long.  The  period  of 
large  expansion  of  the  war  program  is  over. 

Government  officials  have  publicly  recognized  that  fundamentally  renegotiation 
cannot  be  justified  if  it  does  not  in  fact  encourage  and  not  discourage  productive 
eflSciency.  That  necessary  encouragement  for  productive  efficiency  cannot  safely 
be  grounded  upon  the  much  advertised  psychological,  problematical,  and  in- 
tangible factors  to  reward  in  added  profit  such  productive  efficiency. 

A  fixed  percentage  of  profit,  or  a  fixed  formula  is  not  the  answer. 

The  all  and  sufficient  answer  is  a  clear  provision  in  the  law,  requiring  exemption 
from  renegotiation  wherever  reliable  price  estimates  can  be  made  when  the  con- 
tract is  made  with  the  contracting  offifcer. 

THE  FINISHING  INDUSTRY 

The  finishing  industry  affords  a  typical  example  of  a  class  of  contracts  which 
should  be  entirely  exempt  from  renegotiation,  because  the  profits  can  be  deter- 
mined in  the  individual  cases  with  reasonable  certainty  when  the  particular 
contract  price  is  established.  Such  an  exemption  would  at  once  eliminate  the 
great  majority  of  cases  now  being  renegotiated  and  would  confine  the  renego- 
tiation, if  continued,  to  those  instances  originally  intended. 

There  are  three  main  branches  of  the  cotton  textile  industry:  The  mills  which 
weave  the  gray  cloth;  the  converting  branch  which  buys  the  gray  cloth  and  con- 
tracts with  the  finisher  for  the  finishing  and  then  sells  the  finished  goods;  and  the 
finishing  branch. 

Finishing  of  textiles  means  and  includes  bleaching,  dyeing,  mercerizing,  printing, 
shrinking,  and  generally  the  processing  of  the  gray  goods,  and  also  including  special 
finishes,  the  application  of  water  repellant,  etc.  The  finisher  does  not  own  either 
the  gray  or  finished  goods;  he  merely  performs  the  finishing  services  for  the  owner. 

There  are  about  100  finishing  plants  in  the  United  States,  a  substantial  majority 
of  which  are  members  of  the  National  Association  of  Finishers  of  Textile  Fabrics, 
and  they  are  engaged  principally  in  the  finishing  of  cotton  textile  goods,  although 
to  a  degree  some  of  the  goods  finished  consist  of  rayon,  and  cotton  and  rayon, 
and  other  mixed  fibers.  In  normal  times  there  are  about  50,000  employee? 
directly  employed  by  the.se  finishing  plants. 


The  performance  of  the  finishing  services  for  the  owner  of  the  goods  is  one  step 
removed  from  the  merchandising  of  the  finished  fabrics  by  the  converter.  For 
this  reason  the  contract  for  the  finishing  is  usually  a  subcontract  made  with  the 
orime  contractor  who  sells  the  finished  goods  to  the  Government. 

For  many  years  there  has  existed  a  surplus  of  finishing  plant  capacity.  This 
nlant  capacity  has  been  adequate  to  meet  the  war  needs  and  at  the  same  time 
finish  goods  for  essential  civilian  requirements.  In  addition  to  the  substantial 
demands  for  strictly  military  apparel,  there  has  been  finished  large  quantities  of 
textiles  for  civilian  uses  of  all  kinds.  Workmen  in  war  plants  need  clothing  but 
their  purchases  are  civilian  in  character.  A  Government  contract  for  military 
apparel  is  subject  to  renegotiation.  A  textile  plant  for  various  reasons  may  run 
substantially  or  entirely  on  civilian  orders  and  the  uses  of  those  civilian  textile 
goods  may  be  just  as  essential  for  the  war  effort  as  textiles  for  military  apparel. 
Irrespective  of  whether  the  Government  contracts  are  taken  for  less  than  the  prices 
for  even  essential  civilian  textile  goods,  the  Government  contracts  are  renegotiated 
and  the  civilian  contracts  are  not.  Those  cases  exist  and  they  illustrate  a  situa- 
tion where  there  is  lacking  a  common  ground  of  equality  between  competing  con- 
cerns. By  comparison,  the  one  is  deprived  of  money  which,  to  be  on  an  equally 
sound  basis,  will  be  needed  for  post-war  years,  the  other  permitted  to  make  and 
retain  more  money  and  be  better  fortified  than  his  competitor  to  cope  with  the 
problems  ahead.  Both  contribute  to  the  war  effort,  the  one  directly,  the  other 
indirectly,  assuming  in  the  latter  case  essential  civilian  goods,  that  the  textiles 
made  and  sold  are  essential  for  the  war  effort.  This  is  a  type  of  case  frequently 
brought  to  the  attention  of  the  price  adjustment  boards,  created  solely  by  the 
Renegotiation  Act,  but  for  which  no  answer  has  been  devised. 

Competition  for  finishing  cotton  textiles  is  exceptionally  keen  in  every  respect. 

OFFICE  OF  PRICE  ADMINISTRATION  MAXIMUM  PRICE  REGULATION  NO.  128 

The  Office  of  Price  Administration  Maximum  Price  Regulation  No.  128  set  a 
maximum  for  finishing  charges  at  the  level  existing  between  March  16  and  April 
15,  1942.  The  base  period  used  for  this  Maximum  Price  Regulation  No.  128  was 
prior  to  the  time  when  finishing  charges  had  had  an  opportunity  to  seek  a  more 
normal  level  in  the  light  of  very  substantially  increased  labor  and  material  cost 
following  a  period  of  low  and  greatly  depressed  charges  for  the  same  work. 

COTTON    FABRICS    LESS    EXPENSIVE 

As  compared  with  other  textile  fabrics,  the  majority  of  cotton  fabrics  are  less 
expensive.  The  differential  in  price  between  cotton  and  other  kinds  of  apparel 
establishes  an  economic  limit  above  which  cotton  goods  cannot  go  without 
diverting  the  demand  away  from  cotton.  Obviously  the  low  cost  of  the  goods 
definitely  limits  the  finishing  charges.  Finishing  charges  represent  no  more  than 
one-twelfth  to  one-fifth  of  the  value  of  the  goods  being  finished.  In  this  connec- 
tion we  are  not  overlooking  the  fact  that  it  is  possible  to  make  substantial  profits 
in  the  manufacturing  of  low  priced  commodities  with  a  large  volume  and  a  rapid 
turn-over  of  capital  investment.  But  neither  of  those  conditions  obtain  in  this 
industry  to  the  degree  or  under  conditions  which  justify  renegotiation  of  finishing 
contracts,  or  prevent  proper  consideration  of  volume  and  turn-over  hi  negotiating 
a  firm  nonrenegotiable  contract. 

In  this  industry,  and  generally  admitted  in  a  great  many  other  industries,  the 
manufacturing  operations  are  such  as  to  be  readily  adapted  to  the  performance 
of  war  contracts.  There  has  been  little  need  for  plant  expansion,  and  only  in  a 
few  exceptional  cases  have  there  been  issued  any  certificates  of  necessity  for  the 
expansion  of  finishing  plants.  The  large  yardage  finished  for  the  Government 
has  been  finished  without  the  use  of  caiptal  funds  furnished  by  the  Government. 
Needed  funds  for  permanent  betterments,  rehabilitation  of  depreciated  equipment 
accelerated  by  uninterrupted  use,  or  working  capital  have  been  financed  and 
J^upplied  from  the  private  moneys  of  the  finisher. 

In  saying  these  things,  we  are  trying  to  portray  in  simple  language  an  accurate 
picture  of  this  industry  as  one  that  is  typical  of  the  great  majority  of  industries 
which  should  be  entirely  exempted  from  renegotiation  by  an  appropriate,  clear, 
^nd  unequivocal  provision  in  the  law  itself. 

The  kind  of  equipment  and  materials  used  is  the  same  for  finishing  Govern- 
"lent  and  civilian  goods.  Cost  data  can  be  furnished  by  individual  finishers  and 
can  be  readily  applied  to  the  plant  capacity  and  different  quantities.  Dependable 
cost  data  can  be  supplied  in  advance  to  the  procurement  divisions.  Even  in  an 
extreme  case,  if  there  should  be  any  such,  which  is  doubtful  in  this  industry,  if 


728 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


729 


11^: 


i 


If,  ■ 


knowledge  of  any  cost  factor  should  be  lacking,  a  flexible  provision  could  e^>i\ 
be  inserted  in  the  contract  which  would  insure  low-cost  finishing  to  the  Governmpn/ 
Irrespective  of  what  has  been  said  about  this  particular  industry,  in  contrast  un% 
many  industries  the  requirements  of  the  cotton  finishing  indust^are  m'^ 
exacting      A  finishing  plant  requires  a  heavy  capital  investment,  a  sum  disnl 
portionate  to  the  dollars  received  from  finishing"^ charges.     The  ratio  S  anC 
r.?n'nf 'J^H  ^T^^'  to  invested  capital  is  unusually  low  as  compared  with  the  gen"  ' 
rZ^H-.^'Jf  "^'•..^*  18  unnecessary  to  amplify  this  point  at  this  time,  if  oufview 
.  regarding  the  matter  of  exemption  appear  to  be  sound  ^^ 

bince  1926  this  finishing  industry  had  very  few  years  which  would  even  aporovi 
^lQ4T^3^^QTf  *"^^hich  could  be  ed  fairly  for  comparison  with  ope?S 
inl941  and  1942  The  years  1936-40  are  not  well  chosen  for  such  comparLon 
purposes  as  applied  to  this  industry.  There  is  no  reason  for  taking  two  K  at 
one  cherry  one  at  the  time  of  negotiating  the  contract  and  again  in  renegotiatin! 
long  after  the  contract  has  been  performed.  renegotiating 

FACTORS   CONSIDERED   IN    RENEGOTIATION 

On  many  occasions  the  question  has  been  asked,  What  factors  are  weighed  in 
determmmg  excessive  profits?  On  pages  12  to  17  of  an  address  delivered  at  fhp 
recent  hearings  o  the  House  Naval  Affairs  Committee,  M?  kS  forme 
Chairman  of  the  War  Department  Price  Adjustment  Board  endeavo^d  to  answe 
that  question.  Mr.  Karker  listed  a  large  number  of  factors  and  said  that~ 
not  a  complete  list.  Mr.  Karker's  list  includes  many  factors  which  mayX  classed 
as  purely  psychological,  and  others  as  intangible  and  tangible  factors      Par£ 

JfArHn^^iti''-^5^'y^  ^f'^T  ^l^  """"i^^^  emphasized  in  regard  to  renegotiations  with 
particular  individuals  about  conditions  peculiar  to  that  individual's  situation 
?n^ti«.r''''K^'**'''''  ?^  ^^^  disparities  existing  between  that  individual  and  othe; 

kI^Z^'^^  ^^  ^^"'i''^.  considered  in  renegotiation,  exhaustively  presented  by  Mr 

In  the  answers  to  these  two  questions  may  be  found  the  solution  of  the  con- 
flictmg  and  annoying  viewpomts  regarding  the  feasibility  of  renegotiation  and 
^required  at  all  make  the  procedure  more  workable  by  exempting  t  large  number 
of  cases  which  should  not  be  renegotiated  at  all.  p     s  «•  ^^^ge  numoer 

Omitting  the  so-called  intangible  factors  which  were  featured  in  the  list  this 
fw  nfr.?-**^'l'v.^^''''*.^^*^'J"^^^°«  ^^^^  reasonable  certainty  the  profits  at  the 
r^lnoU  f  J^  ^  Tf^I?;^^''  becomes  clear  by  a  mere  recital  of  the  tangible  and 
pertinent  factors  set  forth  m  that  list  of  factors  claimed  by  the  chairman  to  be 

TthftW  of  fi""^1l^*^°^-.  ^r*".«e  those  same  tangible^factors  a^elevan? 
?1;^1  T  ^f  f"^  ^^^  contract  price,  and  from  a  restatement  of  those  material 
factors  it  will  at  once  appear  that  they  can  be  more  effectively  considered  and 

foZ^nofnf^'i^J'on  i'^^^.^i  establishing  the  contract  price  rather  than  after  ^r- 
foraiance  of  the  contract  during  the  renegotiation. 

Those  relevant  factors  included  in  that  comprehensive  list  are  the  foUoTiing; 
in  nm^^fifi  average  prices  and  unadjusted  profit  margins  on  similar  goods 
m  comparable  quantities;  reasons  for  high  and  low  cost  producers;  ability  to  lower 
nnlniifv^J^Tii^-^  **?''''  costs;  performance  on  delivery  schedules;  quality  and 
w«t^«iL  J^e^^o^.  to.  particular  plants;  administrative  expenses;  changes  in 
rSSfn  /I  salaries;  distribution  of  work  among  various  plants  equipped  to  do  and 
nf ^n^fl«^.'^''''K'  "'^^  involved  and  their  relation  to  prices;  possible  cancelation 
or.,,^^1^  ?  ?'  ^'^^"F^  *^  construction;  wage  increases;  nonutilization  of  plant 
«S^^f??i  for  post-war  uses;  ratio  of  costs  of  materials,  labor  and  all  factorv 
costs  to  costs  of  sales;  allowable  tolerances  depending  upon  complicated  or  simple 
^n?rinf-  ""^/'■'' w-^^'  integrated  and  nonintegrated  plants;  necessity  of  sub- 
contracting and  relations  between  contractor  and  subcontractor;  wartime  and 
r^acetime  operations;  base  period  earnings;  invested  capital  and  turn-over  of 
same;  new  capital  required;  Government  assistance  " 

anli*  aS''"^"^',''"  ""^  ^^^  ^'5^  ""^  *^^  ^^^tors  considered  in  renegotiation  in  that 
address,  Mr.  Karker  made  this  statement: 

f^^^^^J^^*'^**"^"  '^  ^^t  ?"^^  procedure  I  know  of  in  which,  as  between  contrac 
tors,  differences  m  such  factors  can  be  weighed  and  reward  given  in  relation  to 
inldd^S^'^r^r^l/.tf'''''  of  accomplishment  Nor -can  any  other  system  reward 
m  added  profit  the  special  contributions,  both  tangible  and  intangible   made  to 


the  war  effort  by  the  particular  contractor.  Neither  taxes  nor  any  system  yet 
suggested,  other  than  renegotiation,  can  accord  to  the  individual  contractor 
recognition,  in  added  profit,  because  part  or  much  of  his  profit  has  resulted  from 
liis  own  dihgence  in  cutting  costs." 

Such  an  assertion  that  renegotiation  is  the  only  known  method  of  weighing 
and  rewarding  respective  degrees  of  accomplishment  by  contractors,  often  made 
bv  others,  is  not  accepted  in  popular  estimation  nor  by  many  very  respectable 
authorities  who  have  studied  these  matters.  That  assertion  that  no' other  known 
method  would  suflfice  carried  more  weight  a  year  ago,  when  renegotiation  was 
being  considered  without  the  benefit  of  past  experience  and  was  getting  ready 
to  start  operations,  than  it  does  today.  That  is  true  because  of  the  fact  that 
the  claims  about  the  amounts  of  funds  recaptured  are  not  now  accepted  as  accu- 
rate in  view  of  the  net  amounts  which  might  have  been  recovered  after  taxes, 
and  because  of  the  confusion,  and  many  other  reasons,  why  the  results  of  such 
renegotiation  procedure  have  not  been  justified.  The  claim  about  renegotiation 
being  the  only  known  method  to  do  those  things,  usuallv  when  made  is  not  tied 
in  so  closely  with  the  rewarding  of  added  profit,  as  is  done  in  the  statement  just 
quoted. 

Those  factors,  just  mentioned,  material  to  the  determination  of  the  price  by 
the  contracting  oflScer,  excepting  those  unknown-cost-data  industries,  are  matters 
within  the  knowledge  of  the  individual  contractor  as  applied  to  his  own  business 
or  the  facts  concerning  them  are  readily  obtainable  bv  him.  Furthermore,  they 
can  and  would  be  made  available  especially  when  it  would  be  known  in  advance 
that  those  facts  are  required  for  the  procurement  divisions  for  letting  the  con- 
tract, and  moreover  if  there  be  some  assurance  that  the  contract  will  not  be 
resurrected  in  order  to  go  over  the  same  ground,  long  after  performance. 

Every  finisher,  or  a  manufacturer,  who  for  many  years  has  performed  certain 
services  or  made  off-the-shelf  commodities,  has  at  his  command  the  necessary 
information  regarding  those  material  factors  to  enable  the  procurement  division 
to  estabhsh  a  definite  Government  just  price.  The  contract  price  can  be  deter- 
mined m  that  way  and  at  that  time  better  and  wiser  than  by  anv  other  method, 
and  the  enormous  sum.s  expended  in  going  over  that  very  same  ground  by  renego- 
tiators  could  be  used  for  more  constructive  purposes. 

The  investigation  and  weighing  of  these  essential  factors  by  the  procurement 
divisions,  at  the  inception  of  the  contract,  lies  back  of  the  simplest  business  trans- 
action. Such  an  investigation  is  made  by  a  man  before  he  buys.  Such  an  investi- 
gation is  made  by  a  man  before  he  sells. 

In  regard  to  all  these  well-known  services  and  commodities,  including  textiles, 
wliieh  the  Government  has  bought  for  years,  and  neariy  everything  produced  and 
sold,  a  great  deal  of  information  is  collected  by  the  Government  itself.  Govern- 
ment experts  m  particular  industries  currently  collect  statistics  and  information 
as  to  production,  consumption,  prices,  and  profits.  Whether  it  be  the  Govern- 
ment through  its  corps  of  economic  and  statistical  experts,  or  an  individual  manu- 
lacturer,  the  fundamental  principle  is  the  same.  Before  men  buy  or  sell  any  com- 
mortity  or  service,  they  must  learn  as  fully  as  possible  the  facts  and  conditions 
witn  regard  to  the  commodity  or  service,  as  well  as  the  price  to  be  charged.  It 
can  be  done  accurately  in  executing  Government  purchase  contracts  for  all  goods 
ana  services  and  variable  quantities  which  have  a  past  record  of  past  performance 
11 18  done  every  day.  It  is  done  in  every  such  business.  It  has  been  done  ever 
since  men  began  to  barter. 

On  the  other  hand,  renegotiation  is  based  upon  the  idea  that  only  after  partial 
or  complete  performance  of  the  contract  can  pricing  data  become  known. 
hniVif  ^f®  ^^^  ^^"^  *^^t  ^"  individual  business  enterprise  must  keep  reliable 
uooKs  ot  account;  that  it  must  establish  adequate  systems  of  accounting  for 
fnii!  .  ?  i^'^  matters  and  every  detail  of  costs;  that  it  must  collect  and  collate  the 
mithL*''  1°^^^^^''.  ^'^^^.  '■^S^'"^  t°  t^®  sources  of  its  raw  materials,  the  latest 
or^o^j  ^-  manufacturing,  or  of  merchandising,  the  most  efficient  forms  of 
rllal!^.^^'  ,  *  ^^^^  ^"^  ^^^^'  it  "^"st  have  reliable,  immediate  records  with 
itgara  to  marketing  its  products  and  services,  if  it  is  to  survive. 

haH  n^  1  ^  ^^^5  *  ^f^  carried  in  his  head  the  facts  in  regard  to  his  business.  He 
h^  «  /k  V  ^^?  ^  accounts  and  men  would  carry  on  a  business  for  years  at  a 
haH  no?K  ®Y®  .^  ^}}^^  ^'®^®  making  money.  Adequate  svstems  of  accounting 
with  c  ®^u"  devised;  "overhead"  as  a  cost  element  in  operation  was  little  reckoned 
hPfl^"n  ^^^  days  have  passed.  The  business  which  is  not  so  managed  that  its 
hisL?  on  any  day  tell  how  he  stands,  the  cost  of  his  operations,  the  volume  of 
^aies,  and  the  amount  of  his  profit  and  loss  (which  profit  and  loss  is  difficult 
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to  know  until  after  renegotiation),  sooner  or  later  will  appear  in  court,  on  the 
bankruptcy  side. 

Why?  Because  the  volume  is  so  much  greater,  the  margin  of  profit  is  so  much 
smaller  that  the  businessman  today  must  have  at  his  instant  command  reliable 
and  adequate  information,  immediately  to  be  secured  and  permanent  in  form 
There  has  been  no  development  of  modern  business  of  the  last  two  generations 
more  noteworthy  than  this,  and  it  is  making  business  less  a  game  of  chance  and 
more  a  matter  of  scientific  calculation. 

But  complete  and  accurate  data  as  a  basis  for  formulating  plans  of  operation  in 
marketing  a  product  or  services  such  as  finishing  services  are  just  as  necessary  in 
modern  business  as  in  devising  methods  of  manufacturing  and  processing',  or 
any  other  phase  of  operation. 

The  matter  of  profits  and  the  price  to  be  asked  for  a  product  or  services  for  the 
Government,  or  otherwise,  should  no  more  be  based  on  chance  or  guesswork  as 
to  the  basic  economic  facts,  than  the  matter  of  the  raw  materials  which  are  to 
go  into  the  product,  or  any  other  matter  of  business  operation,  including  either 
"excess"  or  most  certainly  claimed  "excessive"  profits. 

All  these  things  are  true  as  regards  the  individual  finishing  plant  and  also  of  a 
manufacturer  of  commodities  with  long  experience  in  past  performance,  which 
include  the  great  majority  of  the  goods  and  services  bought  by  the  Government. 
The  possible  enlarged  gross  profits  from  Government  contracts  of  such  classes  of 
commodities  or  services  due  to  increased  volume  does  not  prevent  the  contracting 
officer  from  fixing  right  in  the  contract  at  the  time  of  its  execution  a  just  Govern- 
ment price  in  relation  to  any  quantity  then  known,  or  with  a  flexible  clause 
applicable  to  any  possible  larger  but  not  then  foreseeable  quantity  in  the  future. 
Sliding  scales  of  prices  to  meet  variable  quantities  are  used  in  contracts  every  day. 

In  striking  contrast  with  the  precision  instruments  necessarily  used  by  every 
efficient  producer  in  calculating  his  costs,  prices  and  profits,  renegotiation  pro- 
cedure determines  with  finality  and  no  appeal,  matters  involving  billions  of  dollars 
in  the  aggregate  through  the  exercise  of  the  judgment  of  individuals  based  upon 
information  and  impressions  obtained  to  a  large  degree  in  an  off-hand  manner 
substantially  aflFecting  the  amounts  involved  and  being  considered  in  specific 
instances. 

As  already  stated,  if  productive  efficiency  in  the  matter  of  lowering  costs  for 
pricing  to  the  Government  is  not  definitely  encouraged.  Government  officials  have 
publicly  recognized  that  renegotiation  fundamentally  cannot  be  justified.  The 
basic  factor  or  reason  which  stands  out  foremost  in  the  official  arguments  for 
renegotiating  procedure  is  the  fact  that  such  productive  efficiency  is  encouraged 
and  not  discouraged,  and  that  such  encouragement  is  accomplished  to  a  large 
degree  because  the  individual  renegotiators  are  able  to  discriminate  and  differenti- 
ate between  individual  contractors  and  the  variable  facts  in  each  case.  That  is 
to  say,  different  contractors  having  similar  contracts  are  rewarded  differently  in 
relation  to  respective  degrees  of  accomplishments  in  endeavoring  to  weigh  the 
different  factors  applicable  to  each  as  determined  by  individual  judgment  formu- 
lated in  the  light  of  certain  facts  and  information  much  of  which  is  not  susceptible 
of  specific  ascertainment  or  permanent  in  form.  In  such  instances  when  dealing 
with  intangible  factors  conclusions  may  differ  and  might  be  inaccurate. 

Contracts  are  being  renegotiated  right  now  involving  many  questions  where 
estimates  are  deduced  from  information  picked  up  here  and  there.  This  is  not 
a  sound  method  of  procedure  in  determining  who,  even  including  the  United 
States  Treasury,  is  lawfully  and  equitably  entitled  to  such  vast  sums  of  money. 
It  is  most  extraordinary.  Altogether  different  methods  are  required  to  favorably 
impress  contractors  that  their  strenuous  efforts  to  reduce  costs  will  be  properly 
rewarded  by  added  profits  from  savings.  At  present  it  is  difficult  for  any  con- 
tractor to  escape  the  conclusion  that  the  greater  the  savings  in  costs,  the  greater 
the  profits  and  the  greater  the  refunds.  In  popular  estimation,  not  an  unsafe 
guide,  the  results  widely  advertised  about  ironing  out  and  fairly  adjusting  the 
disparities  between  individual  contractors  are  not  accepted,  even  though  honest 
efforts  have  been  put  forth  under  a  difficult  law. 

Exemption  of  the  type  we  are  advocating  is  the  answer. 

NUMBER  OF  RENEGOTIABLE  CONTRACTS 

The  number  of  contracts  subject  to  renegotiation  is  very  large,  entirely  too 
large  to  be  used  as  an  argument  in  favor  of  renegotiation  within  its  present  wide 
scope.  That  scope  is  gradually  being  expanded  to  cover  remote  subcontracts 
where  wild  guessing  is  being  indulged  to  estimate  the  percentage  of  business  which 


had  some  connection  with  a  war  contract,  and  the  subcontractor  did  not  even 
know  when  he  made  the  goods  or  furnished  the  services,  or  anything  about  the 
end-use  of  the  product  he  sold.  His  customer  running  on  both  civilian  and 
^ar  work  used  the  same  materials  or  gadget  which  he  purchased  in  producing 
both  war  and  civilian  types  of  goods.  Attempts  to  adjust  those  cases  are  based 
upon  pure  guesses  which  the  subcontractor  might  make  as  to  the  percentage 
of  his  business  which  might  have  been  indirectly  related  to  a  war  contract. 
Those  percentages  may  range  from  20  to  70  percent  or  80  percent,  depending 
to  a  large  degree  upon  what  percent  the  subcontractor  would  voluntarily  agree 
to.  Then  that  percentage  would  be  used  in  allocating  profits  subject  to  renegotia- 
tion. Having  voluntarily  agreed  to  a  percentage  of  war  business  his  lips  would 
be  sealed,  even  though  voluntarily  agreed  to  through  fear  of  a  higher  percentage 
being  used  by  another  guess. 

This  is  renegotiation  by  estimating,  or  rather  oriental  bargaining,  running  riot. 

From  all  the  published  reports,  as  regards  the  number  of  contracts  involved 
and  the  rate  at  which  they  are  being  disposed  of,  it  is  safe  to  say  that  our  present 
proposal  of  exemption  is  urgently  needed. 

SUMS    RECAPTURED 

In  regard  to  the  sums  claimed  to  have  been  recaptured,  little  familiarity  with 
the  revenue  laws  will  correct  the  inaccurate  ideas  about  the  claimed  billions 
recaptured  or  saved  to  the  Government  through  reduced  prices.  Irrespective  of 
renegotiation,  people  do  know  what  portion  of  corporate  income  and  excess 
profits  would  regularly  and  automatically  and  inevitably  flow  into  the  United 
States  Treasury  and  the  money  then  and  there  would  be  subject  to  the  appro- 
priating powers  of  Congress — a  depositary  with  congressional  purse  strings 
which  in  and  of  itself  is  conducive  to  confidence  and  productive  efficiency.  Some 
people,  but  not  the  majority,  by  any  means,  calculate  the  net  amounts  which 
might  have  been  credited  to  renegotiation  after  taxes;  1  percent  of  the  reading 
public  read  editorials.  A  very  large  percent  read  headlines  only,  but  not  the 
articles. 

It  is  a  truism  to  state,  that  any  normally  constituted  person,  and  they  are  in 
the  very  decided  majority,  does  not  lessen  his  efforts  to  lower  costs  to  the  Govern- 
ment because  of  fear  engendered  by  the  mere  existence  of  a  drastic  renegotiation 
law.  So  it  is  open  to  serious  question  as  to  whether  such  "fear"  can  in  this  way 
be  turned  to  practical  account  over  the  commercial  counter  on  the  credit  side  of 
the  renegotiation  ledger. 

However,  be  that  as  it  may,  such  troublesome  and  needless  issues  can  be  set 
at  rest  through  exemption  of  contracts  backed  up  with  past  performances  in 
their  particular  fields. 

Excess  and  excessive  profits  involve  similar  considerations.  The  recapture  of 
excessive  profits  through  renegotiation  is,  of  course,  just  an  additional  excess- 
profits  tax  without  any  standard  of  measurement.  The  high  corporate  tax  rates 
have  passed  the  point  of  productivity,  or  at  least  have  reaced  the  point  reconcilable 
with  the  stated  policy  of  Congress  made  in  connection  with  these  revenue  laws  to 
the  effect  that  more  could  not  be  taken. 

Speaking  only  for  himself  in  an  address  before  the  Chamber  of  Commerce  of 
the  United  States  on  April  29,  1943,  among  other  things  relating  to  taxes  and 
finances.  Senator  George  expressed  these  views: 

"The  high  rates  of  the  Revenue  Act  of  1942  frequently  extract  for  the  Treasury 
as  much  as  95  cents  out  of  every  dollar  of  industry's  profits.  It  can  remain  in 
force  during  the  war  only  if  there  is  hope  of  reasonable  taxation  after  the  cessa- 
tion of  hostilities. 

"Our  tax  laws  and  policies  should  not  be  nullified  by  the  imposition  of  taxes 
by  uncontrolled  administration  under  the  guise  of  renegotiation  or  price  fixing." 

On  May  4,  1943  Senator  George  was  quoted  in  the  press  as  follows: 
American  business  would  have  been  saved  a  major  headache,  and  the  Govern- 
S??n  ^^^^^  ^^^^  recouped  through  excess-profits  taxation  $2,250,000,000  of  the 
*^lf  00.000,000  which  has  been  saved  under  the  renegotiation  law. 

He  emphasized  as  of  first  importance  the  fact  that  the  Treasury  is  unable  to 
^stimate  revenue  yields  of  tax  rates  because  of  the  operation  of  renegotiation  and 
also  suggested  that  Congressional  authority  over  appropriations  is  being  short- 
.  "'^",^,ted  by  Government  use  made  of  cash  refunds  by  renegotiated  war  contrac- 

in  f  ^^*^^  George  in  expressing  his  individual  views  is  also  quoted  as  being  strongly 
tiat*^^^^  of  giving  pi  ef erred  attention  to  the  pricing  aspect  of  contract  renego- 
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By  chance  there  has  come  to  my  attention  a  letter  written  by  an  executive  nf 
corporation  which  had  completed  the  renegotiation  of  its  contracts.     The  Uf 
was  written  to  a  friend  who  had  inquired  about  the  matter  of  renegotiation  7r!I 
reflects  the  author  s  candid  views  in  a  clear  manner  about  these  things     ThT 
views  expressed  seem  so  sound  that  we  feel  it  should  be  quoted  and  are  taking  f? 
hberty  of  doing  so.     It  reads  as  follows:  ^  ^'^^ 

"Our  company  has  just  made  an  agreement  with  the  Renegotiation  Boar^ 
The  agreement  has  not  been  finally  approved,  but  we  have  no  reason  to  beli/v<; 
that  it  will  not  be  shortly.  "tJ"eve 

"The  renegotiation  process  began  with  us  in  October  1942  and  during  thot 
extended  period  has  made  heavy  demands  on  our  organization,  particularly T 
chief  company  executives  and  on  company  accounting  offices.  The  load  on 
heavily  burdened  organization  seems  to  us  to  be  out  of  all  proportion  to  Ih 
resulting  restoration  of  profit  to  the  Government.  Viewed  from  the  ancle  J 
conserving  available  manpower,  and  more  particularly  executive  energy  for  tb! 
production  of  war  needs,  our  experience  strongly  indicates  an  unwise  and  unDrofiT 
able  diversion  of  effort.  "i^'uui. 

"We  believe  that  the  renegotiation  law  had  a  sound  objective.  It  sought  t^ 
ehminate  excessive  and  exorbitant  profit  from  war  production.  We  believe 
further,  that  Congress  intended  to  have  the  executive  departments  of  Government 
direct  their  attention  primarily  to  operations  which  resulted  in  excessive  and 
exorbitant  profit  taken  deliberately  by  contractors  or  arising  out  of  the  practical 
iinpossibility  of  calculating  costs  on  products  in  the  manufacture  and  costing  o 
which  there  had  been  no  previous  experience.  We  do  not  believe  Congress  in 
tended  that  most  contracts  and  most  contractors  should  be  subjected  to  an 
exhaustive  and  exhausting  analysis  unless  there  was  a  strong  presumption  that 
excessive  and  exorbitant  profit  had  been  made. 

v"^®u®^^®^?.**^**  administration  of  the  renegotiation  law,  if  any  in  the  future 
should  be  confined  to  those  presumably  limited  situations  where  the  presence  of 
excessive  profit  is  clearly  indicated  and  should  not  be  directed  to  those  situations 
presumably  m  the  majority,  in  which  profits  taken  on  Government  business  are 
m  reasonable  relationship  to  volume,  risk,  excessive  depreciation  of  machinery 
and  reasonable  allowances  for  post-war  readjustment  or  rehabilitation 

Our  Government  production  is  primarily  the  same  as  our  civilian  production 
Cost  and  price  relationships  have  been  established  historically  and  have  not 
changed  significantly  during  the  war  period  except  as  production  has  been  main- 
tained at  higher-than-normal  pre-war  levels.  We  seriously  doubt  the  advantage 
to  the  Government  of  exhaustive  renegotiation  of  profits  made  on  standard  com- 
mercial products. 

"It  was  clear,  during  our  renegotiation,  that  little  or  no  recognition  was  Riven 
to  the  net  profit  after  taxes  by  the  renegotiators.  They  did  not  concern  them- 
selves with  the  possibility  that  the  operation  of  the  excess-profits  tax  law  might 
have  completely  eliminated  excess  profits  if  any  had  been  taken.  We  believe  that 
future  administration  of  the  law  should  first  examine  the  net  profit  retained  by 
the  company  efter  all  charges  and  taxes,  and  unless  there  is  evidence  that  exces- 
sive profit  remains  with  the  company,  there  is  no  sound  reason  for  renegotiation. 
Renegotiation  authorities  have  repeatedly  announced  a  policy  of  stimulating 
contractors  to  increase  production  and  decrease  costs  as  a  major  objective  of 
their  administration  of  the  renegotiation  law.  In  our  situation  we  felt,  and  so 
advised  the  renegotiators,  that  the  regulations  under  which  they  were  directed  to 
conduct  the  renegotiation  were  perilously  close  to  the  elimination  of  any  financial 
incentive  to  increase  production  and  reduce  costs.  We  believe  that  our  experience 
m  this  respect  has  not  been  uncommon  and  that  in  spite  of  renegotiation  policy 
as  enunciated  by  Washington  authorities,  incentive  to  increase  production  and 
decrease  costs  has  too  often  been  decreased  rather  than  increased. 

"Our  renegotiation  w  as  conducted  with  high-grade,  competent  negotiators  who 
were  cooperative  at  all  times  and  definitely  helpful  to  our  company  on  more  than 
one  occasion.  We  have  no  possible  criticism  of  their  handling  hf  their  assign- 
ment." ^ 

CONCLUSIONS 

1.  Government  contracts  or  related  subcontracts  for  goods  or  services  under 
which  profits  can  be  determined  with  reasonable  certainty  when  the  contract  price 
is  established  should  be  exempt  by  law  from  renegotiation. 

2.  The  time  has  passed  for  the  need  of  renegotiation,  except,  if  at  all,  in  the 
exceptional  unknown-cost-data  types  of  contracts. 
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3.  Experience  in  Government  pricing,  the  decline  in  new  types  of  products  re- 
quired only  for  which  renegotiation  was  intended,  emphasize  the  need  for  contracts 
let  on  fixed  prices. 

4.  Revised  to  December  1942  the  Oflficial  British  Information  Services  publica- 
tion entitled  "Industrial  Mobilization  of  Great  Britain"  reviews  Britain's  ex- 
perience in  contracting  including  the  annual  report  of  their  Select  Committee  on 
National  Expenditures.  The  conclusions  in  that  publication  are  reconcilable  with 
our  own  conclusions  including  these: 

(a)  Maximum  output  is  essential;  one  indispensable  method  of  bringing  this 
about  is  to  pay  the  closest  attention  to  sound  methods  of  contracting  procedure. 

(6)  It  is  generally  accepted  that  contracts  of  the  fixed  type  are  to  be  aimed  at 
where  possible. 

(c)  (i)  Cost  plus  a  percentage;  (ii)  cost  plus  a  fixed  profit  or  fee;  (iii)  cost  plus 
a  percentage  or  fixed  profit  or  fee  subject  to  a  maximum  price;  (iv)  "target  cost" 
with  a  limit  of  excess  over  target,  and  sharing  savings  below  the  target.  These 
four  types  of  deferred  or  adjusted  price  contracts  have  been  used  in  Britain  and  the 
British  report  states  that  all  four  methods  were  found  unsatisfactory  and  have 
been  largely  abandoned. 

(d)  Current  or  "post-costing,"  during  or  after  the  contract  performance  is 
unsatisfactory  as  a  basis  for  making  payment  for  goods  or  work  done. 

6.  Renegotiation  if  necessary  at  all  should  be  made  the  exception  and  not  the 
rule. 

6.  Finally,  delegation  of  authority,  unconfined,  to  discover  possible  excessive 
profits  about  which,  if  discovered,  the  delegate  can  do  anything  he  pleases  in  fixing 
profits  is  not  a  case  justified  by  necessity  when  profits  can  be  ascertained  at  the 
time  the  contract  price  is  fixed. 

What  is  or  may  be  excessive  is  not  superficial,  it  is  vital  and  pervasive.  The 
present  delegation  of  authority  is  vagrant  and  not  confined  to  any  described 
class  of  contracts  which  need  to  be  renegotiated. 

The  admitted  ideal  method  of  a  fixed  price,  except  in  the  possible  exceptional 
case,  should  be  embodied  in  the  law  in  furtherance  of  another  much  cherished 
ideal  principle,  namely:  Government  by  law  and  not  by  men.  In  the  language  of 
the  chairman  we  have  quoted:  We  know  of  no  equal  or  better,  or  surer,  method 
to  encourage  productive  efficiency  and  reward  equitably  respective  accomplish- 
ments. 

These  principles  should  govern  in  these  matters  and  should  be  exalted  as  the 
patron  divinity  of  Government  contracting  rather  than  in  the  light  of  darkness 
and  uncertainty  should  men  buy  and  sell. 

National  Association  of  Finishers  op  Textile  Fabrics 
Wm.  J.  Matthews,  Counsel.  * 

The  Chairman.  The  next  and  last  witness  on  the  calendar  this 
afternoon  is  Mr.  George  S.  Benson. 

Will  you  please  give  your  full  name  to  the  reporter  and  state  the 
capacity  in  which  you. appear? 

STATEMENT  OF  GEORGE  S.  BENSON,   PRESIDENT,   HARDING 

COLLEGE,  SEARCY,  ARK. 

^h  Benson.  Mr.  Chairman,  my  name  is  George  S.  Benson,  I  am 
president  of  Hardmg  College,  Searcy,  Ark.  I  am  here  as  a  private 
individual  citizen.  I  come  from  an  agricultural  State,  having  ex- 
tremely low  mdividual  incomes.  I  am  president  of  a  college  where 
Doard,  room,  tuition,  fees,  laundry,  and  books  cost  less  than  $500  a 
year;  and  where  an  energetic  boy  can  work  out  his  total  school  ex- 
penses. 

I  want  to  point  out  what  I  believe  are  the  effects  of  the  renegotiation 
H^'^^^  ^V(^J?^  operates,  upon  the  future  prospects  for  students  of 
mrduig  College  and  sunilar  institutions  and  upon  the  agricultural 
people  of  my  State  and  the  agricultural  people  of  other  States. 
I  nK^^        hearmgs  before  your  committee  during  the  past  10  days, 

ODserve  that  businessmen  have  presented  well  the  effects  of  rene- 


i 


734 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


735 


t   : 


I 


( 


i 


'\ 


Hi 


1! 


gotiation  upon  business,  but  I  want  to  point  out  the  effect  of  reneo-o- 
tiation  upon  agriculture  and  upon  college  students,  and  also  appreciate 
yotu"  giving  me  a  few  minutes  for  that  purpose. 

Farmers  in  Arkansas  are  now  realizing  a  fairly  good  income,  because 
there  is  a  ready  demand  for  all  they  can  produce.  This  was  reflected 
in  the  income  at  our  own  college  during  the  past  school  year,  when  we 
collected  33  K  percent  more  cash  than  we  had  previously  collected  for 
a  decade  on  the  same  number  of  students.  Our  students,  paying  a 
larger  percentage  of  their  expenses  in  cash,  are  devoting  a  propor- 
tionately  larger  percentage  of  time  to  their  studies,  finishing  on  the 
accelerated  plan  and  then  going  immediately  into  good  jobs  at  good 
pay. 

Personally,  I  would  like  to  see  these  improved  conditions  for  fanners 
and  for  worthy  college  students  continued  after  the  war,  as  we  all 
would.  Farmers  work  hard  through  long  hours  and  deserve  the  pros- 
perity they  are  now  enjoying.  Probably  60  percent  of  the  students 
in  Harding  College  work  out  some  part  of  their  school  expenses  and 
some  of  them  work  out  all  of  their  school  expenses.  These  young 
people  make  keen  sacrifices,  faithfully  prepare  themselves  for  service 
and  deserve  good  jobs  and  good  wages. 

The  reason  farmers  have  good  markets  for  all  they  can  produce  is 
not  because  of  the  amount  of  agricultural  products  shipped  abroad 
through  lend-lease.  In  fact,  only  about  7  percent  of  our  agricultural 
production  is  being  used  in  that  way.  The  real  cause  for  this  unusual 
market  is  the  fact  that  our  factories  and  other  industries  are  working 
at  full  capacity,  providing  full  employment,  and  paying  high  wages. 

Every  five  families  now  drawing  industrial  wages  consume  the  aver- 
age total  production  of  one  farmer.  Accordingly,  so  long  as  we  have 
reasonably  full  employment  at  good  wages  farmers  will  have  good 
markets  for  all  they  can  produce,  enabling  them  in  turn  to  consume 
manufactiu'ed  articles  freely,  thus  completing  the  cycle  for  prosperity. 

Now  what  has  renegotiation  to  do  with  all  this?  The  relationship 
is  very  simple.  Because  of  renegotiation  many  industries  are  now 
wondering  how  they  are  going  to  be  able  to  reconvert  for  civilian  pro- 
duction at  the  close  of  the  war.  Reconversion  will  cost  money.  Large 
reserves  will  be  necessary.  The  industry  which  has  not  enough  re- 
serves for  that  purpose  will  be  compelled  to  borrow  money  from  some 
source,  or  fail.  Some  will  be  able  to  borrow ;  others  will  not.  Accord- 
ingly, if  reserves  are  inadequate,  corporations  will  die  like  flies  when 
the  war  is  over. 

This,  in  turn,  would  force  many  men  out  of  employment  and 
possibly  onto  relief,  since  social  security  would  not  be  adequate  for 
very  long.  But  people  on  relief  do  not  receive  enough  money  to  enjoy 
a  high  standard  of  living  and  to  pui  chase  a  reasonable  share  of  the 
farmer's  production.  Accordingly,  faim  prices  would  immediately 
begin  to  sink  following  unemployment  in  the  industrial  plants,  whether 
the  Government  intervened  with  relief  or  not. 

With  men  unemployed  wages  would  necessarily  begin  going  down. 
Purchasing  power  for  all  classes  would  decrease.  This  would  affect 
even  the  industries  that  had  been  able  to  reconvert  and  begin  civiliai^ 
production.  A  large-scale  depression  would  be  upon  us.  Agriculture 
would  again  take  the  brunt  of  that  misfortune.  College  students 
would  no  longer  have  jobs  at  fair  wages. 


Since  reserves  are  so  important,  in  my  opinion.  Congress  displayed 
great  wisdom  when  they  passed  a  piovision  in  the  1942  Revenue  Act 
allowing  10  percent  of  excess  profits  to  be  held  in  leserve  for  recon- 
version at  the  close  of  the  war.  In  reality  I  think  this  amount  should 
be  increased  to  at  least  20  percent.  In  this  connection,  I  believe  the 
National  Resources  Planning  Board,  the  Truman  committee,  and  the 
council  for  the  Naval  Affairs  Committee  likewise  recommended  that 
provision  be  made  for  greater  reserves  for  reconversion. 

The  renegotiation  law,  however,  which  was  passed  hurriedly,  has 
the  effect  of  defeating  the  purpose  of  Congress  in  creating  these 
reserves.  At  the  present  time,  renegotiation  precedes  taxes.  Ac- 
cordingly a  corporation  which  might  have  taken  advantage  of  that 
intelligent  provision  finds  itself  helpless  in  the  grasp  of  the  renego- 
tiation law.  For  instance,  I  note  that  Mr.  Francis  A.  Callery,  vice 
president  of  the  Consohdated-Vultee  Aircraft  Corporation,  in  his 
testimony  before  the  House  Naval  Affairs  Committee,  stated  that 
Consolidated-Vultee,  with  liabilities  and  commitments  which  aggre- 
gated $546,000,000,  after  suggested  renegotiation  had  a  net  working 
capital  of  approximately  $9,000,000,  This  would  not  be  enough  to 
retool  the  plants  for  civilian  production,  much  less  to  pay  wages  to 
employees  during  the  period  of  transition.  In  fact,  I  believe  Mr. 
Callery  stated  that  if  the  total  $9,000,000  were  used  for  wages  it  would 
last  only  2  weeks. 

The  general  manager  of  a  corporation  in  the  Midwest  totally  engaged 
in  war  production  and  having  won  special  recognition  from  the  Army 
for  its  outstanding  efficiency,  talked  to  me  last  week  about  the  effect 
of  renegotiation  on  their  possibilities  for  reconversion. 

A  good  profit  was  made  last  year  on  Government  orders.  Adequate 
reserves  could  have  been  set  aside  for  reconversion.  But  renegotia- 
tion and  taxes  left  an  amount  which  is  only  6  percent  enough  to  recon- 
vert for  reemployment  of  their  present  number  of  men.  Should  they 
use  it  all  for  salaries  and  wages  it  would  meet  the  present  pay  roll  for 
just  3  weeks,  leaving  nothing  for  reconversion. 

The  manager  told  me  the  Government  could  cancel  its  contract 
with  his  company  at  any  moment,  without  previous  notice.  Should 
that  occur  today,  he  said,  they  would  have  to  discharge  all  of  their 
labor  at  once.  Even  then  they  would  have  only  one-fifth  enough 
money  to  reconvert  and  reemploy  one-fourth  of  their  present  men. 
.  When  we  realize  that  about  20,000,000  people  are  engaged  in  war 
industries,  and  that  perhaps  most  of  them  are  in  plants  in  equally  pre- 
carious condition,  this  becomes  extremely  serious. 

This  is  all  the  more  serious  when  we  realize  that  war  plants  must 
reconvert  quickly  and  that  industrial  plants  must  employ  twice  as 
paany  men  as  in  previous  peacetimes  if  we  are  to  absorb  those  return- 
ing from  the  Army  and  Navy  and  Marines,  and  maintain  full  em- 
ployment. 

The  renegotiation  law,  functiong  as  it  now  does,  threatens  the  very 
}iie  of  many  important  industrial  plants,  the  jobs  of  the  men  who  work 
in  these  plants,  the  prosperity  of  agriculture,  and  the  future  hopes  of 
^^ij^'^nts  and  others  in  the  oncoming  generation. 

th  "^"^^  ^^^  ^^'  ^^  ^^®  annual  report  to  its  stockholders  stated  that 
jne  cost  of  gathermg  Government-requested  reports  and  meeting  the 
cost  of  other  unnecessary  red  tape  required  10  percent  of  its  net  profits 
ast  year.    A  number  of  large  producers  have  told  me  they  could 
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increase  production  materially  if  unnecessary  restrictions  were  re 
moved.  Renegotiation,  requiring  a  great  deal  of  time  from  thl 
ablest  men  m  management,  if  one  of  the  obstacles.  While  we  could 
hardly  overemphasize  the  folly  of  obstacles  which  would  hinder  pro 
duction  in  a  critical  hour  like  this,  yet  I  believe  the  importance  of  tb 
threat  to  the  future  is  still  more  serious.  In  my  opinion  the  war 
against  the  Aas  Powers  wiU  definitely  be  won.  I  only  wish  I  could 
see  with  equal  clearness  our  way  through  the  period  of  post-war 
reconstruction.  f    ^  y^av 

If  adequate  post-war  reserves  are  provided;  if  private  enterprise 
can  be  unfettered;  then  I  believe  full  employment,  good  wages,  and  a 
still  higher  standard  of  living  than  America  has  yet  known  is  possible 
I  say  this  because  we  will  have  50  percent  greater  productive  capacity 
after  the  war;  we  will  have  100  percent  faster  transportation  after  the 
war;  we  wiU  have  many  new  products,  such  as  high-octane  gasoline 
new  chemicals,  new  plastics,  greater  quantities  of  nonferrous  metals' 
and  so  forth.  V\  e  will  have  stored  up  purchasing  power  and  unlimited 
demaud  for  merchandise. 

Accordingly,  if  we  are  then  able  to  utilize  the  vision  of  our  five 
talent  men,  able  to  draw  on  the  resourcefulness  of  our  30,000  000 
people,  there  is  every  reason  to  expect  full  employment  and  good  wages 

On  the  other  hand,  if  we  make  it  impossible  for  industry  to  accumu- 
late necessary  reserves  for  reconversion  we  shall  have  contributed  to 
the  obstacles  which  may  cause  America's  gi  eat  private  enterprise 
system  to  fail,  and  which  accordingly  may  produce  such  extensive 
unemplo3anent  as  to  throw  us  into  a  complete  revolution  which,  in 
turn,  would  undoubtedly  end  in  dictatorship.  There  are  many  other 
weaknesses  of  the  renegotiation  law  which  I  should  like  to  point  out 
but  time  does  not  permit.  I  must,  however,  mention  two  items.  The 
first  is  the  retroactive  recapture  of  profits  on  goods  produced  and 
accepted  by  the  Government  before  the  law  was  passed.  For  ex- 
ample, the  Navy  made  contracts  with  A,  B,  and  C,  for  the  same  items. 
A  accepted  a  large,  long-term  contract  so  as  to  purchase  supplies  m 
large  quantities  and  therefore  accepted  a  lower  price  than  B  and  C, 
who  made  short-term  contracts.  On  April  28,  1942,  B  and  C  had 
received  payment  in  full  on  their  contracts  and  were  exempt  from 
retroactive  renegotiation.  A,  who  had  sold  the  same  goods  to  the 
Government  for  less  money,  had  delivered  and  received  payment  for 
80  percent  of  his  contract.  He  was  renegotiated  clear  back  into 
1940  on  all  of  the  80  percent  which  he  had  delivered  before  April  28, 
1942.  What  was  the  lesult?  Because  he  had  sold  to  the  Govern- 
ment at  a  lower  price  than  the  others,  Mr.  Rockey  took  a  large  amount 
away  from  him  and  left  his  reserves,  his  working  capital,  much  lower 
than  his  competitors.  When  the  war  is  over  this  may  result  in  A 
failing  to  survive  while  his  competitors  take  over  his  customers. 

Gentlemen,  I  have  been  carrying  on  a  campaign  for  2  years  through 
speeches,  1,000  newspapers,  and  weekly  broadcasts  over  7  States 
regarding  free  enterprise  and  the  danger  of  dictatorship.  I  must 
therefore  protest  against  every  law  which  establishes  dictators.  This 
law  makes  the  chairman  of  the  Price  Adjustment  Board  of  the  Army 
the  dictator  over  $90,000,000,000  of  contracts.  He  can  allow  or  dis- 
allow profits  on  this  ninety  billions  as  he  chooses.  There  never  was  a 
dictator  in  this  hemisphere  who  had  that  much  authority.     Gentle- 
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pien,  the  United  States  of  America  cannot  let  that  continue.     Accord- 
ingly, I  would  like  to  make  the  following  recommendations:    • 

1.  That  the  recapture  provisions  be  repealed,  thus  ending  these 
dictatorial  powers,  making  the  law  possible  of  administration,  and 
allowing  profits  to  be  recaptured  by  taxes.  If  the  present  tax  rates 
are  not  high  enough,  then  increase  the  rates. 

2.  If  that  is  not  done,  I  then  recommend — 

(a)  Renegotiation  after  taxes,  so  as  to  permit  legal  reserves,  as 
provided  by  Congress. 

(6)  No  retroactive  renegotiation  on  goods  produced  and  delivered 
prior  to  April  28,  1942. 

(c)  Eliruination  of  present  secrecy  surrounding  activities  of  the 
renegotiation  boards. 

The  Chairman.  Does  that  complete  your  main  statement? 

Mr.  Benson.  Yes,  sir. 

The  Chairman.  If  there  are  no  questions,  we  thank  you  for  your 
appearance  and  the  very  interesting  and  helpful  statement  you  have 
made. 

Mr.  Knutson.  A  very  good  statement. 

The  Chairman.  That  concludes  the  calendar  for  today  for  all  of 
those  present.  Without  objection,  the  committee  wiU  stand  ad- 
journed until  10  o'clock  tomorrow  morning. 

Mr.  Knutson.  The  committee  will  remember  with  pleasure  that 
the  Doctor  (Mr.  Benson)  appeared  before  us  some  years  ago. 

(The  committee  thereupon  adjourned  until  tomorrow,  Saturday, 
September  18,  1943,  at  10  a.  m.) 
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SATURDAY,  SEPTEMBER   18,   1943 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington^  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  please  be  in  order.  The  first 
witness  on  the  calendar  is  Mr.  J.  P.  Travis,  president.  Universal  Cor- 
poration, Dallas,  Tex.  Mr.  Travis,  please  furnish  the  stenographer 
with  your  name,  address,  and  the  capacity  in  which  you  appear. 

STATEMENT  OP  J.  P.  TRAVIS,  PRESIDENT,  UNIVERSAL 
CORPORATION,  DALLAS,  TEX. 

Mr.  Travis.  I  believe  that  has  already  been  done. 

The  Chairman.  About  how  much  time  will  you  need,  if  not  inter- 
rupted, to  make  your  main  statement,  Mr.  Travis  ? 

Mr.  Tra\^s.  I  have  a  matter  of  eight  pages  that  will  be  read.  My 
situation  is  unusual  and  unique.  I  believe  it  is  going  to  be  appre- 
ciated by  this  committee.  I  think  you  will  get  much  out  of  what  I 
have  to  say.  However,  that  is  my  opinion.  So  I  am  going  to  give 
you  a  lot. 

The  Chairman.  We  appreciate  all  the  witnesses,  and  we  are  sure  we 
will  appreciate  you. 

Mr.  Travis.  Congressman,  after  I  get  through  reading — if  I  am 
too  long,  stop  me,  will  you,  please;  because  I  can  read  this  and  co- 
operate with  the  committee. 

The  Chairman.  Handle  it  in  your  own  way.    Proceed. 

Mr.  Travis.  In  order  to  try  to  be  sure  to  get  before  the  committee 
a  coverage,  I  have  written  down  a  few  remarks  that  I  will  read.  I 
feel  that  reading  a  long  paper  of  six  or  eight  pages,  even — you  hear 
that  every  day  and  it  is  rather  boresome,  and  I  would  like  to  dispense 
with  that.  But  I  am  afraid  I  won't  cover  it,  so  I  will  read  this  and 
then  no  back  with  a  few  offhand  remarks  when  I  get  through  reading. 

As  president  of  the  Universal  Corporation,  located  in  Dallas,  Tex., 
I  have  been  granted  the  extraordinary  privilege  of  appearing  before 
your  august  body.  I  acknowledge  this  great  honor  with  profound 
appreciation. 

I  bring  to  you  the  case  of  a  private  industry  with  a  successful  record 
01 31  months'  devotion  to  the  war  effort.  I  speak  not  alone  for  Uni- 
versal Corporation.  I  feel  that  I  also  voice  the  sentiments  of  many 
other  privately  financed  industries.    Numerous  business  enterprises 
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were  dashed  on  the  rocks  by  the  war.  They  were  revived  by  oppor. 
tunities  the  war  effort  opened  to  them,  only  to  be  finally  crushed  again 
by  strangulation  through  the  unfairly  discriminating  restrictions  of 
jurisdictional  agencies.  In  particular,  I  refer  to  the  inequalities  prac. 
ticed  through  renegotiation,  as  this  implement  is  now  employed. 

I  want  to  say  here  that  I  am  not  against  renegotiation;  I  am  for 
renegotiation.  I  want  to  commend  Congress  on  the  simplest  thing 
and  easiest  thing  that  ever  came  out  of  Congress.  The  Kenegotiation 
Act  is  plain ;  it  is  clear.    It  is  the  administration  I  am  opposed  to. 

Frankly,  Universal  Corporation — formerly  Universal  Building 
Products  Corporation — first  entered  defense  industry  in  order  to  sur- 
vive.  Our  peacetime  business  was  the  manufacture  of  nonferrous 
metal  products.  Inavailability  of  necessary  materials,  occasioned  by 
the  war,  forced  cancelation  of  large  orders,  for  which  we  had  already 
contracted.  Thus,  in  December  1940  a  year  before  Pearl  Harbor,  we 
began  preparations  for  the  conversion  of  our  plant  into  a  war  industry. 
We  saved  the  United  States  Government  approximately  a  quarter 
of  a  million  dollars  on  our  first  job.  In  March  1941,  at  Wright  Field 
we  entered  a  bid  against  national  competition  of  $727,650  for  the 
manufacture  of  675  field  maintenance  shelters  for  the  Army  Air 
Forces.  The  next  lowest  bid  was  approximately  33%  percent  above 
our  price. 

Before  receiving  the  contract  we  had  to  siffn  an  agreement  that  we 
would  not  ask  any  subsidies  whatsoever,  and  would  not  in  any  sense 
become  a  charge  of  the  Government.  The  job  was  bonded  to  the 
Government  and  was  privately  financed  in  entirety.  Despite  a  fire, 
which  completely  destroj^ed  our  fabricating  plant,  with  the  loss  of 
almost  2  months'  production  time,  this  contract  was  successfully  and 
satisfactorily  completed  December  23,  1941,  8  days  ahead  of 
schedule. 

Three  more  shelter  contracts  for  the  Army  Air  Forces  and  one  for 
the  Navy  were  rushed  to  completion  ahead  of  contractual  schedule. 
These  five  contracts,  plus  miscellaneous  work,  totaled  over  $8,000,000 
at  the  end  of  1942. 

No  company  has  accomplished  more  per  square  inch  for  the  war 
effort  than  Universal  Corporation.  We  have  won  every  citation  pos- 
sible for  the  Government  to  give  an  industry.  We  were  awarded  the 
Army  and  Navjr  E  pennant,  and  since  have  received  the  White  Star 
award  for  continued  excellence  on  the  production  line.  We  were 
awarded  the  certificate  of  A  for  quality  control  by  the  Army  Air 
Forces;  and  the  Minute  Man  T  from  the  United  States  Treasury  De- 
partment. And,  gentlemen,  we  did  not  come  in  at  the  tail  end;  we 
got  them  early.    We  were  the  first  in  the  Southwest. 

Last  October  we  received  letters  of  intent  from  the  Chemical  War- 
fare Service  for  M-69  incendiary  bombs,  and  from  the  Army  Air 
Forces  for  oxygen  cylinders.  The  bomb  contract  was  signed  in  No- 
vember, and  the  cylinder  contract  in  December.  The  two  totaled 
approximately  $9,000,000.  As  far  back  as  October,  when  the  avail- 
ability of  these  jobs  to  us  loomed  certain,  I  warned  our  stockholders 
that  we  were  rapidly  approaching  a  precarious  position — reading 
matter  that  is  in  my  printed  report  to  the  stockholders,  my  report  as 
of  December  31, 1942.    It  is  nice  reading. 

I  cautioned  them  that  restrictions  would  have  to  be  confronted  io 
the  near  offing  that  would  increase  hazards  for  privately  financed 


industry,  which  might  find  profit  impossible  on  Government  con- 
tracts. But,  it  was  clear  to  me,  and  I  contended,  our  patriotic  duty, 
as  certain  as  that  of  the  men  on  the  fighting  fronts,  was  to  carry  on, 
even  if  we  had  to  face  certain  losses.  It  was  properly  stated  and  put 
on  the  bulletin  boards  and  stated  to  our  people  that  "profits  and  divi- 
dends are  second.  The  winning  of  the  war  is  first."  But,  along  with 
the  winning  of  the  war,  we  always  have  held  as  dear  and  feel  it  our 
duty  to  preserve  industry.  A  destroyed  industry  is  a  gain  for  the 
enemy.    It  is  our  duty  to  preserve  that  industry. 

Our  obligations  had  increased  tremendously.  It  was  impending 
that  our  facilities  had  to  be  increased  with  the  result  of  heavy  capital 
investment.  Eight  there  I  am  going  to  digress  for  a  minute  and  tell 
you  that  Chemical  Warfare  had  a  meeting  in  Dallas,  Tex.  The  manu- 
facturers of  this  particular  bomb  came  to  Dallas.  They  put  up  a  very 
pathetic  story  about  how  our  country  needed  those  implements  to 
drop  in  clusters  wherever  they  might  want  to  drop  them,  and  they 
needed  to  expand  the  facilities  to  produce  them — a  very  simple  pro- 
cedure. I  heard  the  Government  ask  another  manufacturer,  "Will 
you  take  another  million  of  these?"  The  manufacturer  said,  "No, 
thank  you;  we  have  a  million.  We  will  wait  to  see  what  our  costs 
are,  then  we  will  talk  to  you." 

I  thought  I  was  a  national  hero,  so  I  stepped  up  and  I  said,  "Here 
am  I ;  send  them  to  me.    We  will  take  it."    And  we  took  it. 

We  paid  our  taxes,  we  did  not  owe  anybody  anything  and  we  felt 
like  it  was  our  duty  to  throw  whatever  we  could  in  the  hopper  of 
private  industry — ^fixed  assets,  if  vou  please — ^because  we  felt  the 
country  was  at  war.  So  we  said,  "Here  we  are ;  send  them  to  us." 
And  we  took  the  lot.  And  we  took  it  knowingly.  Around  a  mahogany 
table  we  discussed  it  with  our  directors  and  knew,  after  taxes,  being 
in  the  80-percent  bracket,  we  could  not  make  over  $20,000  on  a  million- 
dollar  contract.  We  did  not  jump  into  this  blind ;  it  was  not  an  acci- 
dent ;  it  was  on  purpose  and  patriotically  on  purpose. 

As  I  say,  our  obligations  had  increased  tremendously.  It  was  im- 
pending that  our  facilities  had  to  be  increased  with  the  result  of  heavy 
capital  investment.  So,  with  the  purchase  of  a  land  site  in  January, 
we  began  a  race  against  time  for  construction,  at  a  cost  of  $100,000, 
of  a  new  war-production  plant,  and  allocated  approximately  $150,000 
for  the  purchase  of  essential  machinery  and  equipment.  That  ia 
definitely  shown  in  our  statement  "Allocation  of  surplus  to  our  stock- 
holders, December  31, 1942." 

This  was  necessary  to  house  new  essential  equipment  required  to 
carry  out  the  Chemical  Warfare  contract.  In  February  1943,  by  mu- 
tual agreement,  the  oxygen  cylinder  contract,  a  $1,600,000  order,  with 
the  Army  Air  Forces  was  canceled  in  order  to  release  our  plant  and 
all  our  energv  and  facilities  for  concentration  on  the  seven  and  one- 
quarter  million  dollar  bomb  job.  It  committed  us  to  24  hours  a  day 
capacity  production  throughout  the  remainder  of  this  year  and  the 
first  10  months  of  1944.  Gentlemen,  I  might  add  here  that  we  were 
the  first  in  the  Southwest  to  operate  three  shifts  a  day,  7  days  a  week. 
We  have  been  doing  it  from  before  Pearl  Harbor. 

Only  15  percent  of  the  order  had  been  completed  and  invoiced 
jhen,  without  warning,  we  were  notified  by  the  Chemical  Warfare 
Service  on  August  17  that  the  contract  had  been  canceled.    Produc- 
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tion  was  ordered  stopped  September  12.  On  September  1  we  received 
new  instructions  to  shut  down  our  copper  brazing  furnace  imme- 
diately, automatically  halting  the  production  line  on  brazed  assem- 
blies the  next  day.  I  want  to  make  myself  clear.  I  am  not  griping 
about  the  cancelation  of  that  order.  That  is  an  act  of  war,  and  we 
can  take  it,  gentlemen.  Whatever  it  is  to  win  this  war — "cancelation," 
"start,"  and  "stop" — we  can  do  that.  We  are  not  complaining  about 
that,  but  it  did  bring  a  problem  to  us. 

Disheartening  though  it  was,  on  September  3  we  found  it  neces- 
sary to  release  two-thirds  of  our  employees,  thus  beginning  the  dis- 
mantling of  an  organization  we  had  assembled,  trained,  and  fused 
into  a  coordinated,  efficiently  functioning  unit.  We  have  since  had 
to  release  more  employees. 

Unless  we  are  allowed  a  profit  of  at  least  $100,000  over  and  above 
actual  costs,  we  cannot  break  even  on  the  canceled  bomb  contract. 
I  am  not  talking  about  that;  we  will  take  care  of  ourselves  on  that 
matter,  but  I  just  want  to  tell  you  there  are  an  awful  lot  of  things 
canceled,  contracts  and  orders.  I  have  that  set  out,  too,  but  we  are 
not  worrying  about  that.  I  have  something  more  important  to  talk 
to  you  about  than  that.  Yet  the  effects  on  our  company  from  a  finan- 
cial standpoint  are  not  comparable  to  the  irreparable  damage  that 
has  and  will  be  done  (1)  by  proposed  renegotiation  and  loss  of  our 
group  A — ^unexpendable — employees  in  executive,  administrative, 
and  productive  departments. 

We  have  invested  heavily  in  the  training  of  our  manpower  and 
Avomanpower.  Their  loss  is  particularly  severe  right  now  in  the 
midst  of  a  critical  national  manpower  shortage.  An  industry  that 
today  loses  its  organization  is  out  of  business  for  the  duration.  Gen- 
tlemen, when  I  wrote  that,  I  thought  so ;  but,  before  I  left  the  plant, 
I  put  on  the  bulletin  board  in  great  big  red  letters  "Surrender,  hell; 
we  have  just  begun  to  fight."  So  that  plant  is  going  on  until  the 
war  is  over,  if  this  Government  needs  that  plant. 

Last  year,  1942,  Universal  Corporation  showed  a  gross  profit  of 
$956,000  on  $4,125,000  invoicing.  The  corporation  earnings  after 
taxes,  but  before  renegotiation,  was  4.6  percent,  or  $190,000  gross. 

Mr.  Disney.  That  was  on  that  $4,125,000? 

Mr.  Travis.  That  was  on  the  invoicing  for  that  year,  Congress- 
man. 

Now  the  Price  Adjustment  Section  of  the  War  Production  Board 
has  demanded — and,  by  the  way,  we  paid  our  taxes  in  March  and 
along  in  May  or  April  they  came  along.  I  do  not  know  where  they 
were  before,  but  we  went  right  ahead.  We  cannot  wait  on  the  Price 
Adjustment  Board,  or  the  War  Production  Board,  or  Congress.  We 
have  a  job  to  do  where  production  speed  and  efficiency  are  essential 
to  the  winnmg  of  the  war,  and  we  cannot  wait  on  them.  So  we  went 
ahead,  paid  our  taxes,  and  thought  4.6  percent  was  a  fair  earning, 
because  we  know  how  much  the  risk  is,  how  much  money  we  bor- 
rowed. And  I  can  write  a  book  on  how  hard  it  was  to  borrow  it 
and  I  will  tell  you  what  some  of  these  smart  boys  say  about  that 
after  awhile.  So  we  threw  it  all  back  in  the  hopper  and  started 
grinding.    We  thought  that  was  what  the  industry  could  do. 

We  thought  "we  are  at  war."  We  believed  this  was  a  national  crisis, 
we  believed  what  we  read  in  the  papers.    So  we  warned  them,  when 


the  renegotiators  came  back,  "Why,  gentlemen,  we  are  going  through 
another  low  period.  This  is  no  time  to  talk  about  renegotiation ;  you 
cannot  tell  what  we  need."  I  will  read  on,  but  I  want  to  make  that 
point  clear,  that  we  are  not  against  renegotiation ;  we  are  not  against 
the  return  of  excess  profits.  Gentlemen,  we  are  for  the  winning  of  this 
war  and  to  hell  with  the  complications  and  hampering.  I  am  sorry 
about  my  profanity.  If  you  will  excuse  me,  Congressmen,  I  won't  say 
that  any  more. 

Mr.  WooDRurj\  I  might  suggest  to  the  witness  that  he  need  have 
no  fear  of  any  exception  any  member  of  this  committee  might  have. 

Mr.  Travis.  Congressman,  I  feel  like  cussing  this  morning.  I  told 
Hatton  Sumners  over  in  his  office  I  was  coming  here  and  he  said,  "You 
are  going  over  there  to  make  a  little  talk."  I  said,  "No ;  I  am  not ; 
I  am  going  to  do  some  cussing." 

Gentlemen,  I  am  not  mad  about  profits;  I  am  not  mad  about; divi- 
dends, but  I  tell  you  that  these  boys  on  the  front  line  cannot  stand  too 
much  of  these  mistakes.  It  is  serious,  what  I  am  talking  about,  so 
I  come  up  here  to  be  serious ;  but  I  come  up  here  to  be  plain  spoken 
and  to  let  the  guards  down  and  I  tell  you  it  is  damn  foolishness  that 
is  going  on  and  it  has  to  be  stopped,  gentlemen.  And  I  consider 
this  is  the  most  important  committee  in  the  United  States.  You  are 
a  big  committee,  or  you  would  not  be  hearing  me.  But  the  people 
working  for  you,  I  cannot  get  my  case  before  them — your  hired  hands. 
You  come  to  Washington  and  you  cannot  find  them ;  they  are  too  busy. 

Mr.  Woodruff.  May  I  say  that  some  of  the  members  of  this  com- 
mittee have  some  difficulty  at  times  in  getting  a  hearing  with  the  same 
gentlemen. 

Mr.  Travis.  I  want  to  make  a  comment,  and  may  I  have  the  con- 
fidence of  this  committee.  I  am  not  asking  for  any  immunity.  This 
will  probably  all  be  printed  and  I  will  get  some  lambasting  from  a  left- 
handed  direction,  but  it  so  happens  tliat  I  have  everything  to  gain 
and  nothing  to  lose.  So  I  ask  for  that,  and  let  them  make  anything 
out  of  it  that  they  can.  And  why  I  want  the  Renegotiation  Board  to 
know  is  I  cannot  tell  them ;  I  cannot  find  them.  I  suggest  that  you 
put  a  pair  of  striped  breeches  and  a  silk  hat  and  monocle  on  them  so 
that  people  will  know  them  when  they  meet  them.  So  why  do  not  you 
committee  boys  give  them  a  uniform,  so  that  we  will  know  them 
when  we  find  them  on  the  street  once  in  a  while  ? 

Mr.  Woodruff.  You  might  know  that  no  member  of  this  committee 
is  their  boss,  nor  is  the  committee  their  boss. 

Mr.  Travis.  :  I  beg  pardon  ? 

Mr.  Woodruff.  I  say  that  no  member  of  this  commitee  is  the  boss 
of  the  gentlemen  to  whom  you  refer,  nor  is  the  entire  committee  their 
boss.    Their  orders  come  from  on  high. 

Mr.  Travis.  I  wondered  who  was  going  to  haul  those  squint-eyed 
kids  down  from  this  mound.  I  thought  it  was  this  committee — this 
tongi^ess— but  I  apologize. 

Mr.  Woodruff.  The  committee  is  not  as  all-powerful  as  the  gentle- 
Jnan  from  Texas,  Mr.  Travis,  would  seem  to  think. 

Mr.  Tra\t[s.  Now  the  Price  Adjustment  Section  of  the  War  Produc- 
luln  "^^^^^  ^^^  demanded  that  we  return  an  additional  net  sum  of 
^100,000.    That  is  net.    However,  they  always  step  up  and  say,  "Just 
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for  the  sake  of  the  newspapers,  you  admit  it  is  half  a  million  dollars." 
They  feel  that  is  a  more  impressive  figure;  but  we  always  use  what 
it  means  net  to  us.  This  return  would  leave  us  a  gross  profit  of 
$90,000  after  taxes  for  the  31  months  we  have  been  wholly  committed 
to  the  national  defense  and  war  effort.  That  is  true  if  we  quit  busi- 
ness, but  we  did  not  quit  business,  so  that  there  is  no  way  of  arriving 
at  the  profit  unless  you  take  the  high  and  low  years  and  get  the  aver- 
age. That  particular  period  came  after  about  24  months  of  war  work, 
when  we  had  been  getting  more  efficient  and  making  more  per  unit 
and  it  naturally  stacked  up  some  excess  profits.  We  paid  some  taxes 
on  it  and  dropped  the  rest  back  in  the  hopper,  and  some  more,  too. 

In  comparison,  I  wish  to  emphasize  the  extent  to  which  we  have 
been  forced  to  invest  in  capital  equipment  during  this  period  to 
handle  these  contracts.  Our  net  increase  in  capital  investment  on 
account  of  war  work  alone  during  these  31  months  has  been  $150,000 
for  machinery,  plus  $100,000  for  plant  facilities.  And,  gentlemen, 
there  is  no  subsidy.  We  borrowed  that  at  the  bank.  I  will  tell  you 
something  about  that  in  a  minute.  I  think  you  will  be  tickled  to 
death  to  hear  some  of  the  left-handed  reasoning  of  some  of  those 
experts. 

Depreciation  on  this  machinery  and  equipment  is  certain  to  attain 
abnormal  proportions  under  the  strain  of  daily,  24-hour  usage.  We 
believe  we  have  made  an  enormous  contribution  to  the  Government 
through  these  investments.  Much  of  this  equipment  would  be  use- 
less for  peacetime  production  even  barring  depreciation. 

Now,  here  is  a  vital  point  I  want  to  stress  to  this  committee :  Tliere 
is  a  vast  difference  between  apparent  profit  and  real  profit.  In  the 
case  of  privately  financed  war  industries,  it  is  impossible  to  ascertain 
their  real  profits  until  resale  valuations  on  their  capital  investments 
are  determined  at  the  war's  end.  However,  we  will  take  that  gamble. 
The  inexorable  fact  is  that  capital  investment  must  be  substantially 
depreciated  before  it  can  be  used  as  a  real  profit  or  asset. 

For  the  year  1942  our  company  earned  ahnost  $1,000,000.  Yet, 
after  taxation,  it  earned  only  4.6  percent.  After  taxes  and  after  pro- 
posed renegotiation,  it  earned  only  1.73  percent. 

In  comparison,  the  records  show  that  A  firm  was  allowed  16.2  per- 
cent, B  firm  was  allowed  7.3  percent,  and  others  up  to  9  percent  after 
taxes  and  renegotiation. 

Here  I  would  like  to  call  attention  to  exhibit  No.  673  entitled  "Tables 
showing  the  effects  of  renegotiation  upon  various  companies,"  taken 
from  the  report  of  hearings  before  the  Committee  on  Naval  Affairs, 
House  of  Representatives.  Gentlemen,  it  is  your  own  figures  I  am 
using.  This  report,  covering  65  kindred  industries,  shows  that  51 
companies  were  allowed  over  10  percent  profit,  and  9  companies  were 
allowed  under  10  percent  profit,  after  taxes  and  renegotiation.  The 
profit  status  of  the  other  5  firms  treated  upon  was  left  unchanged. 

Now,  I  have  made  a  little  insert  here;  I  would  like  to  call  this  to 
your  attention.  I  will  take  these  65  firms  and  this  is  after  renegotia- 
tion, after  taxes.  One  firm  was  allowed  16.2  percent ;  5  of  them  were 
allowed  7  percent;  8  of  them  were  allowed  between  5  and  7  percent: 
56  of  them  between  3  and  5  percent ;  14  between  2  and  3  percent ;  ana 
7  under  2  percent. 

If  we  had,  at  the  end  of  1942,  completed  the  contracts  on  hand,  dis- 
tributed our  surplus  among  our  stockholders,  and  retired  from  war 
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production,  we  would  have  been  materially  much  better  off  than  we 
are  today. 

During  this  year,  1943,  we  have  had  14  jobs  in  our  plant,  totaling 
approximately  $10,000,000.  Two  of  these  may  be  termed  as  capital 
orders.  By  that,  I  mean  they  are  the  determining  orders  that  deter- 
jnine  your  factor  of  overhead. 

(1)  The  Chemical  Warfare  Service  bomb  contract,  which  now  has 
been  unexpectedly  canceled  while  only  15  percent  completed ;  and 

(2)  The  oxygen  cylinder  contract,  canceled  by  mutual  agreement 
before  we  got  into  production  so  we  would  be  able  to  devote  our  entire 
effort  to  the  Chemical  Warfare  job. 

Ten  of  the  fourteen  jobs  lost  money. 

A  point  I  particularly  desire  to  stress  is  that  the  preliminary  high 
overhead  costs  of  the  two  major  contracts,  the  bomb  and  cylinders  con- 
tract, were  directly  responsible  for  smaller  orders  in  our  plant  showing 
financial  losses. 

I  contend  that  the  return  now  of  practically  $100,000  demanded  of 
Universal  Corporation  through  renegotiation  for  the  period  of  1942 
is  an  injustice,  comparatively  unfair,  and  practically  amounts  to  a 
confiscation  without  due  process  of  law. 

Now,  gentlemen,  we  asked  them  to  take  a  group.  We  read  your  act, 
it  is  simple,  it  gives  authority  to  do  so.  So  we  did  not  know — we  were 
doing  business  as  Americans,  we  thought  we  were  in  America  and 
would  have  sympathy.  I  thought  they  would  come  up  and  pat  me  on 
the  back  and  say  "Son,  you  are  doing  a  good  job,  we  do  not  know  how 
you  are  doing  it." 

To  repeat,  it  practically  amounts  to  a  confiscation  without  due 
process  of  law.  I  use  this  phrase  advisedly  on  the  grounds  that  rene- 
ji^otiation  is  left  in  the  hands  of  various  boards  and  individuals  who 
can  consider  any  extenuating  circumstances  as  they  desire.  To  this 
day  they  have  never  had  an  auditor  in  our  company.  They  have  never 
extended  us  the  courtesy  of  revealing  the  basis  for  their  calculations, 
or  from  what  source  their  figures  are  obtained.  I  have  asked  them  for 
it,  and  I  cannot  get  it,  or  from  what  source  their  figures  were  obtained. 

Now,  gentlemen,  that  is  a  lot  of  money;  it  is  very  vital  to  us.  It 
looks  like  to  me  that  the  Kevenue  Tax  Department  gives  me  a  state- 
ment showing  how  they  arrive  at  it ;  they  say,  "Here  are  ours,"  and 
we  sit  down  and  talk  it  over.  But  not  the  Renegotiation  Board. 
They  have  never  written  me  a  letter,  never  given  me  a  figure.  Tliere 
seems  to  be  some  secrecy  about  it.  I  do  not  know  what  they  are 
afraid  of,  or  what  I  am  afraid  of.  I  cannot  explain  it.  I  thought 
We  ridiculed  Germany  for  their  secrecy  and  dealing  in  mystery  with 
industry.  What  is  the  mystery  about  renegotiation ;  why"  should  not 
we  be  given  a  statement,  so  that  our  auditors  can  see  how  and  why  ? 

I  am  a  privately  financed  industry;  I  do  not  belong  to  this  Govern- 
ment, except  as  a  patriotic  citizen.  I  have  borrowed  nothing  from 
you;  I  do  not  want  to  borrow  from  the  Government  now;  I  do  not 
want  any  subsidies  from  you.  I  want  to  remain  a  free,  independent, 
privately  financed  industry.    I  love  it.    I  built  that  business,  and 

Ti!^        ^^^  ^  want  to  continue. 
,  The  Chairman.  You  say  you  cannot  understand  the  procedure; 
"^from  what  you  say,  you  do  fully  understand  its  effect? 

Mr.  Travis.  Well,  I  will  put  that  in— I  do  understand  its  effect ; 
^ery  much  so.  In  fact,  the  effect,  as  I  have  already  stated,  is  a  con- 
fiscation of  property  without  due  process  of  law. 
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You  gentlemen  are  doing  a  lot  of  publicity  now  about  the  "four 
freedoms."  One  of  them  is  the  right  to  a  trial  by  jury  and  a  few 
other  things.  Now,  gentlemen,  I  come  to  you  and  ask  you  to  submit 
this  to  a  jury.  I  dare  them  to  submit  that  to  any  jury  composed  of 
citizens.  I  do  not  want  a  stacked  panel.  Give  me  any  just  ordinary 
court  proceeding  and  I  will  beat  them  down  to  their  shoe  tops.  And 
I  tell  you  I  cannot  get  it,  but  I  am  going  to  get  it.  I  am  not  signing 
the  check,  gentlemen.  We  are  putting  a  new  flag  over  our  industry 
We  are  telling  them  to  come  after  it.  They  better  bring  a  marine 
because  I  am  not  signing  the  check  until  I  get  a  hearing.  I  have 
never  had  a  hearing.  If  you  gentlemen  want  to  hear  the  case,  I 
will  come  back  up  here  and  in  2  hours  I  can  give  it  to  you.  I  am  ready 
for  an  auditing.  I  have  had  a  low  period  and  I  have  had  a  high  one 
If  I  have  had  excessive  profits,  I  will  give  them  back  to  you.  It  has 
been  said  that  you  need  $12,000,000,000.  You  are  going  to  need  more 
than  that  if  you  do  not  stop  some  of  this  foolishness. 

I  want  to  warn  Congress.  I  have  no  business  being  impudent  before 
you  people.  I  am  just  an  ordinary  country  boy.  Gentlemen,  this 
country  is  in  a  definite  crisis.  You  are  too  optimistic.  We  can  lose 
this  war.  Those  boys  out  there  on  the  front  lines  can  only  stand  a 
certain  amount  of  these  crucial  mistakes  that  we  ai-e  making  back  here. 
By  "losing  the  war"  I  do  not  mean  that  Japan  is  going  to  come  in 
here  and  make  peace  in  the  White  House.  I  do  not  believe  that.  No- 
body believes  that,  but,  gentlemen,  we  lost  the  last  war.  We  did  not 
win  the  war,  and  I  tell  you  this  thing  can  come  to  a  deadlock  and  we 
can  make  peace  and  all  of  us' can  put  our  fingers  on  this  and  say, 
"Look,  we  won  the  war."  We  didn't  win  it.  We  just  won  promises. 
This  country  is  in  danger  of  losing  this  war.  We  had  better  get 
into  our  own  house  and  get  it  cleaned,  and  in  the  running  of  an  in- 
dustry the  most  dangerous  and  hardest  thing  to  handle  is  the  internal 
affairs.    The  external  affairs  never  did  bother  me,  just  the  internal. 

This  country's  biggest  danger  is  not  with  those  boys  in  Italy  today. 
They  will  take  care  of  themselves.  We  know  that.  But,  gentlemen, 
all  of  this  stuff  going  on  back  of  these  lines  ought  to  be  stopped. 

I  heard  some  questions  asked  here  yesterday.  I  am  going  to  an- 
swer them  for  you.  You  asked  the  question.  How  could  it  be  stopped? 
I  will  tell  you.  The  solution  is  nothing  more  than  just  simplicity. 
Stop  all  this  complicated  stuff.  You  cannot  even  make  out  your  in- 
come tax.  I  read  an  interesting  article  where  some  reporter  said  you 
had  to  have  an  auditor. 

The  Chairman.  That  was  a  mistake. 

Mr.  Tra\is.  Then  strike  that  remark  of  mine  out  of  the  record  as 
a  mistake.' 

The  Chairman.  That  was  not  so.  It  has  been  customary  for  the 
Treasury  Department  to  send  its  experts  here  to  help  relieve  Congress- 
men of  some  of  their  work.  In  order  to  get  mine  out  I  had  the  as- 
sistance of  that  expert,  though  I  could  have  made  it  out  myself.  How- 
ever, we  should  simplify  it  and  we  ought  to  simplify  it. 

Mr.  Travis.  Will  you  pardon  that  remark?  I  am  not  trying  to  be 
funny.    I  was  just  getting  ready  to  bring  my  own  case  to  mind. 

Mr.  Disney.  I  would  rather  hear  your  statement  than  to  get  into 
these  extraneous  arguments.    Will  you  proceed?. 


Mr.  Travis.  May  I  soften  that  statement?  Simplicity  is  what  I  was 
trying  to  get  over,  so  I  beg  your  pardon  for  bringing  that  up.  I  was 
just  getting  ready  to  tell  you  about  my  own  experience. 

The  Chairman.  The  chairman  does  not  take  exception  to  it. 

Mr.  Travis.  I  do  not  know  the  background  behind  that  article. 
Are  my  apologies  accepted,  Mr.  Congressman  ? 

The  Chairman.  Yes.     You  do  not  need  to  ask  any  pardon. 

Mr.  Travis.  It  is  too  deep  for  me,  and  when  we  get  into  renego- 
tiation, it  is  deeper.    I  do  not  know  what  it  is  all  about. 

We  are  not  unmindful  of  our  patriotic  obligations  to  carry  on,  even 
to  the  point  of  a  mortal  industrial  wound.  We  are  entirely  patriotic 
and  do  not  choose  to  lessen  our  patriotism  in  the  war  effort,  but  we 
deem  it  our  duty  to  preserve  medium-sized,  self -financed  industry  in 
order  that  it  may  continue  to  make  its  contribution  to  the  war  and  to 
peace  when  it  is  won.  I  can  tell  you  that  you  are  getting  low  costs 
out  of  privately  financed  industry  in  comparison  to  what  you  are 
getting  out  of  your  own  governmental  industry,  because,  gentlemen, 
when  we  put  a  man  on  a  job  we  do  not  put  three  helpers  there  if  they 
are  not  needed.  I  am  not  implying  a  thing.  You  can  use  your  own 
imagination. 

We  believe  that  politics,  inequalities  of  taxation,  and  all  discrimina- 
tions by  administrative  agencies  should  be  forgotten  until  victory  is 
won.  As  administered  today,  one  firm  is  allowed  to  make  10  percent 
net  profit  with  no  risk  or  hazards  or  capital  investment.  Medium- 
sized,  self-financed  industry,  taking  all  of  the  risks,  is  taxed  into 
anemia — practically  out  of  existence. 

It  is  obvious  that  renegotiation  does  not  give  due  consideration  to 
the  difference  between  self -financed  and  subsidized  industry.  Private 
or  self-financed  industry  faces  every  conceivable  hazard  and  runs 
every  possible  financial  risk.  Subsidized  industry  is  furnished  its 
buildings,  its  machinery  and  equipment,  its  capital  investment,  and 
often  it  is  awarded  fixed  fees,  cost-plus  contracts  on  which  no  risk 
whatsoever  is  run. 

As  practiced  now,  renegotiation  is  being  carried  on  before  taxes  in- 
stead of  after  taxes.  The  only  foundation  for  the  present  policy  is  to 
enable  these  boards  to  take  credit  for  a  bigger  showing,  by  claiming 
recovery  of  the  more  impressive  figure. 

In  many  instances  this  policy  has  practically  destroyed  all  of  our 
medium-sized  industries  that  did  not  have  a  broad  tax  base.  Most  of 
these  industries  fall  in  the  80-percent  bracket. 

It  is  my  understanding  that  the  sole  purpose  of  the  Kenegotiation 
Act  IS  to  prevent  excessive  profits.  If  the  revenue  act  accomplishes 
this  purpose,  then  certainly  renegotiation  is  not  needed. 

Kenegotiation  Boards  also  have  adopted  the  policy  of  renegotiating 
?^  ^?^^^^  y®^^  ^^^^^-  ^®  contend  this  practice  does  not  conform  with 
the  Kenegotiation  Act  itself.  This  act  provides  that  a  contract  period, 
or  a  year,  or  additional  periods  of  time  may  be  grouped  into  and  con- 
sidered m  the  period  of  renegotiation.    That  is  very  flexible. 

It  was  manifestly  the  purpose  of  this  provision  of  the  act  to  allow 
renegotiation  to  cover  periods  of  profit  as  well  as  periods  of  loss  and  to 
f^^®  latitude  to  the  Boards  to  deal  with  companies  fairly  by  grouping 
the  high  and  low  cycles  into  one  period  of  renegotiation  in  order  to 
arrive  at  an  equitable  average. 
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In  our  case,  Universal  Corporation  made  nearly  a  million  dollars 
gross  profit  during  the  year  1942,  but,  on  account  of  the  act  of  the  Gov- 
ernment, as  previously  stated,  and  the  cancelation  of  our  contracts  and 
other  unavoidable  circumstances  beyond  our  control,  and  through  no 
inefficiencies  of  our  own,  the  company  has  sustained  an  enormous  loss 
for  1943.  This  was  called  to  the  attention  of  the  Renegotiation  Board 
long  prior  to  the  time  of  the  loss  and  request  was  made  that  this  period 
of  loss  be  grouped  with  the  period  of  profit  in  considering  our  case. 
Our  request  was  refused. 

In  December,  we  knew  we  would  go  through  a  period  of  insolvency 
waiting  for  profits  to  come  back  in  the  preparation  of  $9,000,000 
worth  of  business.  We  knew  that.  There  were  definite  months  there 
where  we  were  involved.  We  threw  it  all  in  the  hopper  and  all  we 
could  borrow  into  the  hopper.  We  knew  it,  and  we  knew  that  it  would 
come  back.  It  was  because  the  contract  was  canceled  that  this  was 
brought  to  a  head.  We  warned  them  that  until  we  came  out  of  this 
valley  that  we  would  not  know  where  we  would  go.  We  had  a  fixed 
contract.  The  price  was  fixed.  We  could  have  lost  a  lot  of  money 
on  it. 

In  self-financed  corporations,  working  on  a  fixed  contract  basis, 
there  are  definite  periods  when  extremely  high  profits  will  be  made. 
Likewise,  there  will  be  periods  of  high  costs  and  low  or  no  profits. 

There  never  was  a  period  more  crucial  for  industry  than  now. 
There  never  was  a  business  more  hazardous  than  war  business.  There 
was  never  a  time  when  greater  risks  had  to  be  taken  than  now. 

This  is  evidence  of  our  very  recent  experience.  We  were  right  at 
the  threshold  of  a  contemplated  and  apparently  high-peak  profit,  in 
September  1943,  but  it  was  taken  away  from  us  overnight.  We  are 
not  complaining  about  that.    That  is  essential  in  war. 

This  came  just  at  the  close  of  a  period  when  the  costs  of  retooling, 
inventories,  and  so  forth,  were  extremely  high  and  hazardous,  with 
little  or  no  invoicing.  It  would  have  been  followed  had  the  bomb  con- 
tract continued,  by  a  period  of  high  invoicing  and  high  profits.  This 
business  runs  in  high  cycles  and  in  low  cycles,  and  it  would  be  unfair 
either  to  the  Government  or  to  industry  if  arbitrary  times  were  se- 
lected for  negotiating.  A  high  and  a  low  period  must  be  grouped  in 
order  to  obtain  the  average. 

Therefore,  we  contend  that  the  high  period  of  December  1942  should 
be  extended  in  our  case  to  include  the  low  valley  era  of  1943.  But 
still  they  tell  us  $500,000. 

Gentlemen,  self -financed  industry  in  America  has  been  carried  to  the 
brink  of  oblivion.  It  cannot  survive  unless  it  is  given  immediate 
recognition  and  assistance  by  the  legislative  branches  of  our  Govern- 
ment. 

I  do  not  have  in  mind  monetary  grants  and  other  subsidies.  AH 
self-financed  industry  asks  is  fair  and  impartial  opportunity  with  due 
consideration  for  all  facts  and  conditions  involved. 

Gentlemen,  again  I  thank  you.  I  would  like  to  have  inserted  in  the 
record  our  proposed  recommendations  concerning  renegotiation. 

The  Chairman.  Without  objection,  it  may  become  a  part  of  the 
record. 
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(The  matter  referred  to  is  as  follows :) 

UNIVERSAL  COEPOR-^TION'S  RECOMMENDATIONS  CONCERNING  RENEGOTIATION 

1  (a)  That  the  Renegotiation  Act  be  amended  to  include  a  clause  making  it 
mfiridatory  for  Boards  to  renegotiate  after  taxes  instead  of  before  taxes ;  and  to 
Se  into  consideration  essential  capital  expenditures  in  connection  with  aU 

^^?&r  That  the  period  of  renegotiation  be  extended  to  include  both  the  low  cycles 
(periods  of  loss,  low,  or  no  profits)  and  the  high  cycles  (periods  of  large  profits)  ; 

^^^2  As  an  alternative  to  recommendation  (1)  we  recommend  that  the  Renegotia- 
tion Act  be  repealed  in  its  entirety ;  that  a  simple  amendment  be  made  in  the 
Internal  Revenue  Act  allowing  an  increase  in  the  excess-profits  tax  to  the  extent 
that  the  excess  profit  be  limited,  not  to  exceed  4  or  5  percent,  or  some  such  figure 
as  the  Congress  may  feel  is  justified. 

This  plan  would  recoup  from  the  excess-profits  tax  m  a  simplified  manner 
without  the  necessity  of  any  additional  boards  and  would  serve  all  of  the  pur- 
Doses  that  the  Renegotiation  Act  was  intended  to  accomplish. 

This  would  enable  industry  to  do  industrial  planning,  to  more  accurately 
calculate  in  advance  what  its  net  profits  would  be  after  taxes,  and,  therefore,  to 
determine  the  amount  of  capital  expenditure  that  could  be  made  on  war  contracts 
in  advance  of  obtaining  the  orders.  ,         „  i.     . 

Most  important  result  would  place  large,  medium,  and  small  business  on  an 
equitable  basis  and  abolish  existing  discriminations  that  are  sucking  the  life 
blood  out  of  self-financed  industry. 

The  Chairman.  Mr.  Disney. 

Mr.  Disney.  If  I  get  vour  figures  right,  on  this  1942  business,  you 

Avill  make  $996,000.  '  -.,,.-,. 

Mr.  Travis.  That  is  correct,  in  round  figures.    Maybe  more  than 

that. 
Mr.  Disney.  On  a  $4,000,000-plus  contract. 
Mr.  Travis.  That  is  right,  about  22  or  23  percent. 
Mr.  Disney.  Or  4.6  percent  or  $190,000  gross  after  taxes. 
Mr.  Travis.  That  is  right. 
Mr.  Disney.  Well  now,  you  say  the  Renegotiation  Board  asked 

you  for  $500,a00  ? 

Mr.  Travis.  That  is  right. 

Mr.  Disney.  That  would  cut  you  to  $90,000  on  your  profit  after 
your  taxes. 

Mr.  Travis.  Well,  now,  that  is  apparent  profit.  You  see,  we  threw 
this  right  back  into  the  war  contract,  and  we  do  not  know  until  we 
finish  up  and  level  off  at  a  period.    It  is  apparent  profit. 

Mr.  Disney.  Apparent  profit? 

Mr.  Travis.  Yes. 

Mr.  Disney.  Now,  why  do  you  say  this  should  be  $100,000  in- 
stead of  $500,000  ? 

Mr.  Travis.  They  are  asking  us  to  return  a  half  million,  but  we 
have  paid  our  taxes  and  they  get  $400,000  out  of  it  from  the  revenue 
department  by  certificate,  and  $100,000  from  us.  We  are  in  the  80 
percent  bracket.  80  percent  of  $500,000  is  $400,000.  20  per  cent  of 
one-half  a  million  is  $100,000. 

Mr.  Disney.  You  have  already  paid  that  $400,000? 

Mr.  Travis.  We  have  paid  $700,000  or  $800;000  in  taxes.  We  have 
paid  it  all  except  the  last  installment.  We  owe  about  $190,000,  which 
^ill  be  due  in  December. 

Mr.  Disney.  Of  this  $996,000  you  would  pay  $400,000  in  taxes? 
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Mr.  Travis.  Eight  hundred  thousand  and  some  odd  dollars  to  the 
Revenue  Department.    We  turned  in  our  taxes  just  as  normal. 

Mr.  Disney.  I  see. 

Mr.  Travis.  We  had  not  been  renegotiated  at  that  time,  you  see. 

Mr.  Disney.  Are  you  objecting  to  two  things — first,  not  being  re- 
negotiated over  the  whole  profit  and  loss 

Mr.  Travis.  Take  some  period  that  is  fair  to  the  Government  and 
to  ourselves  so  that  we  can  find  out.    Yes ;  that  is  correct. 

Mr.  Disney.  On  this  $4,125,000  contract,  if  you  accede  to  their 
demands,  you  will  have  $90,000  left? 

Mr.  Travis.  I  would  have  had  at  that  time,  apparently  that,  but  we 
have  spent  some  one-hundred-thousand-and-some-odd  dollars  even 
to  make  that,  see,  on  stuff  that  we  depricate  down  to  maybe  10  percent 
or  20  percent  on  the  dollar.  However,  that  is  a  technical  question, 
and  the  whole  thing  I  am  bringing  here  is  that  at  that  particular  time 
you  could  not  tell  what  a  profit  was  because  it  was  artificially  high. 

Mr.  Disney.  What  will  be  your  losses  in  1943  ? 

Mr.  Travis.  If  I  could  answer  that  I  could  explain  botany  to  you. 
I  do  not  know.  At  the  present  time  the  Chemical  Warfare  tells  us 
we  will  get  our  money  back  out  of  the  cancelation.  God  knows,  I 
do  not  know.  When  the  contract  is  canceled,  my  overhead  and  pro- 
duction expenses  approximately  will  be  $100,000  a  month.  Naturally, 
I  could  not  hold  on  that.  I  had  no  contract  to  charge  it  to.  Thank 
God  we  are  able  to  pay  the  bank  off  and  pay  our  bills. 

Mr.  Disney.  You  have  not  included  the  matter  of  your  loss  on 
renegotiation  ? 

Mr.  Travis.  It  has  not  been  settled.  In  fact,  it  has  not  even  been 
audited  yet.  We  had  spent  $225,000  on  machinery  and  other  costs 
that  under  cancelation  comes  back  to  us,  so  they  give  us  a  partial  pay- 
ment of  $150,000  on  that,  which  enabled  me  to  meet  my  taxes  on  the 
15th  of  this  month. 

Mr.  Disney.  I  believe  that  is  all. 

The  Chairman.  Mr.  Jenkins. 

Mr.  Jenkins.  I  understood  you  to  say  that  you  would  not  sign  the 
check. 

Mr.  Travis.  I  will  qualify  that.  I  cannot  sign  the  check.  It  would 
be  an  act  of  bankruptcy,  and  in  Texas  I  cannot  commit  an  act  of  bank- 
ruptcy because  I  will  go  to  jail  down  there.  I  would  just  as  soon  lie  in 
one  jail  as  another.  It  does  not  matter.  I  cannot  sign  that  company 
into  an  act  of  bankruptcy.  It  is  against  the  Texas  law.  If  it  is  jail,  I 
had  as  soon  be  in  jail  down  there  as  here. 

Mr.  Jenkins.  If  you  did  sign  that  $500,000  check,  you  would  be 
technically  in  bankruptcy  ? 

Mr.  Travis.  That  is  the  principal  effect  of  it,  yes,  and  there  was  a 
time  when  they  first  asked  for  it  that  it  would  have  definitely  meant 
bankruptcy.  I  cannot  tell  until  we  get  that  contract  settled  where  we 
will  be. 

The  Chairman.  You  have  done  what  I  have  been  hoping  other  wit- 
nesses would  do,  some  of  whom  have  and  some  of  whom  have  not. 
They  have  appeared  here  and  lodged  abstract  objections  and  criticisms 
to  the  Renegotiation  Act,  but  many  of  them  have  not  laid  down  any 
concrete  objections  to  its  operation.  You  have  come  here  and  related 
the  experience  of  your  company  under  renegotiation  in  its  war  con- 
tracts, as  I  understand,  which  is  a  most  interesting  statement. 


Mr.  Travis.  Thank  you. 

The  Chairman.  And  to  me  it  will  be  helpful  unless  the  statements 
you  make  are  contradicted  successfully,  because  it  is  a  sad  experience 
that  you  have  related  here,  if  it  is  true. 

If  the  war  were  to  stop  today,  or  even  if  the  war  should  not  stop, 
if  you  should  terminate  your  contract  relations  with  the  Government 
now  and  make  a  balance  sheet  on  your  business  experience  wuth  the 
Government  since  you  began  war  work  and  war  contracts,  taking 
everything  else  into  consideration  and  paying  over  to  the  Government 
the  amount  that  they  are  requiring  of  you  and  are  asking  you  to  pay 
under  renegotiation,  what  would  be  the  condition  of  your  company? 

Mr.  Travis.  Mr.  Congressman,  I  cannot  answer  that  because  our 
books  are  not  closed  as  of  September  10.  You  see,  that  is  in  the  process 
of  being  closed,  but  I  can  telt  you  right  now  it  would  be  a  loss  unless  I 
cret  more  money  out  of  the  Chemical  Warfare  Department  than  I  ex- 
pect. However,  T  will  say  this,  and  I  want  this  to  go  into  the  record : 
Chemical  Warfare  has  been  very  symi)athetic  and  they  have  been  very 
cooperative.  They  realize  we  were  with  them,  we  run  the  risk  when 
nobody  else  will  run  it  for  them,  and  they  have  promised  us  coopera- 

Until  thev  give  us  a  statement  on  how  much  they  are  going  to  give 
us  back,  I  do  not  know,  but  if  we  break  even  on  the  Chemical  Warfare 
job  I  have  got  my  expenses  now  until  I  get  another  contract,  and  the 
obtaining  of  another  contract  is  not  like  you  read  in  the  newspapers. 
They  are  hard  to  get  for  medium-sized  industries.  On  any  single 
item  there  are  50  or  60  companies  that  would  bid  on  it  right  here  in 
Washington,  just  a  simple  item.  On  any  complicated  item,  I  have 
got  to  make  capital  investments  to  tool  for  it,  which  we  can  not 
afford  to  do  with  renegotiation  and  taxes  as  they  are,  so  I  have  got 
my  expenses  now  until  December.  I  predict  a  definite  loss  for  the 
year.  Congressman.    It  is  a  prediction  only,  but  it  could  be  very  severe. 

The  Chairman.  I  understand  that  in  the  year  you  make  a  profit, 
or  apparently  make  a  profit,  you  are  renegotiated  and  if  the  profit 
is  excessive,  you  are  called  upon  to  refund  to  the  Government  an 
amount  that  is  considered  excessive. 

Mr.  Travis.  That  is  right. 

The  Chairman.  But  with  the  same  contracts  with  the  Government, 
the  same  class  of  work,  if  you  sustain  a  loss,  you  are  granted  no 
relief? 

Mr.  Travis.  No  sympathy  whatsoever.  I  have  never  gotten  any 
sympathy  anywhere  from  any  of  those  boards.  There  is  this  fact. 
I  do  not  know  whether  it  has  any  bearing  on  the  case  or  not,  but  we 
finished  up  about  $8,000,000  worth  of  work  for  the  Air  Corps  in 
1942.  We  went  over  to  another  department,  the  Chemical  Warfare. 
Now,  the  Air  Corps  is  renegotiating  us.  This  year  the  Chemical 
Warfare  will  renegotiate  us.  It  is  barely  possible,  although  I  am  not 
accusing  them  of  it,  that  each  department  may  be  wanting  to  make  a 
record  for  itself.  We  asked  the  Air  Corps  to  let  the  Chemical  War- 
fare renegotiate  us  on  a  high  alone.  It  goes  into  another  department 
this  year,  which  is  an  interesting  observation,  anyway. 

Tlie  Chairman.  When  you  enter  into  a  contract  with  the  Govern- 
wient  for  the  production  of  war  materials  or  equipment,  in  order  to 


752 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


753 


'•i 


l: 


i 
i 

i 


i 

] 

I 


!( 


carry  out  that  contract  you  have  to  erect  additional  buildings  and 
purchase  new  and  additional  machinery? 

Mr.  Travis.  It  was  all  paid  for  by  ourselves. 

The  Chairman.  Your  own  money? 

Mr.  Travis.  That  is  correct. 

The  Chairman.  And  if  the  Government  comes  in,  as  you  have 
related  here  in  one  instance,  and  cancels  the  contract  just  after  you 
get  started,  and  you  sustain  a  heavy  loss,  do  you  get  any  credit  for 
it  in  renegotiation? 

Mr.  Travis.  I  do  not.  I  have  to  send  the  stockholders  an  inkwell, 
another  chair,  or  another  desk.    That  is  our  profit. 

The  Chairman.  You  do  not  have  the  right  in  the  contract  to  cancel 
it  at  any  time  but  the  Government  does  retain  that  right? 

Mr.  Travis.  That  is  correct. 

The  Chairman.  To  cancel  the  contract? 

Mr.  Travis.  That  is  correct. 

The  Chairman.  And  then  if  you  lose  as  a  result  of  the  cancelation 
of  that  contract,  you  have  got  topocket  the  loss ;  is  that  right  ? 

Mr.  Travis.  That  is  correct.    That  is  absolutely  correct,  and  there 
is  an  awful  lot  of  hidden  losses  in  addition  to  the  real  losses. 
•    The  Chairman.  Mr.  Cooper. 

Mr.  Cooper.  Mr.  Travis,  I  am  sure  that  you  want  to  be  helpful  to 
us.    We  are  trying  to  meet  and  solve  this  problem  the  best  we  can. 
I  just  want  to  get  some  definite  information  from  you,  if  I  can,  to 
,  throw  some  light  on  your  situation. 

You  are  president  of  the  Universal  Corporation? 

Mr.  Travis.  That  is  correct. 

Mr.  Cooper.  What  is  the  nature  of  your  business?  What  type  of 
business  do  you  do? 

Mr.  Travis.  At  the  present  time? 

Mr.  Cooper.  Well,  what  have  you  done  since  you  have  been  in 
business  ? 

Mr.  Travis.  I  believe  that  I  covered  that  in  my  brief.  I  was  en- 
gaged in  the  manufacture  of  nonferrous  metals  in  December  of  1941. 
The  priorities  closed  us  out.  We  could  not  get  war  material.  We 
were  forced  into  war  work.  Since  then  we  have  manufactured  7,000 
portable  hangars,  field  shelter  hangars  for  airplanes. 

As  soon  as  we  finished  those  at  the  latter  part  of  1942,  we  took  on 
about  $9,000,000  worth  of  work  for  incendiary  bombs.  It  was  a 
Chemical  Warfare  job. 

Mr.  Cooper.  How  long  has  your  corporation  been  in  business? 

Mr.  Travis.  Since  1925. 

Mr.  Cooper.  What  is  the  capital  of  your  company  ? 

Mr.  Travis.  Well,  the  capital  that  we  went  into  the  war  with  was 
$100,000  in  common  stock  and  $2,500  in  preferred  stock. 

Mr.  Cooper.  $102,500  was  your  capital? 

Mr.  Travis.  That  is  correct. 

Mr.  Cooper.  Now,  what  were  your  sales  for  1936  ? 

Mr.  Travis.  We  just  increased  our  capital  stock  about  1936 — we 
increased  it  from  $45,000  to  $102,000,  and  we  were  just  getting  ready 
for  idnustry — every  industry  goes  through  a  period  of  retooling  and  it 
takes  you  2  years  or  so  to  get  started.  I  would  say  that  it  averaged 
$250,000  a  year  during  those  periods. 

Mr.  Cooper.  Your  sales? 


Mr.  Travis.  I  would  say  that  is  approximately  correct. 

Mr.  Cooper.  Your  sales  would  average  about  $250,000  a  year  ? 

Mr.  Travis.  Something  like  that. 

Mr.  Cooper.  From  $200,000  to  $250,000  a  year,  say,  from  1936 

through  1939  ?  ,11,. 

Mr.  Travis.  That  is  correct.  But  in  1940  or  1941  they  would  prob- 
ably have  been  $1,000,000  because  we  were  just  getting  the  manufac- 
turing end  started  after  the  depression.    You  remember  the  depres- 

Mr.  Cooper.  All  right.  Your  sales  would  run  about  $200,000  to 
$250,000  for  1936  through  1939? 

Mr.  Travis.  That  is  right. 

Mr.  Cooper.  What  were  your  sales  in  1940  ? 

Mr.  Travis.  I  can  only  give  you  an  average.  I  did  not  bring  a 
lot  of  technical  figures  up.  Congressman.  I  do  not  have  an  auditor 
here  with  me.  I  would  say  that  the  average  of  those  periods  was 
around  $200,000  through  1940. 

Mr.  Cooper.  Now,  then,  what  were  your  sales  for  1941  ? 

Mr.  Travis.  About  $800,000. 

Mr.  Cooper.  What  were  your  sales  for  1942? 

Mr.  Travis.  We  invoiced  $4,125,000. 

Mr.  Cooper.  $4,125,000? 

Mr.  Travis.  That  is  correct. 

Mr.  Cooper.  For  1942? 

Mr.  Travis.  That  is  correct. 

Mr.  Cooper.  Now,  what  were  your  profits  before  taxes  during  that 
same  period,  1936  through  1939? 

Mr.  Travis.  I  do  not  have  that,  but  I  have  the  rate  of  dividends 
that  were  paid  from  1925.  That  is  the  only  thing  I  have  with  me.  I 
do  not  have  the  books  with  me. 

Mr.  Cooper.  About  what,  would  you  say? 

Mr.  Travis.  We  usually  grossed  about  25  percent  on  sales.  That 
is  about  what  we  have  usually  grossed. 

Mr.  Cooper.  Could  you  give  us  some  idea  about  what  your  profits 
before  taxes  were  in  1936? 

Mr.  Travis.  I  certainly  could  not  for  those  years.  The  only 
thing  I  have  here  is  the  sheet  the  auditor  gave  me  on  the  dividends 
since  1936. 

Mr.  Cooper.  Would  you  be  kind  enough  to  prepare  and  send  to 
us  for  the  record  a  statement  showing  your  profits  for  each  year 
from  1936  to  1942? 

Mr.  Travis.  And  address  it  to  you? 

Mr.  Cooper.  Send, it  to  the  clerk  of  the  Ways  and  Means  Com- 
mittee to  be  inserted  in  the  record,  your  profits  before  taxes  for 
these  years  from  1936  to  1942,  inclusive. 

Mr.  Travis.  I  will  be  glad  to  do  that. 

Mr.  Cooper.  And  also  show  the  percentage  of  profits  to  your  sales 
for  those  same  years,  and  then  show  your  profits  after  taxes. 

Mr.  Travis.  I  will  be  glad  to  give  you  that  information. 

Mr.  Cooper.  Profits  after  taxes  for  those  same  years,  and  the 
percentage  of  profits  to  sales  after  taxes  for  the  same  period. 

That  information  particularly  alludes  to  the  base  on  which  taxa- 
tion is  based. 
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My  reason  for  asking  that  is,  in  the  tax  law  we  have  a  base 
period  of  1936,  1937,  1938,  and  1939. 

Mr.  Travis.  May  I  comment  on  that? 

Mr.  Cooper.  Just  a  moment.  That  is  the  base  period  provided 
in  the  excess  profits  tax  law. 

Mr.  Travis.  That  is  right,  sir. 

Mr.  Cooper.  Now,  my  purpose  in  asking  you  these  questions  is  to 
try  to  get  a  picture  of  what  has  happened  to  you  in  your  business  for 
these  four  base  periods,  the  4  years  of  the  base  period  and  these  last 
3  war  years,  1940, 1941,  and  1942.  You  understand  what  I  am  trying 
to  get  ? 

Mr.  Tra\is.  I  certainly  do. 

Mr.  Cooper.  I  want  to  try  to  get  an  accurate  picture  of  your  ex- 
perience in  your  business  for  the  base  period  and  the  war  period. 
I  thank  you. 

Mr.  Travis.  Mr.  Congressman,  may  I  make  a  comment  on  that? 

Mr.  Cooper.  Yes;  what  is  it? 

Mr.  Tra\t8.  During  that  period  we  were  just  starting,  as  I  said, 
in  industry.  After  that  period  we  were  borrowing  heavily  at  the 
bank.  They  said,  "Well,  how  do  you  borrow?"  I  just  borrowed  on 
open  account.  I  did  put  the  contracts  up,  of  course.  Well,  they  said, 
"You  are  borrowing  on  Government  contracts."  That  is  not  correct. 
We  are  privately  financed,  and  I  endorsed  every  one  of  those  notes  on 
the  back  myself.  They  even  brought  up  the  question,  "Wliat  does 
your  endorsement  mean?"  I  do  not  know.  What  does  yours  mean? 
I  do  not  know  what  it  means.    It  means  that  I  am  liable.    That  is 

all  I  know. 
Mr.  Cooper.  The  point  is  that  you  are  an  old  company.    You  have 

been  in  business  since  1925 

Mr.  Travis  (interposing).  Not  in  manufacturing.  We  started 
manufacturing  since  the  depression.  We  just  dabbled  in  it  a  little 
before  the  depression.  . 

Mr.  Cooper.  You  stated  that  you  have  been  in  business  since  1925. 

Mr.  Travis.  As  a  distributor.  We  started  in  business  strictly  as  a 
distributor  of  manufactured  goods. 

Mr.  Cooper.  My  point  is  that  your  company  has  been  in  business 
since  1925. 

Mr.  Travis.  That  is  right. 

Mr.  Cooper.  You  have  continued  in  business. 

Mr.  Travis.  That  is  right. 

Mr.  Cooper.  From  then  on  up  to  now  ? 

Mr.  Travis.  That  is  right. 

Mr.  Cooper.  So  I  want  to  get  a  picture  of  tlje  actual  situation  in 
your  company  for  the  4  years  of  the  base  period,  and  the  3  war  years. 

>Ir.  Travis.  I  will  be  very  glad  to  give  it  to  you. 

Mr.  Cooper.  All  right.    Thank  you. 

The  Chairman.  Mr.  Knutson. 

Mr.  Knutson.  Mr.  Travis,  you  are  from  Texas.  Have  you  signed 
a  renegotiation  agreement? 

Mr.  Travis.  No  ;  we  have  not.  It  is  now  before  the  Price  Adjust- 
ment Board.    We  have  come  to  Washington  twice. 

Mr.  Knutson.  The  reason  I  asked  that  question  is  that  in  this 
morning's  mail  I  received  a  communication  that  called  attention  to 
a  renegotiation  agreement  with  a  concern,  and  that  agreement  car- 
ried this  footnote : 


This  document  contains  information  affecting  the  national  defense  of  the 
TTnited  States  within  the  meaning  of  the  Espionage  Act  (50  U.  S.  Code,  31-^^), 
?s  amended.  The  transmission  or  the  revelation  of  the  contents  in  any  manner 
to  a  nonauthorized  person  is  prohibited  by  law. 

I  also  have  a  copy  of  the  agreement  and  by  the  widest  stretch  of 
the  imagination,  I  fail  to  find  anything  therein  that  would  give  any 
information  to  the  enemy.  ,        ,  ,  ^i,  ^ 

In  your  testimony  you  dwelt  at  some  length  on  the  secrecy  that  sur- 
rounds these  renegotiation  proceedings.  , ,      ^      ^ 

Mr.  Travis.  I  do  not  know  what  else  to  call  it.    I  could  not  get  any 

information  on  it.  ju  a  u 

Mr.  Knutson.  You  say  that  your  books  have  not  been  audited  by 

the  Government?  .     .      t^       -, 

Mr.  Travis.  I  said  by  the  Renegotiation  Board. 

Mr  Knutson.  By  the  Renegotiation  Board.  Then  you  are  abso- 
lutely at  their  mercy,  are  you  not?  You  have  not  been  furnished 
with  any  information  that  would  enable  you  to  present  your  side  with 
a  view  of  offsetting  the  contentions  made  by  the  Renegotiation  Board  ; 

is  that  right  ? 
Mr.  Travis.  That  is  correct. 
Mr.  Knutson.  I  believe  that  you  stated  that  you  have  done  all  of 

your  own  financing  to  date.  .1,1  j     ^ 

Mr.  Travis.  That  is  correct.  We  have  continually  borrowed  at 
the  bank  up  to,  I  guess,  $400,000  or  so.  ,     .     . 

Mr.  Knutson.  How  much  have  you  expanded  your  plant  since 
you  began  doing  business  with  the  Government  ? 

Mr.  Travis.  About  three  times,  I  would  say. 

Mr.  Knutson.  About  three  times?  ,  . 

Mr.  Travis.  However,  we  were  in  a  more  expanded  condition  6 
months  ago  than  we  are  now.  We  had  about  eight  places  in  Dallas 
rented,  and  our  stuff  was  scattered  everywhere,  and  it  was  inefficient. 

Mr.  Knutson.  What  expansion  have  you  made  in  the  nature  of 
permanent  buildings? 

Mr.  Travis.  About  $150,000,  approximately. 

Mr.  Knutson.  Permanent  buildings  and  equipment. 

Mr.  Travis.  About  $150,000. 

Mr.  Knutson.  That  exceeds  your  capitalization  at  the  time  you 
started  in  business  for  the  Government? 

Mr.  TiiAvis.  That  is  correct,  sir. 

Mr.  Knutson.  In  the  light  of  your  experience  as  a  private  manu- 
facturer, that  is,  a  manufacturer  for  the  private  trade,  what  propor- 
tion of  this  expansion  will  be  available  to  you  after  the  war;  that 
is,  what  proportion  will  you  need  in  your  business  after  the  war? 

Mr.  Travis.  Congressman,  that  question  can  not  be  answered  by 
anyone  in  America.  It  is  so  dark  as  to  what  it  will  be  like  after  the 
war.    I  could  not  answer  that.    I  hope  to  use  a  part  of  it. 

Mr.  Knutson.  Assuming  that  conditions  return  to  normalcy,  based 
upon  your  past  experience,  how  much  would  you  use  after  the  war, 

Mr.  Travis.  I  rather  doubt  it.  I  would  say  half  of  it  could  be  con- 
verted if  times  come  back  to  normal,  the  peacetime  distribution  of 
products. 

Mr.  Knutson.  Then  you  would  have  about  $75,000  invested  in 
something  that  you  could  not  use  after  the  war  ? 


756 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


757 


■..i' 


r^ 


;^ 


Mr.  Travis.  Equally  that.  That  is  giving  you  the  best  possible 
figure.    That  is  correct. 

Mr.  Knutson.  How  much  equipment  have  you  put  into  the  build- 
ings that  you  have  erected  ? 

Mr.  Travis.  That  figure  I  gave  you  as  of  this  date,  with  depre- 
ciation, about  $50,000  in  machinery.  We  set  aside  a  quarter  of  a  mil- 
lion dollars  last  November,  but  then  I  eventually  came  to  the  Gov- 
ernment and  said,  "Gentlemen,  we  cannot  dare  run  that  big  a  risk," 
Xi,nd  the  Government  itself,  then,  permitted  our  raising  the  estimate 
to  cover  $115,000  worth  of  machmery  which  the  Government  sup- 
posedly furnished  us,  but  it  came  from  our  own  payments  and  which 
we  never  did  receive.    However,  we  are  not  worried  about  that. 

I  will  answer  you  this  way:  We  have  about  $50,000  of  our  own, 
and  in  the  Chemical  Warfare  contract  agreement  they  have  about 
$115,000  that  would  at  the  end  of  the  contract  be  the  profit  to  the 
Government. 

Mr.  Knutson.  You  have  deducted,  including  everything,  your  in- 
vestment ? 

Mr.  Travis.  We  had  $32,000  in  equipment  before  the  war. 

Mr.  Knutson.  Now  how  much? 

Mr.  Travis.  $150,000,  including  the  buildings. 

Mr.  Knutson.  That  would  be  500  percent  expansion,  and  you 
think  you  will  only  be  able  to  use  half  of  it  ? 

Mr.  Travis.  That  is  an  optimistic  speculation. 

Mr.  Knutson.  Optimistic? 

Mr.  Travis.  Speculation,  I  said. 

Mr.  Knutson.  Who  is  to  absorb  the  difference  which  will  represent 
«.  loss  to  someone  ? 

Mr.  Travis.  It  looks  like  the  school  teachers  and  the  65  stockhold- 
ers will  lose  it.  The  Government  at  the  present  time  has  not  agreed 
to  lose  it.    We  lose  it  ourselves. 

Mr.  Knutson.  That  is  all. 

The  Chairman.  Mr.  Disney. 

Mr.  Disney.  In  answer  to  Mr.  Cooper,  you  said  your  capital  was 
$150,000. 

Mr.  Travis.  Yes,  sir. 

Mr.  Disney.  If  you  get  $90,000  clear,  that  is  up  toward  100  per- 
cent on  your  investment,  invested  capital. 

Mr.  Travis.  That  cannot  be  exactly  right,  because  that  is  a  false 
profit.  If  you  take  it  now,  you  get  high  and  a  low  in  there,  and  if 
I  pay  back  $90,000  in  that  period  and  take  this  loss,  I  am  bankrupt, 
and  I  have  done  nothing  except  successfully  operate.  Am  I  due 
to  be  in  that  shape  because  I  have  been  a  successful  war  manufac- 
turer? So  you  cannot  put  it  December  1942.  It  does  not  give  you 
the  right  picture.  It  throws  me  into  bankruptcy  now,  and  I  have 
not  defaulted.  Chemical  Warfare  will  tell  you  that  they  have  the 
utmost  respect  for  us. 

Mr.  Disney.  Suppose  you  do  not  take  a  loss  this  year,  do  not  take 
any  loss  this  year,  you  would  be  making  about  90  percent  on  your 
investment  ? 

Mr.  Travis.  You  have  got  to  take  the  equipment  expenditure  in  that 
year  in  order  to  g^t  that  depreciation  off  of  that  $90,000,  in  order  to 
find  out  what  we  really  did  make.    I  do  not  know  what  we  will  make. 


h     1 


Mr.  Disney.  Was  that  considered  in  your  taxes  that  you  paid,  that 

depreciation?  /»     j   • 

Mr.  Travis.  Depreciation  only  was  taken  off,  but  the  fixed  in- 
vestment, of  course,  naturally  went  to  us  as  our  profit,  both  to  tax  and 
supposed  renegotiation. 

The  Chairman.  Mr.  Keed. 

Mr.  Keed.  How  much  of  your  profits  have  been  plowed  back? 

Mr.  Travis.  All  of  them.  Every  one  of  them.  We  kept  them  con- 
stantly plowed  back. 

Mr.  Reed.  That  is  part  of  your  capital  now  ? 

Mr.  Travis.  I  do  not  know  where  it  is.  It  is  out  somewhere.  I 
don't  know  whether  it  is  a  part  of  my  capital  or  part  of  my  loss.  I  do 
not  know  where  it  is.  We  put  it  back  into  the  hopper,  and  I  do  not 
think  we  could  be  criticized  for  doing  it.  It  looked  like  a  constructive, 
intelligent,  patriotic  thing  to  do. 

Mr.  Dewey.  Do  you  manage  to  set  up  any  depreciation  reserves  that 
might  be  helpful  when  reconversion  comes? 

Mr.  Travis.  I  will  answer  that  this  way.  After  reconversion,  our 
post-war  reserves  would  have  been  about  $34,000,  about  2  weeks  of 
overhead  expense.  We  tried  to  put  that  in  the  bank  and  let  it  stay 
there  for  an  emergency,  but  we  had  to  take  it  out  on  the  15th  to  pay  our 
taxes  so  we  do  not  have  any  reserves  whatsoever  set  up  for  the  post- 
war period.   We  do  not  have  it. 

Mr.  Dewey.  Were  your  amounts  of  post-war  reserves  reduced  due  to 
renegotiation  ? 

Mr.  Travis.  Cut  half  in  two.  We  had  about  $76,000  before  renego- 
tiation and  reduced  it  down  to  about  $38,000.  So  I  thought  it  was 
smart  to  take  that  $38,000  and  put  it  in  a  separate  account— it  was  not 
exactly  $38,000,  between  $34,000  and  $38,000.  I  do  not  have  the  exact 
amount.  So  I  put  it  in  the  bank.  Had  we  gotten  ahead,  I  intended 
to  leave  it  there  so  that  when  the  war  ended,  we  would  have  that  wait- 
ing to  use  it  immediately.  I  thought  I  would  keep  that  as  a  nest  egg. 
But  I  had  to  spend  it  last  week. 

Mr.  Dewey.  You  based  your  post-war  reserve,  then,  on  your  excess- 
profits  tax  allowed  by  law  prior  to  renegotiation? 

Mr.  Travis.  Yes — well,  no;  not  exactly 

Mr.  Dewey.  After  renegotiation,  your  excess-profits  tax  had  more 
or  less  disappeared,  and  with  it  your  reserves  for  post-war  reconver- 
sion. 

Mr.  Travis.  The  reserve  of  $34,000  is  not  anything,  considering  the 
obligations  we  would  have  in  the  first  2  weeks  after  the  war  ended. 

Mr.  Dewey.  Thank  you. 

Mr.  Reed.  I  am  sorry  Mr.  Disney  left  the  room  for  the  moment,  but 
I  think  in  questioning  the  witness  he  left  the  wrong  impression.  Mr. 
Travis,  I  have  here  the  report  of  your  company  to  the  stockholders. 
Mr.  Disney's  question  would  leave  the  impression  that  you  earned 
$90,000  on  a  $100,000  capital  investment. 

Mr.  Travis.  That  is  correct,  I  noticed  that. 

Mr.  Reed.  I  notice  your  report  says  that  in  addition  to  the  original 
$100,000  of  capital  stock  you  continued  to  borrow  and  to  put  into  the 
business  more  than  a  quarter  of  a  million  dollars. 

Mr.  Travis.  That  is  correct. 

Mr.  Reed.  Your  total  working  capital,  you  say,  grew  to  more  than 
$300,000. 
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Mr.  Travis.  That  is  the  point  that  I  wanted  to  make. 

Mr.  Reed.  We  want  the  record  straight  on  that,  and  I  believe  that 
straightens  it  out. 

Mr.  Travis.  That  is  correct.  In  other  words,  our  company  was 
not  the  same  company  that  they  cut  down  for  that  broad  base,  because 
we  just  had  a  brand-new  company  as  far  as  its  power  was  concerned. 
We  turned  things  over  20  times.  We  expanded  20  times  beyond  nor- 
mal expansion. 

I  am  not  going  to  take  an  issue  on  that,  although  it  is  unfair.  We 
are  not  protesting  even  the  80  percent  taxation.  We  are  satisfied  with 
a  4.6  percent  apparent  profit.  We  threw  all  that  back  in.  But  I 
will  tell  you  that  we  cannot  take  1.73  percent  and  invest  over  2  per- 
cent in  future  investments,  and  do  anything  except  go  broke.  We 
did  not  have  this  picture  brought  before  us  until  we  had  already  put 
aside  this  quarter  of  a  million  dollars,  in  November  or  December,  for 
reinvestment.  Renegotiation  did  not  hit  us  until  after  the  15th  of 
March,  when  taxes  were  filed. 

Mr.  Reed.  I  wanted  to  get  the  record  straightened  out.  I  want  to 
ask  another  question,  Mr.  Chairman.  I  have  here  now  a  report  to 
the  stockholders  of  the  Universal  Corporation  covering  31  months 
of  successful  total  war  operations  to  September  10, 1943.  On  page  17 
of  that  report,  under  paragraph  IV,  there  appears  this  statement : 

The  corporation  has  already  refunded  to  the  Government  80  percent  of  its 
profits  through  excess-profits  taxes  and  the  profit  after  taxes  should  be  the 
figure  considered  in  determining  if  unreasonable  profits  have  been  earned. 

In  presenting  the  first  revenue  bill  of  1940,  which  was  the  usual  bill  for  raising 
revenue,  the  report  of  the  Ways  and  Means  Committee  of  the  House  states— 

"During  the  executive  sessions  there  have  been  discussed  proposals  to  pro- 
vide special  amortization  for  national  defense  industries  and  to  provide  for 
the  imposition  of  excess  profits.  ♦  *  ♦  It  is  the  desire  of  this  commit- 
tee, which  is  favorably  reporting  a  bill  which  will  enable  a  larger  propor- 
tion of  our  citizens  to  participate  in  the  responsibility  of  providing  an  ade- 
quate national  defense  than  has  ever  been  the  case  before,  that  there  shall 
not  he  an  opportunity  for  the  creation  of  new  war  millionaires  or  the  further 
suhstantial  enrichment  of  already  wealthy  persons,  because  of  the  rearma- 
ment program."     [Italics  supplied.] 

The  committee  then  states  that  they  have  instructed  the  appropriate  officials 
to  prepare  a  bill  for  submission  later  in  the  year,  which  bill  was  later  enacted 
as  the  excess-profits  tax.  When  this  later  bill  was  presented,  the  Subcommit- 
tee on  Internal  Revenue  Taxation  of  the  Committee  on  Ways  and  Means  re- 
ported : 

"Your  subcommittee  recommends  that  those  provisions  of  the  so-called  Vin- 
son-Trammell  Act,  as  amended,  which  relate  to  limitation  of  profit  upon  the 
construction  or  manufacture  of  naval  vessels  and  Army  and  Navy  aircraft, 
be  suspended  as  to  contracts  or  subcontracts  for  such  construction  or  manu- 
facture which  are  entered  into  or  completed  during  the  taxable  years  to 
which  the  excess-profits  tax  will  be  applicable. 

"Since  the  proposed  excess-profits  tax  will  apply  to  all  corporations,  includ- 
ing corporations  now  subject  to  the  special  profit-limiting  provisions  of  the 
Vinson-Trammell  Act,  it  is  felt  that  such  provisions  should  not  apply  while 
the  excess-profits  tax  is  in  force"     [Italics  supplied.] 

It  seems  clearly  the  intent  of  Congress  that  the  purposes  of  the  excess-profits 
tax  law,  with  its  confiscatory  rates,  was  to  prevent  improi)er  profits  on  war 
contracts  and  were  not  those  of  a  normal  revenue-raising  measure.  However, 
as  the  exemptions  of  this  law  enabled  certain  corporations  with  large  credits  to 
retain  their  profits  on  Government  contracts,  renegotiation  was  later  provided 
for.  Congress  itself  provided  an  over-all  limitation  of  80  percent  and  evidently 
considered  it  only  just  that  a  corporation  be  allowed  to  retain  20  percent  of  its 
profits. 


As  will  be  seen  from  the  following  summary  the  contractor's  profits  after  taxes 
hflve  not  been  excessive,  but  in  fact  have  been  rather  small. 
''  Percent 

Renegotiable  sales $3, 312, 711 96  100. 00 

cost  of  sales 2. 526, 018.  22  76. 25 

Profit  before  taxes 786, 693. 74  23. 75 

Income  taxes 629, 355. 00  19. 00 

Net  profit  on  renegotiable  sales 157, 338. 74  4. 75 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the  in- 
formation you  have  given  the  committee,  Mr.  Travis. 

Mr.  Travis.  Thank  you  very  kindly. 

The  Chairman.  The  next  witness  is  Mr.  James  K.  Withrow,  Jr., 
attorney. 

Mr.  Withrow,  please  state  your  name,  and  whom  you  represent,  for 
the  record. 

STATEMENT  OP  JAMES  R.  WITHROW,  JR.,  OF  DONOVAN,  LEISURE, 
NEWTON  &  LUMBARD,  NEW  YORK  CITY 

Mr.  Keed.  Mr.  Chairman,  I  would  like  to  ask  a  preliminary  ques- 
tion.   Is  William  J.  Donovan  a  member  of  the  firm  ? 

Mr.  Withrow.  That  is  General  Donovan.  He  is  no  longer  a  mem- 
ber of  the  firm. 

The  Chairman.  How  much  time  do  you  think  you  will  need,  Mr. 
Withrow  ? 

Mr.  Withrow.  My  statement  is  very  short,  about  seven  and  a  half 
rather  small  pages,  and  I  think  it  will  not  take  me  much  more  than 
15  or  20  minutes. 

The  Chairman.  Do  you  prefer  to  make  your  main  statement  free 
of  interruption  and  answer  questions  later  ? 

Mr.  Withrow.  It  really  makes  no  difference  to  me. 

The  Chairman.  You  may  proceed. 

Mr.  Withrow.  I  appreciate  this  opportunity  to  appear  before  your 
committee  to  discuss  what  I  believe  is  the  most  difficult  problem  now 
facing  Congress.  Ever  since  the  Renegotiation  Act  was  passed  in 
April  1942  I  have  endeavored  to  observe  first-hand  how  renegotiation 
was  being  administered.  I  can  say  right  now  that  I  have  sat  in  on 
these  renegotiations  and  handled  a  number  of  them,  and  I  must  confess 
that  I  have  not  had  quite  the  same  difficulty  as  my  predecessor  witness. 
I  found  the  men  who  administer  it  very  easy  to  talk  to  and  discuss 
matters  of  principle  with.  I  have  also  made  an  effort  to  see  how 
American  business  felt  about  it  and  to  compare  its  operation  with  the 
program  which  Canada  had  adopted  to  control  war  profits  to  see  if 
the  Canadian  program  suggested  any  improvements  in  our  method  of 
controlling  war  profits. 

Let  me  say  at  the  outset  I  am  not  one  of  those  who  is  asking  for 
the  repeal  of  the  Renegotiation  Act.  Profit  control  is  necessary  in 
wartime,  and  I  am  sui*e  that  everyone  would  agree  with  that  posi- 
tion. At  the  same  time,  of  course,  we  should  not  overlook  the 
fact  that  the  act  has  placed  some  onerous  burdens  on  business,  which 
are  either  unnecessary  or  inequitable.  The  real  issue  today  is  not 
whether  to  abandon  our  method  of  controlling  war  profits.  The 
issue  is  first,  whether  there  are  ways  of  protecting  free  enterprise 
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in  this  country  without  impairing  the  effectiveness  of  our  present 
controls,  and  second,  whether  there  are  ways  of  removing  some  of 
the  inequities  which  have  arisen. 

You  have  heard  testimony  from  representatives  of  the  price  ad- 
justment boards  that  business  feels  it  has  gotten  a  square  deal  un- 
der negotiation.  I  am  sure  that  anyone  who  made  an  impartial 
survey  of  business  would  reach  the  contrary  conclusion.  While  busi- 
ness would  not  challenge  the  integrity  of  the  act's  administrators 
business  generally  does  feel  that  the  compulsory  renegotiation  of  con- 
tracts has  done  more  to  upset  normal  business  practices  and  proce- 
dures than  any  other  law  now  on  the  statute  books. 

It  is  my  firm  belief  from  talking  to  businessmen  that  business' 
attitude  toward  renegotiation  would  be  different  if  the  law  were 
amended  in  three  particulars.  Satisfactory  relief  could  be  given  to 
business  on  each  of  these  three  points  witnout  decreasing  the  act's 
effectiveness  as  a  method  of  reducing  the  costs  of  this  war.  For  that 
reason  these  three  points  merit  careful  consideration.    They  are : 

First :  The  act  makes  business  uncertain  as  to  its  financial  position. 

Second:  Business  is  not  protected  against  the  costs  of  post-war 
conversion  costs. 

Third :  Business  now  has  no  redress  in  the  form  of  an  appeal  if  it 
disagrees  with  the  conclusions  of  the  Price  Adjustment  Board. 

On  the  question  of  uncertainty — businessmen  are  not  really  con- 
cerned with  the  uncertainty  as  to  their  income.  What  they  do  worry 
about  is  whether  the  amount  of  money  they  will  have  after  taxes  will 
be  sufficient  to  carry  on  their  business.  If  the  act  contained  a  guaran- 
ty of  a  fair  minimum  profit  after  taxes  business  would  be  satisfied. 
That  is,  if  profits  were  earned  by  that  business.  Business,  in  war- 
time, is  willing  to  let  Congress  write  the  ticket,  but  it  wants  to  know 
rather  definitely  what  its  financial  position  is  going  to  be.  It  ought 
to  be  easy  to  write  a  formula  into  the  law  which  would  accomplish 
this  result.  One  such  formula  would  be  to  prohibit  the  renegotiation 
boards  from  reducing  the  profits  after  taxes  below  some  fixed  per- 
centage, say  75  percent,  of  the  company's  average  earnings  after  taxes 
for  the  base  years  1936  to  1939,  inclusive.  This  would  provide  a 
definite  minimum  that  a  company  could  count  on.  I  think  business 
would  welcome  such  a  thing  because  it  would  be  definite  and  they 
would  know  at  least  to  that  extent  where  they  stood. 

On  the  question  of  providing  for  the  costs  of  reconversion  to  peace- 
tinie  pursuits  a  great  deal  has  been  said.  All  that  business  is  entitled 
to  is  to  be  able  to  return  to  peacetime  production  in  the  same  position 
it  was  in  in  1939  when  the  war  started. 

A  fair  solution,  which  would  be  satisfactory  to  business,  would  be 
to  amend  the  Renegotiation  and  Tax  Acts  to  allow  reserves  for  re- 
conversion up  to  an  amount  equal  to  the  presently  demonstrable  re- 
conversion costs  to  reconvert  the  company's  pre-war  plant  to  its 
normal  peactime  production.  These  funds  could  be  kept  from  having 
an  unwanted  inflationary  effect  by  providing  that  such  reserves  must 
be  invested  in  special  nonnegotiable  Government  bonds  which  would 
be  redeemable  by  the  Government  at  any  time  within  10  years  after 
the  termination  of  the  war  upon  a  showing  that  an  equal  amount  had 
been  spent  upon  reconversion  to  peacetime  operation.  This  program 
would  limit  such  reserves  to  money  actuallv  needed  to  reconvert  a 


company's  pre-war  plant  back  to  its  pre-war  uses.  All  unused  re- 
serves would  revert  to  the  Government  after  the  10-year  period. 

In  other  words,  vou  are  setting  up  a  sort  of  reserve  which  the  com- 
pany must  show  tliat  they  actually  used  for  reconversion,  and  when 
they  have  used  it,  they  can  get  the  money  and  all  the  unused  reserves 
could  revert  to  the  Government. 

One  advantage  in  this  proposal  is  that  it  puts  a  premium  on  the 
efficient  conversion  to  peacetime  operations.  This  in  turn  should 
enable  our  industry  to  compete  on  an  advantageous  basis  in  the  world 
market  after  the  war.  Certainly  all  of  us  are  interested  in  that  if  this 
country  is  going  to  be  able  to  meet  the  obligations  incurred  in  fighting 
this  war  and  winning  the  peace. 

I  think  that  is  a  problem  we  all  ought  to  be  interested  in,  because 
if  we  are  going  to  pay  the  financial  and  other  obligations  we  are  now 
creating,  it  is  quite  important  that  American  business  get  off  on  a 
sound  footing  after  the  war  is  over. 

Now,  turning  to  the  question  of  allowing  an  appeal  from  the  Board's 
decision,  to  most  people  this  means  court  review,  but  as  a  citizen  and 
lawyer  I  do  not  think  that  court  review  is  necessary  in  this  type  of 
case.  I  do  feel  that  business  should  have  recourse  to  an  impartial 
arbiter  if  no  amicable  agreement  can  be  reached  with  the  Board  on 
the  amount  of  excess  profits.  The  setting  up  by  Congress  of  a  panel 
of  arbiters,  who  would  be  independent  of  the  various  Price  Adjust- 
ment Boards  and  other  war  agencies,  to  handle  these  disagreements 
would  eliminate  most  of  business'  criticism  of  the  compulsory  and 
one-sided  nature  of  renegotiation  as  it  is  now  administered.  This 
would  really  be  a  partial  return  to  the  War  Department's  original 
proposal  in  the  spring  of  1942.  As  you  recall.  Under  Secretary  Pat- 
terson proposed  a  voluntary  renegotiation  of  contracts. 

And  to  an  extent  this  would  get  back  toward  his  original  proposal. 

The  Chairman.  If  you  will  permit  an  interruption  at  this  point, 
you  make  what  seems  to  be  a  very  practical  suggestion.  That  is,  for 
Congress  to  set  up  an  impartial  arbiter,  before  whom  the  disputes  can 
be  presented  in  the  event  that  an  agreement  cannot  be  reached  by 
the  contracting  parties  and  the  Government. 

Mr.  WiTHROw.  That  is  right. 

The  Chairman.  Let  me  ask  you  this.  If  the  law  were  so  changed 
that  the  contractor  were  furnished  with  the  definite  evidence,  the 
facts  upon  which  the  Government  based  its  contention  for  renegotia- 
tion or  for  a  refund  of  what  they  called  excessive  profits,  would  not 
that  put  the  contractor  in  a  much  better  position  to  know  whether 
or  not  he  should  go  before  this  impartial  arbiter  that  you  mention  ? 

Mr.  WiTHROW.  I  think  it  would.  I  think,  Mr.  Chairman,  that  that 
would  be  very  helpful  and  would  probably  reduce  the  number  of 
times  that  business  would  want  to  have  recourse  to  an  impartial 
arbiter. 

The  Chairman.  In  case  they  could  not  agree,  but  if  each  side  under- 
stood the  other's  contention,  if  the  facts  claimed  on  each  side  were 
thoroughly  set  forth,  and  the  parties  were  not  satisfied,  then  they 
could  go  before  this  impartial  arbiter  that  you  have  mentioned.  That 
seems  Hke  a  very  practical  suggestion. 

Mr.  Withrow.  I  think  it  would  be  helpful. 

This  "voluntary"  renegotiation  contemplated  businessmen  and  the 
"nee  Adjustment  Boards  periodically  sitting  down  and  bargaining  in 
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good  faith  over  what  the  profits  should  be  in  the  light  of  a  company's 
actual  cost  experience.  But  renegotiation  was  set  up  on  a  compulsory 
basis,  whereby  the  Board's  determination  is  final.  The  Boards  have 
been  given  a  club  by  which  they  can  dictate  to  business  what  refunds 
it  must  make.  While  renegotiation  did  not  originally  contemplate  a 
punitive  expedition  into  the  domain  of  private  industry,  it  could  re- 
sult in  such  an  expedition.  I  do  not  believe  that  Congress  ever  in- 
tended to  authorize  such  an  expedition.  If  the  act  were  amended  so 
as  to  eliminate  this  possibility  by  providing  for  a  panel  of  arbiters, 
I'm  sure  it  would  not  reduce  the  effectiveness  of  the  act. 

And  the  possibility  of  such  a  punitive  expedition  will  be  eradi- 
cated. 

While  I  am  advocating  only  these  three  changes  in  the  Kenegotia- 
tion  Act,  I  don't  want  anyone  to  conclude  that  these  are  the  only  mat- 
ters which  merit  attention  if  Congress  has  an  opportunity  to  reex- 
amine completely  this  question  of  profit  control.  For  example,  one  of 
these  additional  points  which  merits  attention  is  that  the  Kenegotia- 
tion  Act  as  it  is  administered  tends  to  encourage  increased  costs.  This 
results  because  one  of  the  primary  tests  which  the  Price  Adjustment 
Boards  use  in  arriving  at  the  amount  to  be  refunded  is  a  percentage 
of  profit  on  gross  sales.  This  procedure  reinstates  the  old  cost-plus- 
a-percentage-of-cost  contract.  That  tyj)e  of  contract  was  thoroughly 
discredited  in  the  last  war  as  it  induced  the  unscrupulous  manufac- 
turer to  raise  his  costs  so  he  could  get  a  higher  profit.  In  order  to 
prevent  this,  Congress  in  every  military  appropriations  act  has  pro- 
hibited procurement  officers  from  using  that  form  of  contract.  Does 
Congress  want  renegotiation  to  reinstate  this  form  of  contract? 

Another  criticism  of  the  administration  of  the  act  is  that  there  is 
no  tangible  proof  that  efficient  businesses  are  rewarded  for  their 
efficiency  or  for  having  done  an  outstanding  job.  Everyone  would 
agree  that  the  efficient  or  more  cooperative  company  deserves  a  larger 
profit.  The  Price  Adjustment  Boards  tell  the  businessman  that  he 
is  being  rewarded,  but  they  are  unable  to  demonstrate  it.  And  their 
former  chief  economist.  Carman  Blough,  has  openly  admitted  the 
validity  of  this  criticism  when  he  was  a  member  of  all  these  Boards. 

If  that  is  so,  then  where  is  the  drive  toward  more  efficiency  which 
we  must  rely  on  in  a  large  measure  to  reduce  the  costs  of  the  war. 
We  are  interested  in  that  from  two  points  of  view;  first,  to  reduce 
the  cost  of  the  present  war,  and  second,  to  have  American  industry 
reduce  costs  so  that  after  the  war  it  can  compete  in  the  world-wide 
market. 

Mr.  Reed.  Will  the  gentleman  yield  there  ? 

Mr.  WiTHROW.  Yes. 

Mr.  Reed.  Would  it  not  in  many  instances  conserve  manpower? 

Mr.  WiTHROw.  It  would  conserve  manpower  also,  I  think. 

Another  point  which  merits  attention  is  that  the  present  Renegotia- 
tion Act  has  actually  penalized  those  companies  which  cooperated. 
There  are  instances  where  one  company  has  converted  to  war  effort 
and  another  company,  its  competitor,  staved  in  peacetime  business 
and  got  all  the  peacetime  business.  Well,  the  company  that  coop- 
erates gets  renegotiated  and  has  its  profits  taken  away  while  the 
other  company  is  not  subject  to  renegotiation.  That  seems  very 
unfair  and  is  hardly  a  reward  for  having  done  the  job  which  should 


be  done.  Nor  is  there  any  renegotiation  of  such  real  war  profiteers 
as  the  movie  houses  and  bars  in  the  vicinity  of  our  new  military 
pstablishments. 

Careful  procurement  techniques  when  we  entered  this  war  would 
i,ave  reduced  much  of  the  need  for  renegotiation.  There  is  a  great 
deal  of  merit  in  telling  a  businessman  when  he  enters  into  a  contract: 
''Here  is  the  law.  Here  is  our  contract.  Whatever  you  make  out 
of  this  is  going  to  be  your  profit,"  instead  of  telling  him :  "Here  is  the 
contract;  as  for  profit,  we  will  discuss  that  any  time  up  to  3  or  4 

years  from  now."  ,      ,    •  i , 

Procurement  officers  now  realize  that  this  is  really  their  problem 
and  they  are  developing  careful  procurement  techniques.  As  these 
are  developed  the  need  for  this  law  is  reduced,  especially  since  the 
tax  law  takes  care  of  at  least  80  percent  of  the  problem.  As  soon  as 
Congress  is  satisfied  that  these  techniques  are  fully  developed,  espe- 
cially in  the  case  of  repeated  purchases  of  the  same  product  from  the 
same  company,  then  the  law  could  be  made  inoperative  as  to  contracts 
for  repeat  purchases. 

Gentlemen,  I  will  not  attempt  to  summarize  these  remarks.  I 
realize  that  these  proposals  are  only  in  broad  general  outline,  but  I 
have  made  them  to  assist  you  if  possible  in  removing  from  the  Rene- 
^^otiation  Act  any  brake  upon  the  incentive  for  all-out  war  produc- 
tion. If  the  three  changes  are  made  which  have  just  been  discussed, 
I  feel  sure  that  you  will  find  the  act  is  just  as  effective  in  controlling 
profits,  preventing  any  inflationary  tendencies,  as  it  is  today.  In 
addition  you  will  have  made  it  easier  for  business  to  operate  under 
the  renegotiation  law. 

The  Chairman.  Mr.  Withrow,  I  notice  that  you  are  listed  on  our 
calendar  as  an  attorney.     You  fire  not  a  contractor  yourself? 

Mr.  WiTHROw.  No ;  I  am  not. 

The  Chairman.  I  suppose,  as  an  attorney,  you  speak  for  a  number 
of  contractors  who  have  had  dealings  with  the  Government  on  war 
contracts ;  is  that  right  ? 

Mr.  Withrow.  I  have  come  here  on  my  own.  At  the  present  time 
I  do  not  believe  in  our  office  there  is  a  single  renegotiation.  I  person- 
ally am  not  connected  with  any  contracts  with  the  Federal  Govern- 
ment. 

The  Chairman.  Have  you  discussed  at  length  with  contractors,  your 
clients  or  others,  their  experience  in  connection  with  the  Renegotiation 
Act? 

Mr.  Withrow.  Yes ;  your  Honor.  It  has  been  my  privilege  to  have 
been  the  guest  and  speaker  on  a  number  of  occasions  to  groups  of 
businessmen,  including  the  finance  officers  of  many  of  the  large  cor- 
porations, at  which  this  subject  of  renegotiation  was  discussed.  I  have 
been  over  their  figures  with  them  to  find  out  what  their  picture  was  in 
order  to  arrive  at  my  own  conclusions  about  this  act. 

The  Chairman.  What  I  wanted  to  find  out  is  this,  if  I  could.  From 
what  you  have  ascertained  by  discussing  the  matter  with  those  who 
bave  had  experience  under  the  Renegotiation  Act,  is  their  complaint 
directed  mainly  at  what  has  happened,  in  their  dealings  with  the  Gov- 
ernment, or  what  might  happen  under  the  law  as  it  is  written  and  as 
't  is  being  administered,  or  both  ? 

Mr.  Withrow.  It  is  both.  There  is  criticism  on  both  angles,  I  think. 
"Usiness  is  very  apprehensive  up  to  the  time  that  it  is  renegotiated  and 
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that  leads  to  a  great  deal  of  uncertainty  and  confusion,  and  then,  after 
they  have  been  renegotiated,  they  have  already  had  their  experience 
and  then  they  have  definite,  specific  criticisms  of  both  the  act  and  the 
way  it  is  being  administered. 

Mr.  Gearhart.  Mr.  Withrow,  during  the  course  of  these  hearings 
we  have  had  much  discussion  of  reconversion. 

Mr.  Withrow.  I  am  sure  of  that. 

Mr.  Gearhart.  It  has  precipitated  much  thought  on  the  subject  by 
myself.  I  appreciate  the  great  expense  that  a  great  many  corporations 
will  put  to  in  solving  their  reconversion  problem.  But  the  problem 
is  going  to  be  so  different  with  different  corporations,  I  wonder  if  we 
can  render  any  real  assistance  in  the  promotion  of  the  general  wel- 
fare of  the  country  by  adopting  a  formula  which  will  pay  back  to  these 
individual  corporations  a  percentage  of  that  which  they  pay  in  as 
taxes. 

I  have  in  mind  three  great  business  concerns  in  the  United  States, 
the  names  of  which  are  quite  famous,  which  are  in  a  variety  of  manu- 
facturing, but  who  acquired  their  fame  primarily  as  efficient  producers 
of  automobiles. 

Now,  the  reconversion  problem  of  those  three  great  concerns  is  not 

foing  to  be  nearly  as  difficult  as  that  of  a  lot  of  other  corporations, 
hey  are  going  to  pay  in  by  virtue  of  their  great  operations  in  the  war 
effort  a  tremendous  sum,  and  they  are  going  to  receive  back  a  tremen- 
dous sum. 

But  they  have  their  plants  already.  They  are  already  making  ice 
chests  and  automobiles  and  tires,  and  all  of  those  things.  They  have 
their  factory  buildings.  They  have  their  dies  and  their  machinery, 
and  reconversion  to  them  is  going  to  be  a  very,  very  quick  process,  one 
which  through  experience,  they  are  very  capable  of  managing.  But 
they  are  going  to  be  paid  a  tremendous  sum,  probably  the  top  sums, 
and  they  are  going  to  have  the  easiest  problem  and  require  the  least 
money. 

Now,  I  have  in  mind  another  company  which  has  grown  like  a 
mushroom.  At  the  beginning  of  the  emergency  it  was  employing  just 
a  few  hundred  men.  The  last  I  heard,  a  few  months  ago,  their  pav 
roll  had  jumped  to  89,000,  and,  in  all  probability,  it  has  gone  very  much 
higher  since  I  last  had  my  attention  called  to  their  pay  roll.  They 
have  not  got  a  reconversion  problem.  They  have  got  a  conversion 
problem.  There  are  250,000  people  who  are  living  off  the  salaries  and 
wages  that  they  pay. 

They  are  going  to  pay  in  a  lot  of  money,  too,  but  the  cost  for  their 
conversion  to  peacetime  activity  is  going  to  be  tremendously  higher 
than  that  of  the  three  organizations  that  I  referred  to,  and  their  prob- 
lem is  going  to  be  tremendously  greater. 

So  how  can  we  say  that  we  are  serving  the  general  welfare  and 
giving  appropriate  attention  to  individual  companies,  when  we  lay 
down  a  formula  which  is  going  to  pay  back  to  these  corporations  with- 
out any  regard  to  the  necessity  for  assistance,  or  their  dire  necessity 
for  assistance,  which  one  or  the  other  of  these  companies  may  have' 
That  is  the  problem  that  disturbs  me. 

I  do  not  think  some  of  these  corporations  are  going  to  need  all  the 
money  that  they  will  have  as  credits.    I  know  others  of  these  com- 


panies that  will  need  very  much  more  than  they  will  be  able  to  develop 
as  credits. 

We  are  compelled  to  think  about  the  general  welfare  of  the  coun- 
try. We  are  trying  to  solve  this  problem  in  a  way  which  will  guar- 
antee a  continuing  pay  roll  to  millions  of  American  workmen,  because 
we  know  that  the  continuation  of  such  a  pay  roll  is  absolutely  essential 
to  the  maintenance  of  law  and  order  in  this  country,  and  to  the 
maintenance  of  a  demand  upon  all  manufacturers  to  produce,  because 
without  the  payment  of  wages  we  cannot  have  consumers  with  the 
ability  to  buy  that  which  they  want  to  consume. 

What  is  vour  thought  about  these  problems  ? 

Mr.  Withrow.  My  remarks,  I  think,  were  directed  and  had  in  mind 
the  same  thoughts  which  you  have,  that  one  of  the  big  problems  here 
is  the  problem  of  keeping  industry  going  during  the  brief  interval 
between  war  business  and  the  generation  of  peace  business.  You  do 
have  a  great  number  of  problems,  such  as  the  discontinuance  of  wages, 
and  things  of  that  type,  which  must  be  taken  care  of.  Many  of  those 
problems  are  being  taken  care  of  now  by  the  termination  procedure 
which  is  being  developed  by  the  War  and  Navy  Departments. 

But  it  seems  to  me,  if  you  set  aside  this  sort  of  fund,  as  I  suggested, 
for  reconversion,  you  induce  a  businessman  to  make  that  reconversion 
as  rapidly  as  possible,  and  you  would  show  him  under  my  scheme 
without  actually  putting  the  money  in  his  till,  if  he  makes  a  recon- 
version, that  he  is  going  to  be  paid  back  for  that  reconversion. 

Mr.  Gearhart.  Yes.  We  could  write  into  the  statute  a  restrictive 
provision  saying  that  no  part  of  the  money  shall  be  used  for  the  pay- 
ment of  salaries,  bonuses,  or  for  the  payment  of  dividends  to  stock- 
holders ;  that  it  shall  all  be  consumed  in  the  actual  business  of  reestab- 
lishing that  concern  as  a  peacetime  activity.  But  if  we  put  that  re- 
striction upon  those  funds,  those  post-war  credits,  we  immediately 
release  other  corporate  funds  for  use  for  the  very  purposes  which  we 
will  not  permit  them  to  use  their  post-war  credits  for.  I  do  not  think 
there  is  any  real  protection  that  could  be  written  into  any  statute. 

Mr.  Withrow.  I  would  be  inclined  to  agree  with  you  that  it  would 
be  impossible  to  write  any  provision  which  would  be  an  over-all  pro- 
tection to  every  corporation,  because  you  have  so  many  different  and 
special  cases.  But  what  I  think  you  can  do  is  to  provide  the  maximum 
amount  of  protection  and  to  put  an  incentive  out  for  business  to  make 
an  early  conversion  so  that  at  the  very  time  when  you  are  going  to 
have  dislocation  and  the  threat  of  unemployment  you  will  have  busi- 
ness making  that  expenditure  and  using  labor  in  making  the  change- 
over. It  seems  to  me  that  anything  that  can  be  done  to  encourage 
that  is  worth  doing. 

Mr.  Gearhart.  Do  you  think  we  are  adopting  the  best  method,  when 
^e  set  up  a  post-war  credit  system,  which  will  serve  the  general 
welfare,  having  due  regard  for  the  position  of  individual  companies, 
when  we  simply  say  that  they  shall  be  paid  back  a  percentage  of  what 
they  paid  in  as  taxes,  in  utter  disregard  of  what  their  necessities 
maybe? 

Mr.  Withrow.  I  do  not  think  we  are  setting  up  the  best  mechanism 
and  that  is  the  reason  I  suggested  a  different  mechanism,  but  make 
the  companies  demonstrate  now,  naturally  on  the  basis  of  estimates, 
^hich  can  be  fairly  scientific  and  accurate,  the  actual  costs  of  re- 
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conversion,  and  allow  reserves  to  that  extent  to  be  set  aside,  that  money 
to  be  invested  in  nonnegotiable  Government  bonds  which  they  will 
have  paid  back  to  them  when  they  demonstrate  after  the  war  tliat 
they  have  spent  the  money  to  reconvert. 

In  other  words,  there  would  be  no  correlation  between  how  much 
taxes  a  company  paid  and  what  they  may  get  out  under  such  a  set-up, 
but  it  would  gear  the  amount  that  you  got  out  more  to  the  need  of 
the  particular  company  than  is  done  under  the  present  sj^stem. 

Mr.  Geabhart.  I  have  never  heard  anybody  in  this  room  during 
the  course  of  these  hearings  make  any  reference  to  conversion.  Thev 
always  refer  to  reconversion.  We  have  built  up,  started  out,  initiated, 
launched,  and  so  forth,  a  lot  of  new  concerns  that  have  developed  im- 
portant pay  rolls.  When  you  speak  of  reconversion,  do  you  mean  to 
include  conversion? 

Mr.  WiTHROw.  I  was  tackling,  first,  the  problem  of -reconversion, 
because  I  think  that  what,  we  owe  to  the  corporations  who  have 
changed  over  their  peacetime  plants  into  war  plants  is  to  enable  them 
to  get  back  to  their  peacetime  production;  those  companies  who  as  a 
result  of  the  war  have  been  in  effect  financed  and  built  up  out  of  the 
war  picture  I  do  not  feel  have  quite  as  much  claim  upon  the  public 
and  upon  Congress  for  protection  in  this  as  the  corporations  who  were 
already  existing. 

Mr.  Gearhart.  But  if  you  consider  the  general  welfare,  it  is  just 
as  important  to  employees  in  a  particular  activity  that  their  employ- 
ing corporations  be  kept  in  business  after  the  war  as  it  is  that  the  others 
be  reconverted  to  a  position  comparable  with  that  which  they  occupied 
before  the  emergency  overtook  us. 

1  would  say  that  there  is  a  very  large  percentage — 2  or  3  or  4  or  5 
percent — of  the  total  war  workers  that  number  22,000,000  plus— that 
are  working  for  business  organizations  that  were  started,  that  had 
their  commencement,  during  this  war  effort.  But  those  men  are  going 
to  have  just  as  great  a  need  to  have  their  jobs,  as  far  as  they  are  indi- 
vidually concerned,  as  those  who  are  employed  by  the  old  and  famous 
concerns  that  were  with  us  long  ago. 

Mr.  WrrHROw.  That  is  right,  except  a  great  number  of  concerns, 
peacetime  concerns  thai  did  fold  up  during  this  war  period  or  that 
so  curtailed  their  operations,  will  then  be  expanding  and  taking  on 
additional  employees,  as  they  become  available. 

Mr.  Gearhart.  You  have  put  your  finger  on  another  problein  which 
affects  very,  very  directly,  the  general  welfare.  The  companies  that 
were  producing  and  had  a  large  pay  roll  before  the  emergency  arose 
and  because  of  the  change-over  to  war  activity  were  compelled  to  go 
out  of  business,  close  down,  cease  to  be,  businesses  which  are  in  a  state 
of  suspended  animation  at  the  present  time  since  they  are  not  doing 
any  business  in  the  war  effort.  They  are  not  paying  any  taxes  and 
therefore  not  accumulating  any  post-war  credits.  What  are  you  go- 
ing to  do  for  those  concerns  ? 

Mr.  WiTHROW.  I  had  not  proposed  to  do  anything  for  them.  It 
seems  to  me,  since  they  have  not  changed  their  manufacturing  set-up. 
they  have  not  rearranged  their  factory  for  war  work,  or  added  to  it, 
which  would  cost  money  to  get  back  into  their  peacetime  production 
lines— I  do  not  see  that  they  need  the  reserves  or  anything  for  re- 


conversion or  for  conversion.  They  probably  need  cash  to  finance 
operations,  to  open  up,  to  recommence  their  operations.  But  it  seems 
to  me  that  competitive  industry  can  solve  that  problem  perfectly 

well. 

There  have  been  plenty  of  times  when  they  have  had  to  go  to  the 
banks  and  there  are  plenty  of  Federal  agencies  where  they  can  now 
borrow  money.  It  seems  to  me  we  should  not  be  in  a  position  of 
dohng  money  out  to  every  company  to  have  them  restart  business 
after  the  war.  I  personally  could  not  stomach  such  a  form  of 
paternalism. 

Mr.  Gearhart.  That  is  exactly  what  disturbs  me.  I  do  not  want 
to  pay  out  any  more  money  to  these  companies  than  they  need.  I  do 
not  want  to  pay  them  a  tremendous  post-war  credit  which  may  have 
been  developed  under  a  general  formula  when  they  have  no  necessity 
for  a  larger  fund. 

This  is  something  to  which  you  must  give  a  great  deal  of  thought, 
as  a  citizen  of  this  country.  All  of  these  tax  funds  that  are  collected 
from  these  various  concerns  are  going  to  be  immediately  expended 
in  the  war  effort.  Then  we  are  going  to  expend  a  lot  on  top  of  that, 
that  has  been  raised  through  the  sale  of  bonds.  When  the  time  comes 
to  cash  in  that  post-war  credit.  Uncle  Sam  has  got  to  get  the  money 
in  one  of  two  ways.  He  must  collect  it  in  taxes  from  the  people  or  he 
must  sell  some  more  bonds.  And  it  is  not  going  to  be  easy  to  sell  bonds 
when  victory  is  in  the  bag. 

So  if  we  pay  back  in  the  form  of  a  post-war  credit  any  moneys  be- 
yond that  which  any  corporation  may  individually  need,  to  reestab- 
lish itself,  we  are  going  needlessly  to  force  the  national  debt  upward. 
And  Lord  knows,  at  the  end  of  this  war  it  is  going  to  be  high  enough 
without  indulging  in  any  artificialties  whatsoever. 

Mr.  WrrHROw.  I  think  you  and  I  see  pretty  much  eye  to  eye  on  this 
problem. 

Mr.  Ge.\rhart.  I  am  sorry  to  have  taken  so  much  of  your  time,  but 
you  have  precipitated  these  thoughts  in  my  mind,  and  I  am  glad  to 
have  had  your  views,  comments,  and  observations. 

The  Chairman.  Thank  you,  Mr.  Withrow,  for  your  appearance  and 
for  the  testimony  you  have  given  the  committee. 

The  Chairman.  The  next  witness  on  the  calendar  is  Mr.  Sydney 
Anderson,  a  former  Member  of  the  House.  Will  you  please  give  the 
reporter  your  full  name,  your  address,  and  state  the  capacity  in  which 
you  appear. 

STATEMENT  OF  SYDNEY  ANDERSON,  VICE  PRESIDENT,  GENERAL 

MILLS,  INC.,  MINNEAPOLIS,  MINN. 

.  Mr.  Anderson.  Mr.  Chairman,  my  n&me  is  Sydney  Anderson ;  I  am 
vice  president  of  General  Mills,  Inc.,  and  my  address  is  200,  Chamber 
of  Commerce  Building,  Minneapolis,  Minn. 

Mr.  Chairman  and  gentlemen,  I  appear  today  on  behalf  of  tlie 
JJlillers'  National  Federation,  a  trade  association  of  wheat-flour  mills, 
which  represents  85  percent  of  the  milling  capacity  of  the  country,  and 
on  behalf  of  General  Mills,  Inc.,  which,  perhaps,  can  best  be  hei*e 
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described  as  the  largest  flour-milling  concern  in  the  world,  located  at 
Minneapolis,  of  which  company  I  am  one  of  the  vice  presidents  and 
secretary. 

I  appear  this  morning  solely  for  the  purpose  of  supporting  an 
amendment  which  will  provide  either  a  legislative  exemption,  or  direc- 
tion to  the  proper  Government  agencies  for  an  administrative  exemp- 
tion covering,  in  general,  products  of  a  common  commercial  sale  and 
use,  sold  under  conditions  of  free  and  open  competition. 

In  making  this  presentation  I  would  like  to  do  it  on  the  basis  of  the 
experience  and  figures  of  my  own  company,  because  those  are  the  fig. 
ures  and  the  experience  with  which  I  am  most  familiar,  and  because 
that  experience  will  be  reasonably  typical  of  the  experience  of  other 
millers,  and  perhaps  fairly  typical  of  the  experience  of  other  manu- 
facturers of  so-called  shelf  commodities,  particularly  foods. 

I  assume  that  the  Government  does  wish  to  do,  and  it  does  not  wish 
industry  to  do,  in  these  times  of  manpower  problems,  things  which 
produce  no  recovery  to  the  Government  and  which  involve  unnecessary 
expense  and  use  of  manpower  on  the  part  of  industry. 

General  Mills  produces  three  types  of  commodities  under  contracts 
with  Government  agencies. 

The  first  of  these  consists  of  highly  intricate  instruments  used  for 
fire  control  by  the  Navy  which  require  high  precision  machines  for 
manufacture  and  which  work  to  very  low  tolerance  and  require  a 
large  proportion  of  skilled  labor. 

Some  of  the  instruments  which  we  are  now  producing  had  never 
been  produced  before.  Some  of  them  had  been  produced  only  in 
single  models  at  the  navy  yards. 

At  the  time  the  initial  contracts  were  negotiated  neither  we  nor  the 
procurement  officers  had  any  idea,  relatively,  what  these  instruments 
would  cost  to  manufacture.  So,  obviously,  the  first  instrument  might 
cost  $20,000,  or  $50,000,  while  the  fiftieth  instrument,  once  we  were  in 
production,  might  cost  $7,000  or  $15,000. 

Under  such  circumstances,  a  redetermination  of  the  contract  price 
after  a  reasonable  amount  of  cost  experience,  is  justified.  But  price 
redetermination,  unlike  a  renegotiation,  is  predicated  upon  a  review 
of  the  actual  cost  experience  in  operation  for  a  sufficiently  long  period 
of  time  to  determine  what  the  costs  are  in  relation  to  the  number  of 
units  to  be  manufactured  while  the  contract  is  in  process,  whereas  rene- 
gotiation involves  the  redetermination  of  promts  after  the  contract  has 
been  completed. 

The  second  type  of  commodity  which  we  make  and  sell  to  the  Gov- 
ernment is  flour. 

Mr.  DiNGELL.  What  was  the  first  ? 

Mr.  Anderson.  We  make  fire-control  instruments  for  the  Navy. 

This  second  commodity  I  have  referred  to  is  sold  upon  open  com- 
petitive bids.  I  suppose  not  less  than  50  and  up  to  200  mills  are 
in  a  position  to  bid  for  any  Government  flour  contract. 

Unlike  the  situation  existing  in  the  case  of  contracts  for  other 
products  to  which  I  have  referred,  the  procurement  officer,  as  well 
as  ourselves,  is  in  a  position  to  know  within  a  very  few  cents  per 
barrel  the  amount  he  should  pay  for  the  product,  and  in  ninety-nine 
cases  out  of  a  hundred  he  contracts  for  the  product  within  a  very  few 


cents  of  the  price  he  expects  to  pay.  If  he  pays  too  much,  the  an- 
swer is  to  get  a  new  procurement  officer  rather  than  to  renegotiate 
(he  contract. 

The  Government  is  at  no  disadvantage  in  negotiating  a  contract  of 
that  kind.  The  basis  for  renegotiation  does  not  exist  in  flour  contracts 
as  compared  with  contracts  for  other  products,  of  which  the  cost  is  not 
definitely  know  at  the  time  of  making  the  contract. 

The  third  type  of  commodity  which  we  sell  to  the  Government 
consists  of  package  cereals,  on  which  the  price  is  uniform  to  prac- 
tically everybody  through  the  United  States,  less  carlot  and  cash 
discounts. 

There  again  the  procurement  officer  is  fully  advised  as  to  the  cost 
factors  and  the  price  factors  involved.  He  is  at  no  disadvantage 
whatever  in  the  case  of  these  contracts  as  compared  with  the  seller. 

With  that  general  preface,  I  would  like  to  refer  now  to  the  figures 
of  our  own  operations,  and  the  comparisons  I  will  make  are  based 
upon  the  so-called  renegotiation  base  period,  that  is  the  fiscal  years 
ending  in  1937, 1938, 1939,  and  1940,  in  our  particular  case. 

Our  average  sales  during  the  base  period  were  $140,000,000.  In 
1943  they  amounted  to  $217,000,000,  an  increase  of  $77,000,000  or  55 
percent. 

Our  income  from  operations  increased  from  $6,196,000  as  an  aver- 
age, to  $14,868,000,  an  increase  of  138  percent. 

Our  Federal  and  Dominion  tax — and  the  Dominion  tax  is  incon- 
sequential in  this  figure — increased  from  an  average  over  the  base 
period  of  $1,132,000  to  $9,517,000,  or  an  increase  of  740  percent. 

Our  net  income  increased  from  $5,126,000  to  $5,365,000,  which  waa 
an  increase  of  4.6  percent.  In  other  words,  for  the  risks  in  doing  an 
additional  55  percent  of  business,  amounting  to  $77,000,000,  we  got  a 
net  increase  in  income  of  less  than  5  percent. 

Just  to  indicate  that  those  figures  are  not  entirely  phoney,  I  should 
like  to  take  the  time  to  give  you  some  comparisons  between  1942  and 
1943,  not  by  dollar  value  but  in  terms  of  percentage. 

Our  increase  in  sales  volume  between  1942  and  1943  was  33  per- 
cent. Our  income  from  operations  increased  77  percent ;  our  Federal 
and  Dominion  taxes  increased  188  percent;  and  our  net  income  in- 
creased 4.4  percent. 

Incidental  to  these  figures,  our  net  income  in  1943  was  2.46  percent 
of  sales,  and  in  1942  it  was  3.22  percent  of  sales,  and  in  the  base  period 
it  was  3.16  percent  of  sales.  The  industry  average  was  2.62  percent 
of  sales. 

I  should  say  that  in  the  income  from  operations  to  which  I  have 
referred  only  an  inconsequential  amount  resulted  from  Government 
contracts  covering  Navy  ordnance.  Practically  all  of  the  increase 
was  due  to  the  increase  in  our  cereal  production  and  sales. 

There  are  three  conclusions  I  would  like  to  draw  from  those  figures. 
The  first  is  that  you  gentlemen  have  done  an  excellent  job  in  con- 
nection with  the  excess-profits  tax  not  only  in  mopping  up  profits 
arising  from  munitions  and  ordnance  and  airplane  manufacture  for 
War  purposes  but  also  in  mopping  up  excess  profits  arising  from 
ordinary  and  customary  business.  In  our  particular  case  I  should 
^ay  your  performance  was  about  99  percent. 
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The  second  conclusion  I  should  like  to  draw  is  that  these  figures 
show  that  the  chances  of  any  recovery  as  a  result  of  renegotiation 
proceedings  in  our  case  would  be  practically  nil. 

In  other  words,  I  think  there  is  not  a  Chinaman's  chance  that  if 
we  were  required  to  go  through  the  procedure  incident  to  renegotia- 
tion of  these  flour  and  cereal  contracts  that  the  Government  would 
make  any  recovery  at  all. 

The  third  inference  I  should  like  to  draw  is  that  if  by  some  hocus- 
pocus  of  renegotiation  it  should  be  possible  to  demonstrate  that  the 
profits  on  certain  Government  contracts  for  flour  and  cereals  during 
1942  or  for  1943  were  somewhat  in  excess  of  the  profits  in  the  base 
period,  which  I  think  most  unlikely,  it  would  be  unfair  to  require 
that  those  amounts  be  paid  back  in  a  situation  where  that  recovery 
would  mean  a  reduction  in  normal  profits  and  not  a  reduction  in  excess 
profits. 

Mr.  Disney.  Will  you  please  repeat  that  statement? 

Mr.  Anderson.  What  I  said  was  that  in  the  situation  I  have  out- 
lined, on  the  basis  of  our  figures,  it  seems  to  me  it  would  be  very  unfair 
to  require  the  recovery  of  whatever  excess  there  might  be  in  a  Gov- 
ernment contract  in  1942  or  1943  over  the  profits  which  might  have 
been  in  those  contracts  in  the  base  periods. 

In  other  words,  under  those  circumstances  you  would  be  recovering 
back,  not  excess  profits  but  normal  profits. 

I  would  like  to  point  out  in  this  connection  that,  in  general,  for 
milling  companies  as  well  as  most  other  companies  making  a  shelf 
commodity,  the  Government  business  represents  less  than  10  per- 
cent of  the  total,  and  in  some  instances  not  more  than  from  2  to  5 
percent  of  the  total  business.     That  would  be  our  case. 

Figures  compiled  by  the  Millers'  National  Federation  show  that  the 
gross  profit  on  flour  in  1942,  before  taxes,  was  24.4  cents  per  barrel,  flour 
at  that  time  being  worth  about  $6.60.  The  net  profit,  after  taxes,  was 
17.5  cents  per  barrel. 

It  is  generally  accepted  that  the  Government  buys  commodities  of 
that  nature  at  prices  which  compare  favorably  with  and  in  most 
cases  are  lower  than  any  other  buyer  gets.    That  is  true  in  our  case. 

I  imagine  that  the  profits  on  Government  flour  business  are  not  over 
15  cents  a  barrel.  I  do  not  know  how  much  flour  the  Government 
bought  in  1942,  but  let  us  suppose  it  was  about  8,000,000  barrels.  That 
is  probably  not  too  far  from  correct.  I  have  no  way  of  getting  the 
figure,  but  I  think  that  is  sufficiently  high. 

Let  us  suppose  that  they  recovered  in  a  renegotiation  proceedins: 
all  the  profits  made  on  those  contracts.  The  aggregate  recovery  of  the 
Government  would  be  only  $1,200,000.  It  is  most  unlikely  they  would 
get  back  all  the  profits,  but  assume  they  get  back  about  one-third  of  iti 
or  5  cents  a  barrel.  That  would  mean  an  approximate  recovery  of 
$400,000  from  the  entire  milling  industry  on  flour  contracts. 

The  point  I  am  trying  to  make  here  is  that  the  job  is  not  worth 
doing  from  the  point  of  view  of  what  the  Government  would  recover; 
it  is  definitely  not  worth  doing  from  the  standpoint  of  the  cost  which 
would  be  imposed  upon  the  industry,  and  in  the  face  of  the  terrific 
manpower  problem  which  we  are  all  facing.  And  I  can  tell  you  i^ 
is  a  terrific  manpower  problem. 


I  have  not,  of  course,  the  time  to  do  it  now,  but  if  there  were  time 
I  could  paint  you  a  pitiful  picture  of  what  that  problem  is. 

I  would  like  to  make  a  brief  comment  on  the  proposed  exemption 
of  $500,000.  This  type  of  exemption  not  only  involves  unfair  dis- 
crimination; but  I  think  involves  some  question  of  validity,  and  to 
a  substantial  extent  it  seems  to  me  more  or  less  phooic. 
'  Generally  speaking,  10  percent  on  sales  would  represent  a  high 
net  income.  The  average  is  near  3  percent.  Ten  percent  of  $500,000 
of  Government  contracts  is  $50,000. 

I  suppose  it  is  not  expected  that  the  Government  would  recover  all 
of  the  profits  made  on  commodities  of  common  use  and  sale.  Sup- 
pose they  made  a  recovery  of  one-third  of  the  profit ;  that  means  about 
$16,666.  In  other  words,  when  we  are  talking  about  the  exemption 
of  business  amounting  to  $500,000,  we  are  talking  about  getting  back 
something  like  $16,000. 

That  is  a  pretty  small  baby  in  terms  of  Government  war  expendi- 
tures, but  it  is  a  large  baby  in  terms  of  the  people  who  have  to  bring 
together  the  data  necessary  to  the  renegotiation  of  contracts. 

We  happen  to  be  in  a  position  where  we  can  bring  together  the 
information  necessary  for  a  renegotiation  proceeding.  We  are  prob- 
ably one  of  from  6  to  10  milling  companies  that  are  in  that  position. 
The  rest  of  them  are  not. 

It  would  involve  a  tremendous  amount  of  work,  work  which,  in 
the  end,  would  produce  nothing,  and  because  of  the  nature  of  our 
business,  the  error  of  calculation  in  determining  the  profit  which 
might  be  recovered  would  be  greater,  I  think,  than  the  profit  which 
could  be  recovered  on  this  type  of  contract. 

An  exemption  of  $500,000  in  Government  contracts  does  not  answer 
the  problem,  nor  does  it  represent  the  point  at  which  probable  recov- 
eries would  justifj^  the  expense  and  use  of  manpower  Avhich  would 
be  involved. 

That  completes  my  statement,  Mr.  Chairman. 

The  Chairman.  The  Chairman  would  like  to  apologize  for  not 
saying  at  the  beginning  of  Mr.  Anderson's  statement  that  Mr.  Ander- 
son was  formerly  a  Member  of  the  House  and  served  with  great 
distinction  for  a  number  of  years.  I  personally  remember  my  ac- 
quaintance with  him  and  the  fine  service  he  rendered.  I  am  sure  the 
members  of  the  committee  listened  to  his  very  fine  statement  with  a 
great  deal  of  interest. 

Mr.  Anderson.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Knutson.  I  want  to  add  to  what  the  chairman  so  properly 
said.  Wlien  Mr.  Anderson  was  a  Member  of  the  House  he  was  con- 
sidered one  of  the  leaders  and  we  always  had  the  greatest  confidence 
in  his  judgment. 

Mr.  Anderson,  I  would  like  to  ask  you  if  you  have  had  any  rene- 
gotiations on  your  flour  contracts. 

Mr.  Anderson.  We  have  not  had  any  renegotiations  at  all. 

Mr.  Knutson.  Have  they  notified  you  that  you  may  be  renegoti- 

Mr.  Anderson.  Yes;  there  has  been  an  indication  that  we  may 
^^renegotiated. 

Mr.  Knutson.  What  would  there  be  to  renegotiate  on  a  standard 
article  like  flour,  the  cost  of  which  is  easily  ascertainable  ? 
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Mr.  Anderson.  I  do  not  think  there  would  be  anything.  But  the 
accumulation  of  data  upon  which  that  determination  would  be  had 
would  involve  a  very  substantial  task. 

Mr.  Knutson.  All  it  would  do  would  be  to  put  your  company  to 
considerable  needless  expense. 

Mr.  Anderson.  That  is  right. 

Mr.  Knutson.  I  think  the  same  is  true  of  lumber  and  comparable 
operations,  possibly,  the  product  being  well  known. 

Mr.  Anderson.  I  would  think  so. 

Mr.  Knutson.  About  the  only  thing  they  could  possibly  attack 
would  be  the  quality  and  not  the  price,  and  in  your  opinion  would 
there  be  any  questioning  of  the  quality  of  the  product  put  out  bv 
General  Mills?  ' 

Mr.  Anderson.  I  hope  not. 

Mr.  Knutson.  It  is  a  standard  brand  all  over  the  world. 

We  had  before  us  last  week  several  Government  men,  members  of 
these  renegotiation  boards. 

For  instance,  we  had  the  general  statement  by  Mr.  Karker,  of  the 
War  Department,  wherein  he  said  that  "as  of  May  22,  1943,  5,743 
contracting  companies  had  been  assigned  for  renegotiation  by  the 
War  Department  Price  Adjustment  Board.  Of  this  total  number, 
agreements  had  been  reached  on  May  15,  1943,  with  1,658  companies, 
or  17.4  percent  of  the  cases  assigned  up  to  that  time,  and  4,076  addi- 
tional companies  were  then  engaged  in  renegotiations." 

It  would  seem  to  me,  at  least,  and  I  am  sure  to  other  members  of 
the  committee,  that  these  price  adjustment  boards  should  give  their 
attention  to  concerns  who  are  at  least  suspected  as  having  earned 
inordinate  profits  out  of  these  war  projects,  and  not  harass  other 
companies,  and  that  is  about  what  it  amounts  to,  when  they  have  no 
lust  cause  or  just  reason  for  believing  that  companies  like  yours 
have  not  enjoyed  that  character  of  profats  out  of  sales  and  should  be 
permitted  to  carry  on.  We  all  know  that  renegotiation  must,  in  some 
measure,  slow  up  production  because  men  are  engaged  in  preparing 
for  it  whose  time  could  be  better  spent  in  speeding  up  and  bringing 
about  maximum  production. 

I  do  not  think  it  was  ever  the  intent  of  Congress  that  companies 
engaged  in  normal  production,  or  the  production  of  normal  products, 
should  be  renegotiated  where  the  cost  is  known. 

Mr.  Anderson.  The  fact  is,  Congi'essman,  that  they  are  being 
renegotiated. 

Mr.  Knutson.  That  is  a  pity.  They  had  better  devote  themselves  to 
some  of  these  war  babies. 

Mr.  Reed.  I  just  want  to  express  my  pleasure  in  seeing  you  here 
again,  Mr.  Anderson.  Our  association  was  most  pleasant  when  you 
were  in  Congress,  and  we  are  always  glad  to  see  you. 

Mr.  Anderson.  Thank  you  very  much.  I  appreciate  what  you  have 
said,  and  I  thank  you  for  it. 

Mr.  Dingell.  Of  course,  I  am  sympathetic  with  the  problem  you 
have  in  the  milling  business,  but  I  do  not  know  what  your  contact 
might  be  with  the  sawyers,  or  lumber  producers.  ,  I  do  not  know  that 
you  want  to  be  recorded  as  agreeing  that  perhaps  the  lumber  industry 
is  such  an  industry  that  it  is  in  the  same  category  with  the  milling 
industry. 


Recently  I  sat  in  a  conference  at  Detroit  with  our  entire  congres- 
sional delegation.  We  had  information  from  unchallenged  sources, 
particularly  from  builders,  to  show  that  the  producers  of  lumber  arbi- 
trarily and  without  any  justification  whatsoever  raised  the  cost  of  their 
lumber  at  a  price  up  to  $14  a  thousand  by  the  mere  method  of  up- 
grading lower  grades  to  higher  grades.  The  public  has  to  pay,  and 
nothing  can  be  done  about  it,  seemingly,  even  though  builders  go  out  of 
business.  I  would  not  want  the  record  to  appear  that  you  agree  that 
the  problem  is  the  same,  or  that  the  relationship  is  the  same  in  the 
milling  industry,  and  I  am  not  condemning  the  lumber  industry.  I 
want  to  go  deeper  into  the  question. 

Mr.  Knutson.  Will  the  gentleman  yield  ? 

Mr.  Dingell.  I  will  be  glad  to. 

Mr.  Knutson.  Of  course,  the  gentleman  wants  to  be  fair.  I  think  if 
you  find  that  lumber  has  gone  up  14  percent 

Mr.  Dingell.  $14  per  thousand,  according  to  the  method  of  up- 
grading. 

Mr.  Knutson.  That  may  be  the  case  with  smaller  and  more  irre- 
sponsible concerns,  but  the  larger  concerns  are  making  less  than  5 
percent. 

Mr.  Dingell.  Of  course  that  may  be  so. 

Mr.  Knutson.  I  mean  since  the  war  broke  out ;  I  think  the  record 
will  so  show. 

Mr.  Dingell.  I  do  not  want  to  be  unfair.  I  merely  wanted  to  say 
what  my  experience  was  recently  in  Detroit. 

Mr.  Knutson.  That  is  probably  true  in  the  case  of  some  small, 
portable  concerns. 

Mr.  Dingell.  I  know  that  the  builders,  bankers,  and  other  inter- 
ests have  difficulty  with  regard  to  the  prices  of  lumber,  and  in  those 
instances  I  presume  it  may  be  that  we  will  possibly  have  renegotia- 
tion. 

Mr.  Anderson.  I  would  like  to  make  one  observation,  and  that  is 
that  what  I  have  said  was  directed  primarily  and  almost  wholly  to  the 
type  of  commodities  which  are  commonly  designated  as  shelf  com- 
modities, particularly  food. 

Mr.  Carlson.  At  the  present  time  we  have  ceiling  prices  on  flour 
established  by  the  O.  P.  A. 

Mr.  Anderson.  That  is  right. 

Mr.  Carlson.  Therefore,  when  mills  enter  competitive  bids,  they, 
of  course,  must  have  the  price  ceilings  in  mind. 

Mr.  Anderson.  They  have  to. 

Mr.  Carlson.  Is  it  not  true  that  this  ceiling  price  on  flour  is  set  so 
low  that  the  mills  have  had  serious  difficulty  in  securing  wheat  at  a 
price  that  will  permit  grinding  it  into  flour  at  cost,  let  alone  a  profit  ? 

Mr.  Anderson.  What  has  happened  is  that  the  price  of  wheat  has 
risen  above  the  price  at  the  time  flour  ceilings  were  established,  and 
upon  which  they  were  established,  so  we  are  now  in  a  squeeze  between 
the  wheat  price  and  the  flour  ceiling. 

Mr.  Carlson.  You  say  that  you  are  in  that  situation  now.  As  a 
matter  of  fact,  you  were  in  the  same  situation  a  few  months  ago. 

I  know  that  during  that  period  it  became  necessary  for  Mr.  Byrnes, 
Director  of  Economic  Stabilization,  to  increase  the  ceiling  price  on 
flour  to  get  flour  production. 
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Mr.  Anderson.  That  is  right. 

Mr.  Carlson.  It  was  absokitely  necessary  to  do  it  at  that  time  to 
keep  the  mills  in  operation. 

Mr.  Anderson.  That  is  right. 

Mr.  Carlson.  You  say  we  are  in  the  same  situation  at  this  time,  or 
rapidly  approachinfj  it. 

Mr.  Anderson.  Yes. 

Mr.  Carlson.  Millers  inform  me  we  must  increase  the  flour  ceiling 
immediately  or  the  millers  will  be  unable  to  grind  flour.  With  that 
situation  I  can  see  no  need  for  renegotiation,  at  least  in  the  flour 
business  or  the  milling  industry,  or  any  part  of  it. 

The  Chairman.  We  thank  you  very  nnich,  ISIr.  Anderson,  for  your 
appearance  before  the  committee  today  and  for  the  very  interestina 
and  enlightening  statement  you  have  given  the  committee. 

Mr.  Andfrson.  1  thank  you,  Mr.  Chairman. 

(Thereupon  the  committee  recessed  until  1:30  p.  m.  of  the  sjune 
day.) 

AFTER   I^ECESS 

The  committee  reconvened  pursuant  to  the  taking  of  recess,  Hon. 
Robert  L.  Doughton  (chairman)  presiding. 

The  Chairman.  The  committee  Avill  please  be  in  order.  The  'next 
witness  on  the  calendar  is  Mr.  T.  F.  Saifady,  of  the  Sav-way  Indus- 
tries of  Detroit,  Mich. 

Please  give  the  stenographer  your  name  and  address  and  your  con- 
nections. 

You  would  prefer  to  make  j^our  main  statement  fiee  of  interrup- 
tion, answering  questions  later? 

Mr.  Saffady.  I  would  like  very  much  to.  It  will  take  about  10 
minutes. 

The  Chairman.  Without  objection,  we  will  proceed  with  that  un- 
derstanding. 

STATEMENT  OF  THOMAS  F.  SAITADY,  GENERAL  MANAGER, 
SAV-WAY  INDUSTRIES  OF  DETROIT,  MICH. 

Mr.  Saffady.  My  name  is  Thomas  Saffady  and  I  am  general  man- 
ager and  partner  of  the  Sav-Way  Industries  of  Detroit,  Mich.  We 
own  and  operate  four  manufacturing  plants  in  the  city  of  Detroit, 
devoted  exclusively  to  war  production.  Our  work  is  of  a  diversified 
nature  consisting  of  producing  the  Sav-Way  Internal  Grinder,  both 
hand  and  hydraulic  types,  and  component  parts,  precision  production 
items,  gages,  tools,  precision  high-speed  spindles,  all  directly  utilized 
in  the  war  effort. 

At  the  outset  we  wish  to  go  on  record  as  being  sympathetic  with  the 
general  principles  underlying  the  need  and  purpose  of  renegotiation 
but  cannot  subscribe  to  discretionary  limitations  presently  imposed 
on  price  adjustment  boards. 

Our  company  commenced  operations  on  January  7,  1941,  with 
modest  capital  and  an  association  of  years  of  experience  which  resulted 
in  the  development  of  our  four  plants  and  many  products.  From  the 
inception  of  our  business  we  have  been  engaged  100  percent  in  the 


RENEGOTIATION  OF  WAR  CONTRACTS 


775 


development  and  production  of  vital  war  products.  Our  endeavor  and 
tireless  application  was  based  upon  the  assumption  and  secure  in  the 
belief  that  the  primary  objective  of  all  concerned  was  intelligent  pro- 
ductive capacity,  brought  about  by  initiative,  ingenuity,  aggressive 
application  and  efficiency,  without  regard  to  immediate  monetary  gain. 

Our  belief  in  American  principles  at  least  to  the  effect  that  neither 
taxation  nor  renegotiation  would  bring  about  forced  liquidation  or 
arbitrary  confiscation  of  the  assets  created  by  us  in  an  unselfish  en- 
deavor to  lend  material  assistance  to  the  war  effort  and  its  require- 
ments, prompted  us  to  invest  and  reinvest  all  earnings  and  profits 
without  considering  borrowed  working  capital  and  invaluable  irre- 
placeable executive  and  mechanical  energy  and  application. 

It  is  our  purpose  to  submit  pertinent  facts  for  the  committee's  con- 
sideration relating  to  our  business  and  the  effect  of  the  present  Re- 
negotiation Act  with  the  present  discretionary  limitations  imposed  on 
price-adjustment  boards. 

Within  a  few  days  we  are  scheduled  to  appear  before  the  Price  Ad- 
justment Board  on  which  occasion  we  will  be  advised  of  its  determina- 
tion of  alloAvable  profits  based  upon  the  following  picture : 

During  the  fiscal  year  ending  November  30, 1942,  which  is  the  period 
under  review,  our  sales  were  approximately  $2,600,000,  upon  which  we 
made  a  book  profit,  before  taxes,  of  approximately  $612,000  or  24 
percent.  Obviously,  we  nor  any  other  patriotic  American  citizen  in 
time  of  national  emergency  will  not  require  the  Government  to  add 
that  much  profit  to  the  cost  of  vital  national  emergency  materials. 
However,  at  this  point  in  the  war,  insistent  and  continued  production 
demands  were  being  made  of  industry,  and  particularly  our  type  of 
mdustjry,  making  it  necessary  to  purchase  and  add  heavily  to  our  ma- 
dunery,  equipment,  and  production  facilities.  In  compliance  witli 
such  demands  during  this  period,  all  cash  receipts,  including  earnings 
and  profits,  were  employed  in  acquiring  these  facilities,  the  result  of 
which  reflected  by  our  1943  volume  of  approximately  four  and  one- 
half  million  dollars.  This  figure  presents  an  approximate  increase 
in  war  production  of  $2,000,000.  During  this  period  all  of  our  time, 
energy,  and  attention  was  applied  to  increased  production  demands 
to  the  end  that  we  find  ourselves  suddenly  called  upon  to  analyze  our 
operating  results  for  this  period  and  then  learned  that  the  book  profits 
are  represented  by  an  increased  amount  of  production  facilities  in- 
stead of  available  cash. 

It  is  with  a  rightful  feeling  of  apprehension  that  we  face  the  prob- 
lem of  complying  with  the  findings  of  the  Board,  no  matter  how  gen- 
erous they  may  be  permitted  to  be  in  view  of  their  present  di.55re- 
tionary  limitations  as  affecting  our  somewhat  unusual  status. 

<Jur  position  in  this  regard  is  emphasized  by  reason  of  the  fact  that 
|ve  have  no  base  period  earning  experience  and  the  restrictions  or 
limitations  imposed  upon  partnership  entities  by  the  provisions  of  the 
Revenue  Act. 

^^ow,  should  this  Board  find  that  by  applying  such  formula  as  has 
oeen  announced  publicly  as  having  been  applied  to  cases  in  similar 
mes  of  industry  such  as  ours  and  determine  that  the  allowable  profit 
alter  renegotiation  should  be  12,  13,  or  14  percent  and  proposes  a  re- 


lai u  •  Government  of  three,  four,  or  five  hundred  thousand  dol 
IS,  obviously  it  is  tantamount  to  requesting  a  return  of  a  vasi 
^ount  of  machinery  now  busily  engaged  in  war  production. 
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This  machinery  was  purchased  over  a  period  of  2%  years  by  invest- 
ing and  reinvesting  all  cash  receipts,  including  earnings  and  profits. 
The  effect  of  which  was  that  we  have  accumulated  an  excess  of  $700,- 
000  of  necessity  certificates.  In  doing  so  we  daringly  and  coura- 
geously  invested  tax  money  in  equipment  that  was  vitally  needed  to 
obtain  the  required  machine-hours  of  production  incident  to  our  con- 
tribution  to  the  war  effort.  And,  in  so  doing,  we  assumed  a  risk  rely, 
ing  on  a  congressional  guaranty  that  this  equipment  could  be  amor- 
tized  over  a  period  of  5  years  or  sooner  if  the  emergency  terminated 
at  an  earlier  date. 

It  follows  as  a  logical  conclusion  that— having  made  our  original 
investment,  reinvested  all  earnings  and  profits — the  effect  of  the  pres- 
ent renegotiation  statute  and  procedure  with  limited  discretion  im- 
posed  on  price  adjustment  boards  would  effectively  bring  about  a 
forced  liquidation  of  a  business  or  industry  with  no  compensation 
for  the  initiative  and  ingenious  effort  expended  by  us  in  the  war  effort 
and  destroy  the  congressional  guaranty  effecting  amortization  under 
necessity  certificates. 

In  order  to  overcome  the  present  complexities  as  above  presented 
and  at  the  same  time  accomplish  a  fair  workable  renegotiation,  we 
suggest : 

(a)  That  the  respective  regional  and  district  price  adjustment 
boards  be  granted  discretionary  powers  and  authority  to  allow,  in 
cases  regarded  as  meritorious,  certain  reserves  to  provide  against  the 
possibility  of  financial  collapse  upon  termination  of  the  emergency. 

(h)  To  grant  such  boards  discretionary  power  and  authority  in 
fixing  and  determining  allowable  profits  in  unusual,  special,  extraor- 
dinary, or  meritorious  cases. 

(c)  To  allow  such  boards  discretionary  power  and  authority  in  tlie 
allowance  or  disallowance  of  special  amortization  of  war  facilities 
purchased  and/or  erected  under  certificates  of  necessity. 

(d)  The  amendment  of  the  Kenegotiation  Act  providing  for  and 
giving  effect  to  the  entire  amortization  of  war  facilities  erected  under 
certificates  of  necessity  before  any  renegotiation  can  take  place. 

(e)  An  amendment  of  the  renegotiation  statute  permitting  rene- 
gotiation settlements  to  be  reopened  in  the  same  way  and  to  the  same 
extent  that  tax  returns  can  be  reopened  for  the  purpose  of  doing  sub- 
stantial justice  to  the  contractor. 

That  completes  my  statement. 

Mr.  DiNGELL.  As  I  understand  it,  Mr.  Saffady,  you  are  generaUy 
in  accord  with  the  objectives  of  the  renegotiation  law? 

Mr.  Saffady.  I  am,  sir ;  very  much  so.  * 

Mr.  DiNGELL.  But  as  I  understand  it  your  experience  prompts  you 
now  to  seek  some  security  in  the  future  for  the  maintenance  of  your 
business  and  your  idea  is  that  the  local  pricing  boards  and  negotiatoi^ 
situated  in  and  near  your  base  of  operations  can  get  a  better  check 
and  perhaps  have  a  better  understanding  than  the  final  authority  here 
in  Washington.  And  what  you  are  particularly  anxious  about  is  to 
fix  the  responsibility  on  the  local  authority  so  ihat  they  could  approve 
and  affirm  their  own  findings? 

Mr.  Saffady.  That  is  verj^  true. 

Mr.  DiNGELL.  In  a  renegotiation  problem  involving  up  to  $500,OWi 
is  that  correct? 


Mr.  Saffady.  Tliat  is  very  true.  Here  is  my  contention:  These 
fellows  are  supposed  to  be  intelligent  enough  to  come  into  my  plant 
and  size  up  my  situation,  determine  whether  I  made  any  excess  profits 
or  not,  whether  I  am  entitled  to  any  breaks,  if  we  call  them  that 

Mr.  DiNGELL.  Aiiy  what? 

Mr.  Saffady.  Any  breaks;  I  do  not  know  what  to  call  them  other 
than  that.  Then,  bv  God,  they  should  be  allowed  to  settle  it  and 
not  have  to  worry  whether  or  not  Washington  is  going  to  approve  or 
disapprove  their  finding.  It  is  true,  in  most  cases,  the  Washington 
Board  approves  automatically,  more  or  less.  I  am  told  in  9  cases  out 
of  10  the  Washington  Board  approves  what  the  local  Board  has  found. 
But  the  fear  of  the  renegotiator  or  board  that  has  made  a  finding  and 
made  a  decision  and  wanted  to  make  a  settlement  on  that  basis  is,  if 
it  was  more  than  what  was  usually  given  in  that  case  or  in  similar 
cases,  that  the  Washington  Board  might  turn  it  down  and  then  that 
would  set  up  a  precedent.  In  other  words,  they  would  feel  that  the 
Detroit  Negotiation  Board,  in  this  particular  case,  was  not  justified  in 
this  case,  so  that  it  might  not  be  justified  in  the  other  cases. 

A  little  while  ago  I  think  Mr.  Knutson  said  something  about  "war 
babies,"  and  he  said  it  in  a  derogatory  manner.  I  mean  here  is  the 
thing — I  am  concerned  with  seeing  that  we  are  not  insulted.  Sure 
we  are  a  "war  baby,"  if  you  want  to  call  us  that,  but  we  are  more  than 
a  "war  baby";  we  are  a  victory  expediter.    That  is  what  we  are. 

During  the  last  war,  there  might  have  been  need  for  calling  some 
of  our  industries  "war  babies."  They  made  millions  out  of  the  war. 
The  books  state  that  23,000  millionaires  resulted  from  the  last  war. 
But  the  present  renegotiation  statute  provides  that  there  won't  be 
any  more  millionaires. 

Mr.  DiNGELL.  I  am  not  concerned  about  that;  let  us  not  go  into 
that,  but  let  me  ask  you  some  questions. 

You  entered  into  the  business,  or  you  were  in  business  before  Pearl 
Harbor  ? 

Mr.  Saffady.  That  is  true. 

Mr.  DiNGELL.  You  risked  your  funds  and  fortunes  when  the  coun- 
try needed  every  possible  effort  to  be  expended  in  the  defense  of  it, 
even  before  there  was  any  assurance  of  amortization ;  is  that  correct  ? 

Mr.  Saffady.  That  is  very  true,  sir. 

Mr.  DiNGELL.  In  other  words,  you  took  your  chances  on  whether 
you  would  make  money  or  whether  you  would  lose  monev? 

Mr.  Saffady.  That  is  true. 

Mr.  DiNGELL.  Your  were  not  concerned  with  that ;  you  were  willing 
to  take  your  chances?  ^ 

Mr.  Saffady.  That  is  true. 

pp^^;i  "^J.^^^^*  ^^^  ^^^  ^^^  ^^^®  ^^^^  ^^^^'  ^<^w  you  have  suc- 
nrmr  'ui  ^®  ^^^  amortization  provisions.  By  the  way,  they  are  not 
^^PPiicable  to  you,  because  you  did  not  come  in  on  that  basis? 

Mr.  Saffady.  No;  they  are  applicable,  because  the  equipment 
^at  was  acquired— prior  to  that  time— I  concede  that;  but  the  equip- 

certifir^t  ?^^    ^™^  ^^^^  ^^^^  ^^^  ^^  ^^^^^  "^^  obtained  necessity 

Mr.  DiNGELL.  Of  course. 
SPP  ^*  Saffady.  And  that  is  the  amount  represented  in  here.    You 
«e,  we  have  our  own  private  money,  our  "profits,"  if  you  want  to  caU 
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it  that,  invested,  on  which  we  cannot  get  the  amortization  you  are 
talking  about ;  but,  beyond  that  point,  we  have  $700,000  of  amortisa- 
tion available  to  us. 

Mr.  DiNGELL.  And  that  expenditure  came  from  plowing  back  your 
profits  ? 

Mr.  Saffady.  That  is  true,  Mr.  Dingell. 

Mr.  Dingell.  That  is  all. 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
information  you  have  given  the  committee,  Mr.  SafFady. 

The  next  witness  on  the  calendar  is  the  Honorable  Rollin  Browne, 
commissioner,  New  York  State  Department  of  Taxation  and  Finance. 
Mr.  Browne,  please  give  the  stenographer  your  name  and  address, 
and  your  connection. 

STATEMENT  OF  HON.  ROLLIN  BROWNE,  PRESIDENT,  NEW  YOEK 

STATE  TAX  COMMISSIONERS 

Mr.  Browne.  My  name  is  Rollin  Browne ;  I  am  president  of  the 
New  York  State  Tax  Commission. 

The  Chairman.  How  much  time  do  you  think  you  will  need  for 
your  main  statement,  if  uninterrupted,  Mr.  Browne  ? 

Mr.  Browne.  Probably  15  minutes. 

The  Chairman.  All  right;  you  are  recognized  for  15  minutes. 

Mr.  Browne.  I  am  appearing  here  on  behalf  of  the  State  of  New 
York.  Immediately  following  me,  Mr.  Walter  W.  Walsh,  the  tax 
commissioner  of  Connecticut,  will  appear  on  behalf  of  that  State. 
In  addition  to  that,  Mr.  Walsh  and  I  are  appearing  jointly  for  the 
committee  on  renegotiation  of  the  National  Association  of  Tax  Ad- 
ministrators. That  committee  consists,  in  addition  to  Mr.  Walsh  and 
me,  of  Commissioner  Francis  M.  Pinckney,  of  South  Carolina;  Com- 
missioner Edwin  Gill,  of  North  Carolina;  Commissioner  James  Mc- 
Colgan,  of  California;  Commissioner  A.  E.  Wegner,  of  Wisconsin; 
and  Commissioner  T.  M.  Jenner,  of  Washington. 

Now,  it  seems  tliat  we  got  down  here  in  the  middle  of  a  fight  over  the 
wisdom  of  the  policy  or  practice  of  renegotiation.  I  am  sorry  for 
that.  There  are  some  war  contractors  in  my  State  and  in  other  States 
that  are  opposed  to  renegotiation ;  but  there  are  also  some  that  favor 
renegotiation.  But  that  is  not  our  business.  We  are  not  here  to 
sponsor  or  to  oppose  renegotiation ;  we  are  concerned  solely  with  the 
effect  of  renegotiation  as  now  carried  on  by  the  Price  Adjustment 
Boards  on  State  revenues  and  budget  problems. 

The  National  Association  of  Tax  Administrators  held  a  convention 
recently  in  Chicago  at  which  29  States  were  represented.  At  that 
convention,  a  resolution  was  adopted  unanimously  which  called  atten- 
tion to  the  adverse  effects  of  renegotiation  on  State  tax  revenues,  and 
requested  relief  from  Congress.  Similar  resolutions  have  been 
adopted  by  committees  or  commissions  on  interstate  cooperation,  af- 
filiated with  the  Council  of  State  Governments,,  of  the  States  of  Soutli 
Carolina,  Vermont,  and  New  York.  The  New  York  resolution  is  typi- 
cal more  gr  less  of  the  others  and  I  should  like  your  indulgence  to  read 
a  short  part  of  that  resolution : 

Whereas  the  retroactive  recapture  of  profits  on  renegotiation  of  war  contracts 
bj'  the  Federal  Government  has  subjected  various  States  to  the  risk  of  serious 


1  ««  of  State  tax  revenues  through  the  necessity  of  refunding  State  taxes  already 
niipcted  and  in  some  instances  already  distributed  to  and  expended  by  local 
governmental  subdivisions,  and  has  imposed  on  the  States  other  administrative 
f  lid  budgetary  problems ;  and 

Whereas  certain  factors  are  taken  into  consideration  in  the  renegotiation  of 
war  contracts,  which  factors  are  not  ordinarily,  and  should  not  be,  given  effect 
in  computing  State  corporate  taxes;  and  ,.  ,.        ^  ^      .„ 

Whereas  the  States  do  not  participate  in  the  renegotiation  of  war  contracts, 
which  is  confided  to  the  exclusive  jurisdiction  of  the  appropriate  departments  of 
the  Federal  Government ;  and 

Whereas  certain  States  have  enacted  amendments  to  their  State  corporation 
fnx  laws  to  protect  themselves  to  some  extent  against  the  effects  of  such  retro- 
active renegotiation,  and  other  States  are  likely  to  enact  various  amendments 
to  accomplish  the  same  objectives,  resulting  in  confusion  and  lack  of  uniformity 
among  the  States  and  undue  burdens  on  the  taxpayers  whose  contracts  are  being 
renegotiated;  now,  therefore,  be  it 

Resolved,  That  the  New  York  State  Joint  Legislative  Committee  on  Inter- 
state Cooperation  in  executive  session  respectfully  recommends  to  the  Congress 
of  the  United  States  and  to  the  approplriate  departments  of  the  Federal  Gov- 
ernment the  adoption  of  a  method  of  renegotiation  of  war  contracts  which  will 
relieve  the  States  of  the  problems  referred  to  herein  and  obviate  the  refunding 
of  State  taxes  already  collected ;  and  be  it  further 

Resolved,  That  this  committee  strongly  urges,  for  the  purpose  of  providing  a 
uniform  and  equitable  method  of  accomplishing  the  foregoing  purposes,  that 
every  contractor  be  allowed  on  renegotiation  credit  for  State  taxes  computed  in 
accordance  with  the  applicable  State  laws  without  adjustment  for  excessive 
profits  recaptured  after  the  end  of  the  period  on  the  basis  of  which  the  con- 
tractor's state  taxes  are  determined.     *     *     * 

The  prosecution  of  the  war  effort  throughout  the  country  has  caused 
serious  dislocations  in  the  fiscal  affairs  of  the  States.  Motor-vehicle 
taxes,  motor-fuel  taxes,  and  other  similar  taxes  have  declined  for 
obvious  reasons.  Moreover,  real  and  personal  property  taxes  have 
been  reduced  to  some  extent  by  increased  acquisitions  of  tax-exempt 
property  in  the  States  by  the  Federal  Government  and  its  instru- 
mentalities. 

Mr.  Reed.  Right  there:  Have  you  any  figures  to  show  how  much 
property  they  have  acquired  and  taken  from  the  tax  rolls  of  the 
States? 

Mr.  Browne.  There  are  some  figures  that  have  been  compiled.  I 
am  sorry  I  have  not  them  with  me.  I  can  get  them  and  send  them 
to  you. 

Mr.  Reed.  Can  you  do  that,  and  have  them  made  a  part  of  the 
record  ? 

Mr.  Browne.  I  will  be  glad  to  do  that. 

The  Chairman.  Without  objection,  they  will  be  made  a  part  of  the 
record. 

Mr.  Reed.  That  is  a  very  serious  problem  in  many  parts  of  the 
country? 

Mr.  Browne.  It  is.  And  the  Council  of  State  Governments  has 
another  committee  that  is  taking  that  up  with  the  Federal  Govern- 
ment. 

On  the  other  hand,  it  is  perfectly  true  there  has  been  a  tremen- 
dous expansion  in  business  activity  and  that  has  resulted  in  a  great 
increase  in  corporate  income  and,  therefore,  in  State  corporation 
taxes  which  are  measured  by  corporate  income;  but,  in  New  York, 
these  increases,  on  the  one  hand,  and  decreases,  on  the  other  hand, 
have  just  about  evenly  balanced.  Our  revenues  are  not  very  far  off 
from  what  they  were  2  or  3  years  ago. 
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Another  consideration  is  that  this  same  expansion  of  business  which 
has  increased  our  corporate  tax  revenues  has,  at  the  same  time,  sub- 
stantially increased  the  cost  of  local  governmental  services  and  f  acili- 
ties  in  the  various  communities  of  the  States.  At  the  same  time 
of  course,  those  local  communities  are  faced  with  the  necessity  of 
making  some  preparation  for  the  inevitable  post-war  readjustments. 
The  policy  of  renegotiation  as  now  pursued  by  the  Price  Adjust- 
ment Boards  is  multiplying  the  budgetary  and  administrative  prob- 
lems of  the  States  and  local  subdivisions.  There  are  32  States  which 
tax  corporations  on  or  according  to  their  net  incomes,  and  it  is  those 
corporation  taxes,  measured  by  net  income,  which  are  most  seriously 
affected.    One  illustration  will  suffice  to  make  that  point  clear. 

A  corporation  which  is  engaged  in  war  work  may  show,  at  the  end 
of  its  fiscal  year,  net  profits  before  taxes  of,  say,  $1,000,000.  On  May 
15  following,  that  corporation  files  its  New  York  franchise  tax  return. 
It  reports  a  million  dollars  of  net  income  and  a  State  franchise  tax  of 
$60,000,  which  it  pays  to  the  State.  Almost  immediately  the  State  of 
New  York  divides  that  tax  with  the  cities,  towns,  counties,  and  vil- 
lages where  the  corporation's  property  is  located.  In  this  way,  the 
State  pays  over  to  those  local  subdivisions  about  25  percent  of  the 
total  franchise  tax.  And  I  may  say  that  that  distribution  of  that 
part  of  our  franchise  tax  is  in  lieu  of  the  tangible  personal  property 
tax  which  has  been  repealed  in  our  State. 

There  are  seven  States  which  follow  this  same  pattern  of  dividing 
their  corporation  taxes  with  their  local  subdivisions.  These  are,  in 
addition  to  New  York,  Massachusetts,  Colorado,  Iowa,  Oregon,  Wis- 
consin, and  Minnesota.  Now,  of  course,  as  soon  as  that  tax  money 
is  distributed  to  the  towns  and  cities  and  villages  it  is  spent  by  them, 
and  a  lot  of  it  is  spent  by  them  to  defray  the  cost  of  additional  fa- 
cilities and  services  connected  with  the  war  effort.  Then,  some 
months  later,  or  maybe  a  year  or  more  later,  that  corporation's  war 
contracts  are  renegotiated  and  some  Price  Adjustment  Board  deter- 
mines that  $500,000  of  the  profits  were  excessive. 

Mr.  Reed.  Pardon  me;  I  do  not  want  to  keep  interrupting  you, 
but  you  mention  about  the  extra  services  that  the  communities  have 
had  to  provide.  That  is  particularly  true,  is  it  not,  in  a  commu- 
nity where  they  put  up  Government  buildings,  and  the  community 
is  called  upon  to  provide  plants  and  schools,  sewerage,  lighting,  and 
all  those  things  to  serve  the  enlarged  community. 

Mr.  Browne.  Fire,  police,  schools— all  of  those  regular  govern- 
mental services. 

Mr.  Reed.  And  there  is  a  very  great  burden  thrown  on  that  com- 
munity ? 

Mr.  Browne.  A  city  of  50,000  may  now  have  100,000  that  must  be 
taken  care  of. 

Mr.  Reed.  Excuse  my  interrupting. 

Mr.  Browne.  I  am  delighted  to  have  you  do  so,  Mr.  Reed. 
^  Of  course  you  gentlemen  know  better  than  I  do  that  excessive  prof- 
its on  renegotiation  are  determined  before  rather  than  after  Federal 
taxes.  So  in  the  case  I  put  as  an  example,  although  that  company 
has  already  paid,  say,  80  percent  of  those  excessive  profits,  or  $400,0(X) 
back  to  the  Government  in  the  form  of  taxes,  nevertheless  the  whole 
$500,000  is  called  excessive  profits.    And  the  company's  Federal 
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Hxes  are  recomputed  and  a  contract  is  drawn  up  and  signed  and 
that  contract  says  that  the  company  has  repaid  $500,000  of  exces- 
sive profits  to  the  Government— not  taxes.  j^^r      ^    ^       j  •<. 

Then  that  company  comes  around  to  the  State  of  New  York  and  it 
files  a  claim  for  a  refund  of  $30,000,  or  half  of  the  taxes  which  it  has 
already  paid  to  the  State.  Part  of  it  has  already  been  paid  over  by  the 
State  to  the  local  communities  and  already  expended  by  them,  and 
that  is  the  point  where  our  troubles  begin. 

In  the  first  place,  we  did  not  take  any  part  m  the  renegotiation.  We 
do  not  know  how  the  revised  figure  of  $500,000  of  reasonable  net 
profits  was  agreed  upon.  All  of  that  is  left  to  the  price  adjustment 
boards.  They  go  into  a  huddle  with  the  contractor ;  they  come  out  with 
a  fionre.  They  come  around  and  tell  us  "Here  it  is ;  take  it."  But 
there  is  one  thing  we  do  know,  or  strongly  suspect,  and  that  is  that 
various  factors  may  have  been  taken  into  consideration  in  determining 
those  excessive  profits  which  have  no  proper  place  in  normally  com- 
puting net  income  for  tax  purposes.  T  .     X 

Now,  we  do  not  know  the  renegotiation  process;  we  do  not  claim  to; 
but  we  do  hear  about  it.  We  hear,  for  example,  that  the  figure  arrived 
at  with  the  contractor  as  the  fair  amount  of  profit  to  be  retained  by 
him  may  have  been  based,  in  part,  on  an  attempt  by  the  Price  Adjust- 
ment Board  to  reward  the  efficiency  of  a  particular  company,  to  pay 
him  a  little  better  for  his  extra  contribution  to  the  war  effort. 

Mr.  Reed.  May  I  interrupt  just  once  more?  On  page  6,  at  the  end 
of  the  first  paragraph,  you  might  call  it,  you  say : 

We  understand  further  that  the  renegotiation  officials  also  can  take  into  con- 
sideration the  labor  record  and  general  efficiency  of  the  contractor,  thus  reward- 
ing "good"  contractors  and  spurring  the  efforts  of  all. 

Is  that  your  understanding,  that  they  do  that  ?  We  have  had  testi- 
mony here,  I  think,  to  the  contrary.  I  am  just  wondering  whether 
you  were  sure  of  your  ground  ? 

Mr.  Browne.  1  am  not  sure  of  it.  I  am  only  telling  you  what  we 
have  heard  about  it.   We  do  not  know.   I  am  sorry  I  was  not  here — — 

Mr.  Reed.  I  do  not  know,  either;  I  just  want  to  get  at  the  facts,  if 
I  can.   All  I  know  is  that  is  the  testimony  we  have  had. 

Mr.  Bro^vne.  I  am  sure  if  these  gentlemen  say  they  do  not,  that 
thev  do  not;  but  it  is  commonly  reputed  that  they  do  do  that. 

There  is  another  thing  I  have  seen  attributed  to  the  Price  Adjust- 
ment Boards,  that  is  this:  That  they  accept  as  one  yardstick  the 
amount  of  profits  made  by  the  contractor  before  he  had  war  contracts. 
I  do  not  mean  that  they  always  limit  him  to  the  same  dollar  amount 
of  profits,  but  they  bear  that  figure  in  mind,  the  profits  he  made  on  his 
business  before  expansion  due  to  the  war  effort,  in  determining  how 
much  profits  he  ought  to  be  allowed  to  keep  on  his  greatly  expanded 
war  business.  But  even  assuming  that  we  can  and  do  find  out  that 
this  renegotiation  contract  reflected  an  entirely  proper  adjustment  of 
the  net  income  and  took  into  consideration  only  factors  that  we,  as 
tax  administrators,  would  have  taken  into  consideration,  then  the 
question  is,  Where  are  we  going  to  get  the  money  to  pay  the  refund? 

Of  course  we  have  in  New  York,  and  other  States  have,  money 
available  to  make  ordinary  refunds  of  overpayment  of  taxes  under 
normal  conditions,  but  we  do  not  have  unlimited  funds  to  make  enor- 
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mous  refunds  to  practically  all  of  our  large  taxpayers.  And  certainly 
our  towns  and  villages  are  going  to  be  hard  put  to  it  to  stand  the 
financial  strain  on  them  when  we  call  on  them  to  refund  to  us  part 
of  the  earlier  distributions  already  made  to  them  and  expended  by 
them.  ^ 

We  must  never  forget  this,  that  the  tax  administrators  in  the 
States  do  not  have  any  idea  how  far  this  is  going.  We  do  not  know 
how  much  these  refunds  may  amount  to  and  many  of  those  refunds 
are  bound  to  come  along  after  the  business  boom  has  collapsed,  and 
those  refunds  will  have  to  be  met  out  of  lowered  post-war  revenues. 
The  States  have  considered  this  problem  from  every  angle  and  as 
I  said,  29  of  them  were  represented  at  the  Chicago  convention  of  the 
National  Association  of  Tax  Administrators,  and  they  unanimously 
decided  to  come  down  here  and  ask  for  relief. 

There  is  another  reason  why  the  States  ask  relief  in  addition  to  the 
administrative  and  budgetary  problems  that  are  harassing  us;  that 
is  that  the  present  practice  as  followed  by  the  Price  Adjustment  Boards 
discriminates  unjustly  among  the  different  States.  The  Price  Adjust- 
ment Boards  say  they  treat  everybody  the  same,  treat  every  State  the 
same;  that  they  take  the  various  State  laws  just  as  they  find  them 
and  that,  in  renegotiating  a  contractor's  contract  and  determining  his 
excessive  profits,  they  allow  him  credit  or  deduction  for  whatever  State 
tax  he  has  had  to  pay,  or  must  pay,  under  the  State  law  and  cannot  get 
back.  Well,  that  is  an  easy  way,  and  I  can  understand  how  these 
gentlemen  think  that  is  treating  all  States  alike;  but  it  really  does  not 
do  so.    And  here  is  why. 

There  are  some  States  which  do  not  and  cannot,  under  their  laws, 
recognize  or  give  any  effect  to  the  renegotiation  and  which  do  not 
and  cannot  refund  any  taxes  already  paid  voluntarily  by  a  contractor. 
He  has  filed  his  return,  computed  his  income  and  paid  his  tax,  and 
just  because  in  a  later  year  he  has  voluntarily,  or  under  compulsion, 
repaid  a  part  of  his  profit  to  the  Government,  that  is  no  action  that 
the  State  tax  administrator  can  recognize,  under  the  State  law,  as  a 
basis  for  refunding  taxes. 

To  be  specific,  Arkansas  and  South  Carolina  have  announced  that, 
under  their  laws,  they  do  not  have  to  and  they  will  not  make  any  such 
refunds  resulting  from  renegotiations  that  reduce  the  contractor's 
profits  after  his  year  has  been  closed  and  after  he  has  filed  his  return 
and  paid  his  taxes.  So  if  the  corporation  I  just  put  to  you  in  my 
example  is  an  Arkansas  or  South  Carolina  corporation,  the  renegotia- 
tion officials  just  take  the  State  law  as  they  find  it;  they  give  the 
corporation  credit  for  the  full  State  tax  based  on  its  original  unrene- 
gotiated  income,  the  State  keeps  its  full  tax,  and  the  corporation 
is  not  hurt  at  all. 

In  addition  to  Arkansas  and  South  Carolina,  Minnesota  has  en- 
acted an  amendment  to  its  law  which  gives  only  limited  or  partial 
effect  to  renegotiation.  It  is  a  rather  complicated  formula  and  I  shall 
not  attempt  to  explain  it ;  but  it  does  not  give  full  effect  but  only  partial 
effect  to  renegotiation. 

Connecticut  has  a  new  law  just  enacted  which  gives  only  condi- 
tional effect  to  the  results  of  renegotiation.  Mr.  Walsh,  of  Connecti- 
cut, will  explain  that  to  you  later.  It  is  only  if  the  renegotiation 
officials  think  that  the  State  will  open  up  the  corporation's  return 


and  refund  part  of  the  tax  which  the  corporation  has  already  paid, 
when  the  profits  are  later  determined  to  have  been  excessive,  it  is 
only  then  that  the  Price  Adjustment  Board  will  allow  the  corpora- 
tion credit  only  for  the  reduced  tax  computed  on  its  renegotiated 
income ;  or,  in  that  case,  the  Price  Adjustment  Board  may  allow  the 
contractor  credit  for  its  full  State  taxes  computed  on  its  unrenegoti- 
ated  income,  but  if  it  does  so,  they  will  in  the  contract  require  the  con- 
tractor to  go  back  to  the  State  and  get  whatever  refund  it  can  from 
the  State  and  pay  that  over  to  the  Federal  Government  as  additional 
excessive  profits. 
Mr.  Knutson.  That  leaves  him  in  a  rather  uncertain  position,  does 

it  not? 

Mr.  Bkowne.  It  does,  Mr.  Knutson.  And  of  course  the  thing 
about  it  that  we  do  not  like  is  that  it  puts  certain  States  in  a  position 
of  advantage  with  respect  to  other  States.  Frankly,  as  a  tax  lawyer 
and  a  tax  official,  I  think  every  tax  law  ought  to  have  adequate  provi- 
sions for  refund.  I  know  you  gentlemen  think  that ;  you  have  always 
had  them  in  the  Federal  law ;  but  some  States  do  not,  and  they  keep 
tne  money.    Other  States  do,  and  they  have  to  take  it  out. 

When  I  first  took  this  subject  up  with  the  Federal  Price  Adjust- 
ment Boards  and  the  Treasury  and  discussed  this  problem,  they  told 
me  they  understood  that  New  York  was  one  of  those  States  which 
had  adequate  refund  provisions  and  would  open  the  contractor's  re- 
turn and  allow  a  refund.  Therefore  they  said  when  they  deal  with 
New  York  contracts,  they  allow  the  contractors  only  credit  for  the 
reduced  New  York  taxes.  Well,  it  is  not  that  simple  and  we  are  not 
that  easy.  We  have  issued  a  ruling  by  the  New  York  State  Tax  Com- 
mission in  which  we  have  interpreted  our  statute  as  not  requiring  us  to 
make  any  refund  based  on  a  renegotiation  which  is  not  completed 
until  after  the  end  of  the  corporation's  fiscal  year. 

You  see,  gentlemen,  it  is  a  question  of  accrual.  Where  the  renegotia- 
tion is  concluded  after  the  end  of  the  taxpayer's  year  there  is  cer- 
tainly good  ground  for  saying  it  is  not  a  proper  accrual  of  the  earlier 
year.  There  are  other  technical  tax  questions  involved ;  I  do  not  think 
we  need  to  go  into  them,  but  it  is  quite  clear  and  certain  that  some 
States  won't  have  to  go  back  and  adjust  taxes  where  the  renegotiation 
occurs  after  the  end  of  the  year,  and  it  is  very  doubtful  in  other  cases 
whether  the  State  will  have  to  do  it. 

Now,  I  do  not  know  whether  the  price  adjustment  boards  are  going 
to  accept  our  ruling  and  our  interpretation  of  our  own  law  and  give 
our  corporations  the  full  credit  for  the  original  New  York  tax,  just 
as  they  give  Arkansas  corporations  full  credit  for  the  original  Arkan- 
sas tax.  I  do  not  know  whether  they  are  going  to  do  that,  or  whether 
they  are  going  to  disagree  with  our  interpretation  of  our  law  and 
make  our  corporations  sue  us  for  refunds. 

I  think  it  only  fair  to  say  that  if  we  conclude  there  is  any  real 
Qoubt  about  the  matter  we  believe  we  can  have  our  law  amended  next 
January. 

I  think,  gentlemen,  we  can  take  care  of  ourselves.  I  think  that 
every  State  can  take  care  of  itself.  But  neither  New  York  nor  any  of 
\xr®  other  States  think  that  that  is  the  right  way  to  handle  the  matter. 
^\e  think  the  Federal  Government  should  adopt  a  procedure  which 
^ill  work  uniformly  and  automatically  among  all  the  States.    We 
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do  not  think  the  Federal  laws  should  leave  the  question  to  32  different 
solutions  by  the  32  different  States  that  have  corporation  taxes  based 
on  net  income. 

As  a  fair  and  uniform  solution,  we  suggest  an  amendment  to  the 
Federal  law  which  will  require  that  in  determining  excessive  profits 
for  any  year  credit  shall  be  given  for  full  State  taxes  paid  or  accrued 
on  the  basis  of  the  corporation's  income  figures  for  that  year  as  they 
stood  on  its  books  at  the  end  of  that  year.  That  would  mean  that  any 
adjustment  of  profit  on  a  renegotiation  concluded  after  the  end  of 
the  year  would  be  ignored  for  State  tax  purposes. 

Mr.  Knutson.  Mr.  Browne,  right  there,  why  not  for  Federal  taxes? 

Mr.  Browne.  Of  course,  I  do  not  want  to  take  sides  on  that.  Some 
people  say  that  that  would  be  taking  money  out  of  one  pocket  and 
putting  it  in  the  other.  I  think  that  is  what  is  being  done  now.  I  will 
say  this,  as  an  alternative  suggestion  to  the  one  I  just  stated,  we  have 
another  suggestion,  and  that  is  that  excessive  profits  be  determined 
on  renegotiation  after  Federal  taxes  instead  of  before.  You  see, 
most  State  taxes  are  computed  without  allowing  a  deduction  for  Fed- 
eral taxes,  and  if  you  should  adopt  that  amendment,  that  would  re- 
move the  real  ill  effects  from  the  States  as  to  the  part  of  excessive 
profits  that  are  now  paid  in  the  form  of  excess  profits  taxes. 

Commissioner  Walsh  is  going  to  discuss  that  in  some  detail,  and 
I  was  going  to  discuss,  you  might  say,  this  first  alternative  amend- 
ment. That  would  mean  if  the  renegotiation  was  concluded  after 
the  end  of  the  corporation's  base,  or  income  year,  it  would  be  ignored 
for  State  tax  purposes,  but  any  adjustment  of  profits  before  the  end 
of  the  year,  current  price  adjustment — price  tailoring  they  call  it- 
would  be  taken  into  account  in  figuring  the  amount  of  State  tax  for 
which  credit  would  be  given  to  the  contractor  on  renegotiation.  That, 
we  think,  would  be  a  fair  solution.  It  would  be  uniform  and  it  would 
relieve  the  States  of  the  budgetary  and  administrative  problems  of 
trying  to  provide  for  these  refunds  of  taxes  already  collected  and 
spent. 

Now,  if  something  like  that  is  not  done,  each  State  will  be  forced 
to  act  for  its  own  protection.  Certainly  no  States  who  now  have  pro- 
visions in  their  laws  requiring  them  to  open  up  returns  and  refund  taxes 
are  going  to  sit  back  and  continue  to  do  that  while  other  States,  simply 
because  they  have  no  refund  provisions  in  their  laws,  are  allowed  to 
keep  their  full  taxes,  so  the  States  are  going  to  act  for  themselves.  It 
may  be  that  many  of  them  will  end  up  by  changing  their  tax  laws  so  as 
not  to  give  any  effect  whatsoever  to  renegotiation,  even  current  renego- 
tiation, or  price  adjustments.  There  are  any  number  of  ways  that 
could  be  done.  I  do  not  mean  to  intimate  that  any  State  wants  to  adopt 
any  one  of  those  methods,  but  there  are  methods  of  imposing  States 
taxes  which  would  not  hinge  on  the  results  of  renegotiation. 

Now,  the  Federal  Price  Adjustment  Boards  with  whom  we  have 
talked  have  objections  to  our  proposal.  I  am  not  going  to  try  to  state 
their  objections.  They  can  do  that  very  well  indeed.  But  I  will  say 
that  one  of  their  objections  is  that  the  adoption  of  our  proposal  would 
permit  the  States  to  collect  and  retain  taxes  on  nonexistent  income,  on 
income  the  contractor  never  had  a  right  to  get  and  got  only  through 
error  and  has  been  compelled  to  disgorge.  That  sounds  like  a  pretty 
good  objection,  but  on  closer  examination  it  is  not  sound. 


Our  New  York  tax,  and  the  taxes  of  many  other  of  the  States,  are 
not  income  taxes.  They  are  franchise  taxes  for  the  privilege  of  doing 
business.  Those  taxes  are  measured  by  net  income  because  in  normal 
times  that  constitutes  a  fair  measure  of  the  value  of  the  privilege  of 
doing  business.  But  under  the  present  policy  of  renegotiation  net 
income  would  not  be  a  fair  measure  for  State  franchise  taxes. 

There  are  corporations  which  are  doing  a  much  greater  volume  of 
business  than  before  1942,  and  yet  are  left  after  renegotiation  with 
smaller  net  incomes,  or  only  slightly  larger  net  incomes  than  they 
had  in  the  earlier  years  on  their  smaller  amount  of  business.  On  such 
a  basis  as  that  the  tax  measured  by  renegotiation  of  income  would  not 
be  a  fair  measure  of  the  value  of  the  privilege  of  doing  the  enormously 
larger  volume  of  business. 

Now,  if  I  understood  Mr.  Anderson  correctly  this  morning,  he  said 
that  General  Mills  had  about  a  700  percent  expansion  in  gross  business, 
yet  their  net  income  remained  about  the  same.  Now,  we  have  in  our 
files,  in  the  various  State  tax  bureaus,  other  cases.  We  cannot  give 
names  and  figures.  We  are  sworn  to  secrecy.  There  is  one  case  on 
my  desk  in  Albany  where  a  corporation  had  ten  and  a  half  times 
the  gross  business  it  had  before  and  yet  it  reported  less  net  income  and 
paid  the  State  of  New  York  less  tax,  so  we  think  the  charge  that  we  are 
trying  to  collect  and  retain  taxes  on  nonexistent  income  just  is  not 
sound. 

There  is  another  objection  these  gentlemen  raise,  and  that  is  that 
the  States  are  trying  to  run  up  the  cost  of  the  war,  and  that  the 
adoption  of  our  proposal  would  cost  the  Federal  Government  a  lot 
of  money.  I  do  not  understand  that  objection  because  so  far  as  I 
know  the  Federal  Government  has  not  got  any  money.  The  only 
thing  the  Federal  Government  has  is  recourse  to  the  wealth  and  re- 
sources of  the  citizens  of  the  various  States,  so  we  are  not  asking 
the  Federal  Government  to  give  us  any  of  its  money.  The  very  most 
we  are  asking  is  that  the  Federal  Government  take  a  little  less  from 
the  States  in  the  process  of  renegotiation  and  leave  a  little  bit  to 
the  States.    I  might  put  it  this  way : 

We  do  not  want  the  Federal  agencies  to  renegotiate  State  corpo- 
ration tax  revenues  along  with  the  contractor's  war  profits.  At  least, 
wo  do  not  want  them  to  do  it  retroactively.  After  all,  the  States 
are  still  a  part  of  our  system  of  government.  They  are  contributing 
their  share  to  the  war  effort,  and  if  the  purpose  of  renegotiation  is 
to  cut  down  the  cost  of  the  war,  it  seems  to  me,  it  seems  to  all  of  us, 
that  the  States  are  entitled  to  share  to  some  small  extent  in  the  bene- 
fits of  renegotiation. 

A  draft  of  an  amendment  to  accomplish  the  result  that  we  desire 
along  the  lines  of  the  first  suggestion  which  I  mentioned  is  printed 
on  page  11  of  our  formal  statement.  We  think  that  proposal  is  fair, 
and  we  hope  that  the  Representatives  of  our  States  in  Congress  will 
give  it  favorable  consideration. 

.  I  want  to  thank  you  gentlemen  for  your  courtesy  and  consideration 
m  permitting  me  to  appear  here  before  you.  I  shall  be  glad  to  at- 
tempt to  answer  any  questions. 

The  Chairman.  Mr.  Eeed. 

Mr.  Reed.  I  just  want  to  congratulate  you,  sir,  on  the  very  fine 
statement  that  you  have  made.  You  have  presented  the  problem  very 
clearly  and  I  personally  appreciate  it. 
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Mr.  Browne.  Thank  you  very  much. 

The  Chairman.  Any  questions  ? 

Mr.  Mills.  The  State  of  New  York,  as  I  understand,  charges  a  5 
percent  franchise  tax  based  upon  income. 

Mr.  Browne.  Six  percent. 

Mr.  Mills.  In  assessing  the  tax,  do  you  give  any  credit  for  the 
amount  of  Federal  income  tax  which  a  corporation  has  paid? 

Mr.  Browne.  No  ;  we  do  not.  Some  States  have  under  their  fran- 
chise or  corporation  income  tax  or  personal  income  tax  laws  allowed 
deductions  in  computing  net  income  for  Federal  taxes.  Pennsylvania 
was  one  such  State. 

Mr.  Mills.  I  understand  that  there  are  20  such  States  that  do  i^ermit 
deduction  for  Federal  income  tax. 
'   Mr.  Browne.  There  are,  sir. 

Mr.  Mills.  If  we  followed  your  suggestion,  would  we  be  consistent 
in  contending  for  tlie  corporations  the  right  to  have  the  Federal  income 
tax  deducted  before  State  taxes  apply  in  all  States?  I  mean  by  that, 
if  we  sliould  take  the  proposition  that  you  submit  to  us,  would  it  be 
sound  that  we  exact  from  those  States  which  do  not  do  so  a  right 
of  the  corporation  to  deduct  its  Federal  income  tax  before  the  State 
assesses  its  tax? 

Mr.  Browne.  Well,  I  do  not  know  whether  it  would  be  fair.  I 
would  say,  if  you  would  just  give  us  a  little  time,  it  would  be  a  matter 
of  complete  indifference,  because  after  all  there  must  be  a  relation 
between  net  income  and  the  tax  rate,  and  Pennsylvania,  for  example, 
allowed  a  deduction,  I  believe,  for  Federal  taxes,  and  at  the  last  session 
of  their  legislature  they  changed  that  and  no  longer  allow  a  deduc- 
tion, and  they  cut  their  tax  rate  in  half  or  a  third.  It  is  just  a  ques- 
tion of  the  effective  rate  to  produce  the  needed  revenue. 

Mr.  MiLLis.  Mr.  Browne,  you  consider,  I  assume  from  your  state- 
ment as  I  read  it  and  listened  to  you,  that  renegotiation  is  really  a 
tax-collection  method  rather  than  a  price-fixing  method? 

Mr.  Browne.  Well,  I  am  not  an  expert  on  renegotiation,  but  I  will 
try  to  answer  you. 

It  seems  to  me  that  retroactive  renegotiation,  and  retroactive  re- 
capture of  profits  already  paid  over,  is  very  much  like  taxation.  Cur- 
rent price  adjustment  and  price  tailoring  is  really  price  changing. 

Mr.  Mills.  I  agree  with  you  the  result  is  the  same  as  an  excess- 
profits  tax.  I  wondered,  though,  if  we  should  adopt  the  amendment 
proposed  by  your  group,  what  the  cost  to  the  Government  would  be 
in  the  State  of  New  York,  for  example.  What  would  it  be  if  you 
were  permitted  to  levy  your  franchise  tax  on  the  gross  received  by 
corporations  before  renegotiation,  how  much  more  would  you  receive 
than  you  would  receive  by  le\^ing  the  tax  after  renegotiation  ? 

Mr.  Browne.  Well,  we  have  not  made  any  refunds  yet.  We  have 
had  a  number  of  claims  for  refunds  put  up  to  us.  We  really  have  not 
any  idea.  I  think  the  Federal  renegotiating  officials  would  have  a 
better  idea  of  that.  I  can  say  this,  at  one  informal  talk  with  the 
Treasury  officials  some  statement  was  made  by  one  representative  of 
the  Treasury  there — I  know  who  it  was,  but  it  would  not  be  fair  to 
mention  his  name  because  it  was  a  mere  offhand  statement^ — that  he 
thought  this  thing  might  cost  the  Federal  Government  about  $200,000,- 
000 ;  that  is,  to  all  the  States. 


I  did  not  make  any  estimate.  I  do  not  think  that  I  am  qualified  to. 
I  will  accept  their  estimate,  but  I  think  perhaps  they  should  be  asked 
to  rive  their  own  deliberate  considered  opinion. 

Mr.  Mills.  Your  franchise  tax  is  levied  on  what  is  determined  to 
be  the  net  income,  is  it  not? 

Mr.  Browne.  Yes. 

Mr  Mills.  Then  the  question  of  whether  or  not  you  should  levy 
vour  State  tax  before  renegotiation  would  hinge  on  whether  or  not 
the  income  received  by  a  corporation  before  renegotiation  is  net  in- 
come or  not,  would  it  not  ?  ,        xi  •    •        •    i 

Mr.  Browne.  That  is  perfectly  true,  but  you  must  bear  this  in  mind, 
when  the  corporation's  year  comes  to  an  end  and  it  has  not  been  re- 
negotiated, it  must  then  file  its  State  return  and  compute  its  income, 
and  it  necessarily  computes  it  without  giving  effect  to  renegotiation. 

It  may  know  it  is  going  to  be  renegotiated,  but  they  have  no  idea 
what  the  results  will  be.  . 

Mr.  Mills.  Is  there  not  the  possibility  that  the  corporation  may  be 
engaged  in  a  contract  which  is  not  completed  by  the  end  of  the  fiscal 
year,  so  that  there  could  be  no  way  to  renegotiate  during  the  fiscal 

Mr.  Browne.  Oh,  I  think  that  renegotiations  go  right  along  during 
the  performance  of  the  contract. 

Mr.  Mills.  It  may  do  that,  but  so  far  as  a  complete  renegotiation 
is  concerned  of  a  contract  that  extends  over  the  year,  it  could  not  be 
completed ;  I  mean,  during  the  period  of  the  fiscal  year. 

Mr.  Browne.  That  is  perfectly  true,  but  they  do  adjust  their  prices 
as  they  go  and  tailor  their  profits,  and  we  would  be  quite  content, 
quite  happy,  if  it  should  be  understood  that  we  would  take  all  of  those 
into  account,  the  corporation  would  normally  take  those  current  ad- 
justments into  account.  Those  figures  are  on  its  books.  It  could 
make  its  return  on  that  basis  and  we  would  accept  that,  if  we  just  did 
not  have  to  go  back  and  allow  for  the  further  completed  retroactive 
renegotiation  after  the  tax  has  been  paid. 

Mr.  Mills.  I  agree  with  you,  Mr.  Browne,  there  is  need  for  straight- 
ening the  matter  up  betAveen  the  various  States.  I  can  see  that  a  con- 
tractor can  be  placed  in  a  lot  worse  shape  than  the  State  by  having  to 
pay  a  franchise  or  a  corporation  income  tax  on  earnings  received  by  it 
prior  to  renegotiation. 

Mr.  Browne.  I  want  to  try  to  be  perfectly  fair  on  that.  I  cer- 
tainly hope  that  no  corporation  will  be  penalized,  whatever  is  done. 
I  know  the  Federal  price  adjustment  boards  and  the  Treasury  feel 
the  same  way.  The  question  here  is  not  whether  the  corporation  can 
keep  more  than  the  reasonable  profits  determined  on  renegotiation,  but 
in  the  case  of  New  York,  where  our  tax  is  6  percent,  the  question  really 
is,  will  the  Federal  Government  get  100  percent  of  those  excessive 
profits  or  shall  they  stitisfy  themselves  with  getting  94  percent  and 
letting  us  keep  our  6  percent  that  has  already  been  paid  to  us  in  the 
form  of  State  taxes? 

Now,  some  corporations  undoubtedly  will  be  hurt  somewhere  along 
the  line  if  this  is  not  fixed  up,  but  by  and  large  there  is  going  to  be 
an  attempt  on  the  part  of  the  Federal  people  and  the  State  people  to 
fight  this  thing  out  among  themselves,  I  mean  the  Federal  Treasury 
and  the  State  treasurers,  and  not  hurt  the  corporations.    Certainly, 
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though,  an  amendment  clarifying  the  matter  and  specifying  precisely 
how  it  is  to  be  handled  would  be  of  tremendous  help  along  that  line. 

Mr.  Mills.  Thank  you. 

The  Chaikman.  We  thank  you  for  your  appearance  and  we  con- 
gratulate you  on  your  splendid  statement. 

(The  following  letter  and  information  was  received  from  Mr. 
Browne  after  the  close  of  the  hearings :) 

State  of  New  Yoek, 
Depabimen^t  of  Taxation  and  Finance, 

Alhanyj  September  25 j  194S. 
Hon.  Robert  L.  Douohton, 

Chairman,  Committee  on  Ways  and  Means, 

House  of  Representatives,  Washington,  D.  C. 

Dear  Mr.  Doughton  :  When  I  appeared  before  your  committee  on  September 
18  and  discussed  the  effect  of  renegotiation  on  State  corporate-tax  revenues,  I 
was  asked,  in  effect,  why  all  of  the  States,  including  New  York,  do  not  allow 
a  deduction  for  Federal  income  taxes  in  computing  their  individual  and  corpo- 
rate taxes  based  on  net  income.  I  replied  that  if  such  a  deduction  should  be 
allowed  the  State  tax  rates  would  have  to  be  greatly  increased  in  order  to  produce 
the  needed  State  revenues,  and  I  called  attention  to  the  fact  that  Pennsylvania, 
which  formerly  allowed  such  a  deduction  under  its  corporate  tax,  had  recently 
amended  its  law  to  deny  the  deduction  and  had  been  able,  in  consequence  of 
the  change,  to  greatly  reduce  the  rate  of  its  tax. 

Since  returning  to  Albany,  I  have  compiled  some  figures  which  I  think  will 
be  of  interest  on  this  question.  They  show  the  effect,  under  varying  rates  of 
State  and  Federal  taxes,  of — 

(1)  neither  the  Federal  tax  nor  the  State  tax  being  deductible  in  comput- 
ing the  other ; 

(2)  the  State  tax  being  deductible  in  computing  the  Federal  tax;  and 

(3)  each  tax  being  deductible  in  computing  the  other. 
The  results  are  tabulated  below: 


Neither  tax 

deductible  in 

computing  the 

other 


I-A 


State  rate,  6  percent 

Federal  rate,  40  percent. 


Total. 


■•B 


State  rate,  6  percent 

Federal  rate,  80  percent- 


Total. 


n-A 


State  rate,  2  percent 

Federal  rate,  40  percent- 


Total. 


n-B 


State  rate,  2  percent.-.. 
Federal  rate,  80  percent- 


Total. 


Percent 


6 

40 


46 


State  tax  de- 
ductible in 
computing 
Federal  tax 


Percent 


6.0 
37.6 


43.6 


6 
80 


86 


2 

40 


42 


2 

80 


82 


Each  tax  de- 
ductible in 
computing  the 
other 


Percent 


3.68 
38.52 


42.20 


6.0 

75.2 


81.2 


2.0 
39.2 


41.2 


2.0 

78.4 


80.4 


1.26 
78.  W 


80.25 


1.21 
39.52 


40.73 


.41 

79.67 


80.08 


It  Will  be  observed  that,  assuming  a  State  rate  of  6  percent,  as  under  the 
New  York  franchise  tax  law,  and  a  Federal  rate  of  40  percent,  the  present 
normal  rate,  the  allowance  of  the  State  tax  as  a  deduction  in  computing  the 
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ffpderal  tax,  without  allowing  the  Federal  tax  as  a  deduction  in  computing  the 
5tTte  tax,  leaves  the  effective  State  rate  at  6  percent,  reduces  the  effective 
Federal  rate  to  37.6  percent,  and  reduces  the  effective  combined  rate  of  both 
fflxes  (the  net  cost  to  the  taxpayer)  to  43.6  percent. 

Assuming  a  State  rate  of  6  percent  and  a  Federal  rate  of  40  percent  and  the 
Allowance  of  each  tax  in  computing  the  other  tax,  the  effective  Slate  rate  is 
reduced  to  3.68  percent,  the  effecti^  e  Federal  rate  becomes  38.52  percent,  and 
the  effective  combined  rate  for  both  taxes  becomes  42.2  percent.    The  resulting 


are  negligible.    However,  the  resulting  loss  to  the  State  would  be  seriously 

detrimental.  ^  _^  . 

Assuming  a  State  tax  rate  of  6  percent  against  a  Federal  rate  of  80  percent, 
it  will  be  seen  that  the  change  would  reduce  the  effective  State  rate  to  1.26 
percent,  increase  the  effective  Federal  rate  to  78.99  percent  (from  the  present 
eff'^ctive  rate  of  75.2  percent)  and  would  reduce  the  effective  combined  rate  of 
both  taxes  to  80.25  percent  (from  the  present  effective  rate  of  81.2  percent). 

Assuming  a  State  tax  rate  of  2  percent  against  a  Federal  rate  of  40  percent, 
it  will  be  seen  that  the  change  would  reduce  the  effective  State  rate  to  1.21 
percent,  increase  the  effective  Federal  rate  to  39.52  percent  (from  the  present 
effective  rate  of  39.2  percent),  and  would  reduce  the  effective  combined  rate 
of  both  taxes  to  40.73  percent  (from  the  present  effective  rate  of  41.2  percent). 

Assuming  a  State  rate  of  2  percent  and  a  Federal  rate  of  80  percent,  the 
change  would  reduce  the  effective  State  rate  to  0.41  percent,  increase  the  effective 
Federal  rate  to  79.67  percent  (from  the  present  effective  rate  of  78.4  percent) 
and  would  reduce  the  combined  effective  rate  of  both  taxes  to  80.08  percent  (from 
the  present  effective  combined  rate  of  80.4  percent). 

It  is  obvious,  therefore,  that  if  any  State  should  adopt  this  change,  it  would 
be  compelled  either  to  raise  the  statutory  rate  of  its  tax  considerably,  or  to  make 
up  the  resulting  loss  in  revenue  from  some  other  source.  In  addition  to  being 
generally  undesirable,  such  a  procedure  would  create  almost  insuperable 
bu'Jgetary  and  administrative  problems. 

That  leads  to  the  next  point.  It  is  true  that  many  States  do  allow  the  deduction 
for  Federal  taxes,  but  an  examination  of  the  tax  systems  of  those  States  will 
disclose  that  practically  all  of  them  rely  on  their  taxes  based  on  income  for  only  a 
relatively  small  proportion  of  their  revenues,  which  are  augmented  by  personal 
property  taxes  on  tangible  property  or  intangible  property,  or  both,  and  in  some 
instances,  by  a  general  sales  or  gross  receipts  tax. 

In  New  York,  where  our  corporate  franchise  tax  rate  is  6  percent  and  our 
personal  income-tax  rate  ranges  from  1^/^  percent  to  about  5V^  i)ercent,  we  do  not 
tax  personal  property,  either  tangible  or  intangible,  of  either  corporations  or 
individuals,  nor  do  we  have  any  sales  or  gross  receipts  tax  (except  special  excises 
as  on  liquor,  cigarettes,  motor  fuel,  etc.,  and  the  receipts  of  railroads  and  public 
utilities),  in  lieu  of  taxes  based  on  net  income. 

Perhaps  an  even  more  cogent  objection  to  the  allowance  of  Federal  income  taxes 
as  a  deduction  in  computing  State  taxes  than  the  inevitable  loss  of  revenue  is  the 
wide  and  rapid  fluctuations  of  the  Federal  tax  rate,  which,  as  you  know,  has  swung 
from  121^  to  80  percent  in  recent  years,  while  State  tax  rates  have  remained 
almost  stationary.  If  a  State  allows  the  deduction  for  Federal  taxes,  its  rates 
will  have  to  depend  in  large  measure  on  the  Federal  rates,  and  therefore  would 
have  to  fluctuate  as  widely,  if  the  State  relied  on  its  taxes  based  on  net  income  for 
any  very  considerable  portion  of  its  revenues.  Again,  referring  to  New  York,  our 
corporate  and  individual  taxes  based  on  net  income  produce  almost  one-half  of  our 
total  revenue. 

At  my  appearance  before  your  committee  I  was  also  asked  to  submit  informa- 
J'on  as  to  the  amount  of  tax-exempt  property  of  the  Federal  Government  and  its 
instrnmentalities  in  New  York  State.  The  flgures  are:  1940,  $370,390, COO ;  1941, 
?385,8S5,0OO ;  1942,  $391,963,000.  (The  increase  undoubtedly  has  been  much 
Sweater  in  other  States  where  there  has  been  a  larger  concentration  of  war  plants.) 

That  is  real  property  only.    As  stated  above,  we  do  not  tax  personal  proprty. 

I  should  appreciate  it  if  this  letter  could  be  incorporated  in  the  printed  record 
^^  your  proceedings  for  September  18  as  furnishing  the  information  requested 
^'th  respect  to  tax-exempt  property,  and  as  furnishing  also  a  more  complete 
answer  to  the  questions  asked  me  regarding  the  deductibility  of  Federal  taxes  in 
computing  State  taxes. 
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May  I  take  this  opportunity  to  express  my  deep  appreciation  to  you  and  all  thp 
members  of  your  committee  for  your  courtesy  in  permitting  me  to  appear  before 

Resi)ectfully  yours, 

RoLLiN  Browne,  Commissimer, 

The  next  witness  is  Mr.  Walter  W.  Walsh,  commissioner  of  taxa- 
tion,  Hartford,  Conn. 

STATEMENT  OF  WALTER  W.  WALSH,  COMMISSIONER  OF  TAXATION 

HARTFORD,  CONN. 

Mr.  Walsh.  My  name  is  Walter  W.  Walsh.  I  am  the  tax  com- 
missioner of  the  State  of  Connecticut,  and  als'o  chairman  of  the  com. 
mittee  on  renegotiation  of  the  National  Association  of  Tax  Adminis- 
trators. 

Mr.  Chairman  and  members  of  the  conmiittee,  you  will  note  that 
the  statement  that  was  filed  previously  was  a  joint  statement  filed  by 
Commissioner  Browne  and  myself  in  the  capacities  which  are  stated 
on  the  statement. 

We  had  conferences  yesterday  afternoon  and  also  last  night  to  deter- 
mine whether  or  not  it  would  be  the  wise  thing  to  parcel  out  this 
information  which  we  hope  to  bring  to  you  gentlemen.  We  finally 
decided  that  Commissioner  Browne,  being  the  first  on  the  program, 
would  proceed,  and  whatever  he  left  that  he  neglected  to  take  care  of, 
I  would  be  the  follow-up  man  and  try  to  develop,  but  he  has  done 
such  an  excellent  job  in  bringing  the  various'  factors  with  which  we 
are  concerned  here  that  I  feel  it  would  be  presumptuous  on  my  part 
to  trespass  too  long  on  your  time. 

I  might  state  that  there  are  just  a  few  small  points  that  I  would 
like  to  stress,  and  I  am  sorry  that  Congressman  Eeed  stepped  out.  I 
just  simply  would  like  to  mention  in  connection  with  the  question  that 
he  asked  concerning  the  amount  of  property  taken  over  by  the  Federal 
Government  in  the  State,  I  happen  to  have  with  methe  figures  for  the 
State  of  Connecticut  relative  to  the  Defense  Plant  Corporation. 

The  figures  are  personal  property,  $73,660,992.  Renl  estate, 
$15,311,002. 

Under  the  Lanham  Act,  the  real  property  is  the  only  part  of  that 
that  is  subject  to  the  tax  and  the  personal  property  is  exempt  from 
taxation. 

I  might  state  the  problems  we  are  confronted  with  come  down  to 
two — two  main  problems.  One  of  them  is  the  need  for  revenue,  and 
the  loss  of  revenue  through  renegotiation,  and  in  addition  to  the  figures 
that  I  have  just  furnished  here,  I  might  state  that  motor- vehicle  taxes 
for  gasoline  have  diminished  in  Connecticut  a  little  over  $4,000,000. 

Mr.  Knutson.  What  percentage  is  that,  Mr.  Walsh? 

Mr.  Walsh.  A  drop  from  about  $11,500,000  to  about  $7,500,000. 

Mr.  Cablson.  May  I  ask  you  to  define  what  is  included  in  the  per- 
sonal taxes?  How  would  that  be  removed  from  the  tax  rolls  of  the 
State  of  Connecticut  ? 

Mr.  Walsh.  Well,  the  personal  taxes,  as  I  have  a  list  here,  I  have 
categorized  into  buildings,  land,  and  machinery.  I  have  broken  down 
machinery  to  be  personal  property  and  land  and  buildings  to  be  real 
estate. 


Hr.  Dewey.  Why  are  those  items  removed  from  the  tax  rolls  ? 

Mr.  Walsh.  As  I  understand  it,  the  exemption  which  is  accorded 
the  Federal  Government  under  the  Reconstruction  Finance  Corpora- 
tion Act  or  amendment  has  been  removed  only  with  respect  to  real 
estate  and  not  personal  property. 

Mr.  Dewey.  And  these  are  plant-defense-owned  machinery  and 
personal  property? 

Mr.  Walsh.  That  is  right.  All  the  stock  is  owned  by  the  Recon- 
struction Finance  Corporation,  and  I  understand  all  Reconstruction 
Finance  Corporation  is  owned  by  the  United  States  Government. 

In  addition  to  the  drop  in  the  gasoline  tax,  we  figure  anywhere  from 
$18,000,000  to  $20,000,000  revenue  from  motor  vehicles  and  gasoline 
tax.  I  have  simply  given  you  the  drop  in  the  gasoline  tax,  and  in 
addition  to  that  we  have  about  $8,000,000,  I  believe,  in  different  fees 
and  registration  which  would  take  a  corresponding  drop,  although  I 
do  not  have  the  figures.  The  problem  first  came  to  us  and  was  brought 
to  our  attention  very  forcefully  through  the  efforts  of  our  manufac- 
turers' association.  We  had  a  legislature  in  session  this  past  year 
and  the  manufacturers'  association  claimed  that  there  were  1,500  of 
the  11,000  corporations  in  Connecticut  that  would  be  seriously  affected 
by  the  renegotiation  of  contracts.  We  then  attempted  to  find  out 
just  what  the  effect  would  be,  and  naturally  we  are  interested  in  try- 
ing to  find  out  whether  or  not  any  of  the  State  taxes  paid  before  re- 
negotiation would  be  allowed  as  an  item  of  cost.  We  went  to  Wash- 
ington and  we  met  with  representatives  of  the  Army,  the  Navy,  the 
Treasury  Department,  Maritime  Commission,  and  Internal  Revenue, 
and  I  believe  Legislative  Counsel,  and  we  were  told  at  that  time  in 
effect  if  the  States  did  not  recognize  renegotiation  and  had  no  statu- 
tory provision  for  refund,  the  Federal  authorities  would  allow  the 
contractor  all  of  the  State  taxes  paid  before  renegotiation  could  be 
included  as  a  cost.  That  was  apparently  a  uniform  policy  that  had 
been  agreed  upon  betewen  the  Army,  Navy,  Treasury  Department  and 
the  Maritime  Commission. 

Mr.  Knutson.  Would  that  not  be  discriminatory  as  between  the 
various  States  ?  I  think  that  Mr.  Browne  stated  to  the  committee  that 
Arkansas  and  South  Carolina  cannot  make  a  refund. 

I^lr.  Walsh.  Definitely. 

Mr.  Knutson.  Under  that  law. 

Mr.  Walsh.  There  are,  I  believe,  seven  States  that  cannot  under 
their  laws. 

Mr.  Knutson.  Then  the  States  that  can  make  a  refund  and  do  make 
a  refund  are  really  being  penalized  compared  to  States  that  cannot 
make  refund  and  will  not  make  refund. 

Mr.  Walsh.  That  is  true. 

Mr.  Knutson.  That  ought  to  be  looked  into. 

Mr.  Walsh.  Following  that  conference,  when  that  was  apparently 
the  declared  policy — and  the  difficulty  is  this — it  was  not  a  declared 
policy;  there  was  nothing  static  about  it,  or  tenable,  which  we  could 
^et  our  teeth  into  so  as  to  carry  on  the  word  to  the  manufacturers. 
Ihey  have  been  after  us  now  to  issue  some  kind  of  regulation  upon  it, 

iy®  have  not  been  able  to  do  it. 

Then  following  that,  at  the  conference  that  we  had  out  in  Chi- 
^go  in  June,  the  Maritime  Commission  broke  from  that  policy  and 


792 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


793 


Mr.  McCormick,  who  I  believe  is  counsel  for  the  Maritime  Com- 
mission, then  stated  that  after  consideration  they  were  obliged  to 
break  and  they  would  not  allow  full  taxes,  that  is,  the  higher  amount 
of  taxes  under  any  circumstances,  although  I  do  think  he  said  he 
made  possibly  a  few  exceptions,  so  that  we  are  in  that  predicament 
betwixt  and  between.  We  do  not  really  know  what  to  do  as  far  as  the 
situation  is  concerned.  The  legislature  in  Connecticut  then  passed 
the  statute  and  said  that  in  cases  where  no  allowance  is  made  by  the 
Federal  Government  the  State  of  Connecticut  would  then  grant  a 
refund,  so  there  again  we  are  right  in  the  middle. 

Now,  in  coimection  with  the  representation  of  the  other  States, 
I  would  just  like  to  take  one  moment  to  make  a  point  that  was  raised 
by  North  Carolina  and  South  Carolina.  That  is  Commissioner  GiU 
and  Commissioner  Pickney,  respectively.  It  was  in  line  with  the 
question  you  raised  this  morning,  that  is,  certain  exemptions.  Their 
claim  is  simply  this :  Their  industry  is  the  textile  industry,  and  as 
Commissioners  Gill  and  Pickney  said  to  me,  we  could  measure  the 
cost  of  a  yard  of  cloth  before  this  renegotiation,  and  we  see  no  reason 
why  we  cannot  still  do  it,  so  that  is  the  argument  of  those  two  States 
summed  up  very  briefly — put  an  exemption  on  their  textile  industry 
and  they  would  be  very  satisfied. 

Mr.  Knutson.  Your  objection  to  the  law  as  it  now  stands  would 
be  cured  if  the  law  were  amended  so  as  to  provide  for  renegotiation 
after  all  taxes? 

Mr.  Walsh.  That  is  right.  I  think  that  is  a  pretty  good  point  to 
stop  at.  I  think  Commissioner  Browne  has  covered  the  field  very 
well  and  my  arguments  are  pretty  well  contained  in  the  statement. 

I  want  to  "add  my  thanks  to  those  of  Commissioner  Browne  for  the 
courtesy  of  you  gentlemen  in  allowing  us  to  come  down  here  and 
express  the  viewpoint  of  the  States.  From  what  I  have  been  able  to 
gather,  apparently  the  problem  interjected  into  the  State  govern- 
ment, that  is,  the  fiscal  and  budget  policies,  gets  sidetracked  some- 
where along  the  line  in  renegotiation. 

Mr.  Reed.  I  appreciate  your  coming  here.  I  think  that  we  would 
have  better  legislation  and  less  discrimination  in  many  instances  if 
the  tax  commissioners  of  the  many  States  would  bring  their  problems 
to  us,  and  particularly  when  we  are  framing  major  tax  bills. 

I  have  just  been  figuring  up  a  very  marked  discrimination.  I 
have  asked  the  question  in  what  States  can  a  Member  of  Congress 
deduct  his  Federal  income  tax  from  his  State  income  tax  when  com- 
puting his  State  income  tax.  There  are  25  of  those  States.  And 
then  there  are  States  where  you  cannot.  That  makes  a  tremendous 
difference  to  a  Member  of  Congress,  especially  if  he  is  here  only  on 
his  salary.  Some  of  them  are  paying  taxes  on  real  estate  iroic 
which  they  are  not  getting  income.  Such  discrimination  may  drive 
many  men  out  of  Congress.  There  should  not  be  these  discriminations 
and  I  want  to  get  it  in  the  record.  You  have  no  income-tax  law,  but 
you  say  that  you  are  planning  one. 

Mr.  Walsh.  No  ;  we  are  not  planning  one. 

Mr.  Reed.  I  see.  There  again,  you  see,  it  makes  quite  a  difference 
to  a  man  coming  from  Connecticut  whether  or  not  he  has  to  pay  a^ 
income  tax  or  not.    Pennsylvania  does  not  have  an  income  tax,  as  1 


understand  it.  I  mean,  a  personal  income  tax.  There  are  some  here 
that  get  that  deduction  and  then  there  is  a  large  group  here  that 
does  not,  and  I  believe  that  there  should  be  a  getting  together  one 
^ay  or  the  other. 

Mr.  Walsh.  I  think  possibly  the  National  Association  of  Tax  Ad- 
ministrators is  the  proper  channel. 

Mr.  Reed.  I  used  that  only  as  an  example.  It  applies  to  all  Govern- 
ment workers  and  to  citizens  of  the  States  generally  under  similar 
circumstances. 

Mr.  Walsh.  Had  we  any  knowledge  of  this,  I  am  sure  we  would 
have  had  a  committee  to  come  down  and  meet  with  the  gentlemen 
drafting  the  bill. 

Mr.  Mills.  Mr.  Walsh,  has  the  State  of  Connecticut  had  to  make 
any  refunds  to  date,  or  have  you  just  had  the  requests,  or  claims 
submitted  to  you? 

Mr.  Walsh.  We  have  had  to  date — and  that  would  include  about 
3  or  4  last  week — approximately  15  claims.  I  have  sent  out  on  two 
occasions  form  letters  to  obtain  some  information  on  that  score,  and 
of  the  last  152  sent  out,  we  have  had  over  100  replies,  and  all  the 
replies  are  almost  the  same — they  are  up  in  the  air.  They  do  not 
know  how  much.  They  can  not  possibly  estimate  and  they  were 
sorry  they  could  not  give  us  the  information. 

Mr.  Mnxs.  Mr.  Walsh,  do  these  claims  go  rather  high,  or  are  they 
for  modest  sums  ? 

Mr.  Walsh.  Of  course,  you  cannot  really  use  these  figures  as  a 
model  because  the  actual  figures  are  the  15.  I  believe  it  amounts  to 
$127,000,  but  there  are  a  lot  of  big  fellows  that  have  not  come  in. 
That  is  more  or  less  an  accumulation  of  the  smaller  ones. 

Mr.  Mills.  What  is  the  amount  of  your  State  tax?  Have  you 
a  franchise  tax  ? 

Mr.  Walsh.  It  is  a  franchise  tax  measured  by  the  yardstick  of  in- 
come.   It  is  a  2-percent  tax  with  certain  reductions. 

Mr.  Mills.  Do  you  have  any  figures  with  you  as  to  the  amount  of 
revenue  derived  from  this  franchise  tax,  say,  in  1939  ? 

Mr.  Walsh.  I  think  some  $2,921,000. 

Mr.  Mills.  Do  you  have  the  figure  for  1942  ? 

Mr.  Walsh.  I  was  afraid  that  you  would  ask  for  that :  $10,316,757.09. 
May  I  add  this? 

Mr.  Mills.  All  right;  the  1943  figure,  if  you  have  it? 

Mr.  Walsh.  The  last  figure  we  had  was  the  end  of  the  fiscal  year 
June  30,  1943,  and  that  figure  was  a  little  over  $2,000,000  more,  but 
after  that  $2,000,000  increase  over  last  year,  we  do  not  know  what 
the  amount  of  that  will  be  in  refund. 

Mr.  Mills.  Well,  the  war  effort  has  helped  the  State  revenues  in  some 
respects? 

Mr.  Walsh.  In  some  respects;  but  bear  in  mind  we  had  a  loss  over 
that  amount  in  gasoline  revenue  alone. 

Mr.  Dewey.  Mr.  Walsh,  as  I  understand  it,  you  say  the  State  of 
^^Jinecticut  has  no  State  income  tax. 

Mr.  Walsh.  That  is  right,  sir ;  that  is,  personal  income  tax. 

Mr.  Dewet.  But  it  has  a  corporation  tax. 

Mr.  Walsh.  We  have  a  corporation  tax. 

Mr.  Dewey.  That  was  my  point. 
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Mr.  Walsh.  Yes,  we  have ;  but  no  personal  tax.  I  thought  the  Con- 
gressman  understood  that. 

Mr.  Dewey.  I  thought  you  stated  that  there  was  no  income  tax. 

Mr.  Walsh.  No  personal  income  tax. 

Mr.  Dewey.  Thank  you.    That  answers  the  question. 

The  Chairman.  Mr.^  Disney. 

Mr.  Disney.  Both  of  these  gentlemen  from  the  State  governments 
have  thanked  us  for  the  courtesy  of  letting  them  appear  here.  I  am 
glad  to  hear  that.    They  have  the  absolute  right  to  come  here. 

The  Chairman.  They  are  always  welcome. 

Mr.  Disney.  Whether  they  are  welcome  or  not,  they  have  the  right 
to  come  here  and  tell  their  problems,  and  you  ought  to  do  it  more 

often. 

The  Chairman.  Do  you  not  think  they  are  welcome  to  our  com- 
mittee ? 

Mr.  Disney.  I  think  they  are. 

The  Chairman.  We  thank  you  for  the  information  you  have  given 

the  committee. 
The  next  witness  is  Mr.  George  Peck,  New  York  City. 

STATEMENT  OF  GEORGE  PECK,  COLUMNIST,  NEW  YORK  CITY 

The  Chairman.  What  paper  are  you  a  columnist  for? 

Mr.  Peck.  It  runs  into  some  2,000.  I  will  not  take  tlie  time  of 
the  committee  to  give  the  complete  list.  I  could  not  help  but  thiiilc 
as  I  sat  here  today  listening  to  the  testimony  that  you  gentlemen  here 
before  me  constitute  the  greatest  reason  for  repeal  or  amendment  of 
the  renegotiation  law.  During  the  past  8  days  you  have  permitted 
businessmen  to  come  down  here  and  sound  otf ,  to  make  an  appeal  to 
you,  and  why — ^because  if  you  find  that  a  law  has  been  enacted  by 
Congress  which  is  not  for  the  welfare  of  the  American  people  as  a 
whole,  you  propose  then  to  make  a  recommendation  to  the  Congress 
that  it  be  changed.  Under  the  renegotiation  law,  from  what  I  un- 
derstand, businessmen  do  not  have  that  right  of  appeal  which  you  are 
according  to  them.  That  was  not  in  my  brief;  that  just  occurred 
to  me. 

For  7  years  I  have  been  writing  a  column  entitled  "The  American 
Way,"  and  distributing  it  to  newspapers  throughout  the  United 
States,  mostly  weekly  newspapers.  At  the  present  time  approxi- 
mately 2,000  of  these  weekly  newspapers  are  printing  my  editorials. 
My  column  is  devoted  toward  helping  to  preserve  the  fine  old  Ameri- 
can system  of  free  enterprise.  It  opposes  all  forms  of  governmental 
and  bureaucratic  dictatorship.  It  combats  Government  waste  and 
extravagance,  which  if  not  checked  I  believe,  lead  toward  national 
bankruptcy.  It  has  constantly  decried  the  usurpation  by  Federal 
Government  of  those  functions  constitutionally  belonging  to  the  indi- 
vidual States. 

You  may  wonder  why  I  am  here.  For  the  past  12  weeks  I  have 
practically  confined  my  column  to  a  discussion  of  the  renegotiation 
law.  I  have  heard  from  a  large  number  of  newspaper  editors  who 
believe  as  I  do,  that  unless  the  renegotiation  law  is  amended,  the 
future  of  the  American  way  is  seriously  threatened. 


I  have  not  made  a  single  doljar  out  of  this  war,  and  I  am  just  as 
strongly  opposed  as  anyone  to  the  creation  of  war  millionaires.  I 
am  not  only  opposed  to  any  individual  or  corporation  profiting  from 
war,  but  I  am  opposed  to  anyone  believing  that  he  has  a  right  to  do 
so.  On  the  other  hand,  I  do  not  think  that  it  is  necessary  to  burn 
(jown  the  barn  for  the  purpose  of  trying  to  eliminate  one  or  two  rats. 
Mr.  Maurice  Karker,  former  chairman  of  the  War  Department  Price 
Adjustment  Board,  in  a  recent  public  address,  referred  to  war  profit- 
eers as  "skunks,"  stating  that  the  Renegotiation  Act  was  aimed  at 
the  greedy  predatory  1% -percent  part  of  American  industry. 

Gentlemen,  if  1%  percent  of  American  industry  is  composed  of 
"skunks,"  I  still  am  not  in  favor  of  destroying  the  entire  barn  of 
industry  to  get  rid  of  the  1%  percent  which  is  composed  of  skunks,  and 
it  is  my  sincere  belief  that  this  will  happen  unless  you  gentlemen  of 
this  committee  recommend  to  the  Congress  drastic  amendments  to  the 
present  renegotiation  law.  I  have  stated  previously  that  I  have  not 
made  a  single  dollar  out  of  this  war.  I  would  like  to  amplify  that 
statement  a  bit.  I  do  not  own  a  single  share  of  stock  in  any  company 
which  has  been  renegotiated  or  is  subject  to  renegotiation.  There- 
fore, I  think  that  I  am  in  a  position  to  speak  as  an  impartial  and* 
unbiased  observer.  But  my  appearance  here  is  not  entirely  altruistic 
or  unselfish  for  I  do  have  an  equity  in  some  life  insurance ;  I  do  have 
some  money  in  the  savings  bank,  and  like  millions  of  other  Americans, 
I  own  United  States  Government  bonds. 

I  am  greatly  perturbed  about  the  post-war  security  of  these  small 
holdings  of  mine,  and  it  is  my  opinion  that  the  renegotiation  law, 
as  it  now  stands,  does  jeopardize  them.  I  speak  not  on  behalf  of  the 
so-called  vested  interests,  but  for  those  millions  of  my  fellow- Ameri- 
cans who  are  in  the  same  boat  as  I. 

After  the  shooting  stops,  it  is  imperative  that  industry  be  in  a 
position  to  convert  rapidly  from  war  to  peacetime  production.  The 
only  hope  for  the  future  economic  welfare  of  this  Nation  lies  in  the 
ability  of  private  enterprise  to  provide  the  jobs  for  workers  and  to 
keep  our  national  income  at  a  high  level.  The  Government  will  have 
to  continue  to  tax  at  a  high  level  after  the  war,  and  only  if  our  national 
income  is  kept  at  a  high  level  can  it  obtain  enough  money  to  carry 
on  its  many  functions,  take  care  of  our  returning  heroes,  and  pay  the 
interest  on  its  War  bonds  and  other  obligations. 

I  have  not  the  slightest  doubt  that  every  member  of  the  Ways  and 
Means  Committee  is  100  percent  opposed  to  any  law  responsible  for  a 
large  portion  of  American  industry  being  stripped  of  reserves  and 
forking  capital  to  the  extent  where  it  cannot  surmount  the  difficulties, 
Jjncertainties,  and  other  obstacles  which  it  will  meet  after  the  war. 
J^et  that  is  what  the  renegotiation  law,  as  it  now  stands,  is  doing. 
.  The  conservative  leaders  of  our  labor  unions  realize  the  vital  neces- 
sity of  private  industry  being  in  a  strong  financial  position  when  the 
^ar  ends.  As  a  case  in  point,  Mr.  George  Meany,  secretary-treasurer 
of  the  American  Federation  of  Labor,  said  in  a  recent  Nation-wide 
[radio  broadcast: 

Itr'  1  ^  ^^'^ernineut  in  the  first  place  has  the  responsibility  of  encouraging  indus- 

lai  expansion.    The  American  Federation  of  Labor  holds  that  the  Government 

fai        ^ot  only  permit  but  stimulate  opportunities  to  make  a  reasonable  and 

g^  P^^fit.    An  enterprise  which  makes  a  profit  is  willing  to  expand.    Expansion 

th!  u  ^^^^  ^^^^  ^^^  t^^t  is  ^^^*^  la^^''  will  want.    Private  industry  must  supply 
^^  bulk  of  the  jobs  after  the  war  ends. 

90621 — 43 51 
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If  the  hopes  of  the  workingmen  and  struggling  columnists  likg 
myself,  that  a  depression  can  be  averted  in  the  post-war  period,  are 
to  be  realized,  it  is  my  bounden  conviction  that  the  renegotiation  law 
must  be  amended. 

But  to  my  mind  there  is  another  fundamental  objection  to  this  law 
which  is  even  more  important  and  far  reaching— a  defect  which  strikes 
at  the  very  vitals  of  our  American  concepts  and  ideologies— yes  at 
the  cornerstone  of  our  Constitution.  ' 

Our  forefathers  were  fairly  familiar  with  the  dangers  of  too  much 
power  being  given  the  executive  branch  of  the  Government.  They 
had  seen  with  their  own  eyes  that  f  reeborn  men  were  being  made  slaves 
of  the  Government  because  of  autocratic  powers  given  to  or  assumed 
by  the  executive  branch.  Our  Constitution,  and  then  our  Nation 
therefore,  were  built  upon  three  cornerstones,  each  of  which  was  of 
egual  importance— namely,  the  legislative,  the  executive,  and  the  judi- 
cial.  Each  of  these  cornerstones  were  to  operate  independently  and 
not  poach  on  the  preserves  of  the  others. 

The  Constitution  grants  to  the  Congress  certain  powers  which  they 
should  jealously  guard  and  hold.  It  is  my  opinion  that  the  renego- 
tiation law,  as  it  now  stands,  gives  to  the  executive  branch  powers 
which  Congress  had  no  right  to  relinquish. 

I  am  informed  that  the  Under  Secretary  of  War  has  refused  to 
accept  war  contracts  which  allow  the  contractors  the  right  to  appeal 
to  the  courts,  and  I  further  understand  that  if  the  contractors  have 
any  rights  under  the  renegotiation  law  to  appeal  to  the  courts  they 
have  little,  if  any,  practical  value.  It  has  been  reported  to  me  that 
he  gives  as  his  reason  for  assuming  this  autocratic  power  that  he  has 
decided  that  the  Court  of  Claims  is  not  going  to  be  filled  with  claims 
at  the  end  of  this  war  as  it  has  been  at  the  end  of  other  wars.  Thus 
the  judicial  cornerstone  safeguard  is  eliminated  in  both  the  original 
war  contracts  and  renegotiation. 

I  say  to  you  that  neither  the  Under  Secretary  of  War  nor  any  other 
Government  official  can  render  an  unbiased  opinion,  for  he  represents 
only  one  party  to  the  contract,  i.  e.,  the  Government.  It  certainly  is 
not  the  American  way  of  doing  business  as  we  have  previously  known 
it  and  smacks  more  of  government  by  decree  than  government  by  law. 
It  permits  the  Government  official  to  hold  a  gun  at  the  head  of  the 
war  contractor— you  will  notice  I  use  the  word  "head"  instead  of 
"belly"— for  he  can  use  the  simple  expedient  of  saying  to  the  con- 
tractor, "If  you  don't  agree  to  give  up  your  fundamental  inherent 
American  right  of  appeal  to  the  courts  we  will  take  away  all  the 
profits  you  have  made,  cancel  all  present  contracts,  and  refuse  to  make 
any  further  contracts  with  you,  and  the  adverse  publicity  you  will 
receive  will  destroy  your  future  business." 

So  that  I  may  not  be  misunderstood,  I  wish  to  make  it  perfectly 
clean  that  I  am  not  accusing  the  United  States  Government  of  holding 
a  gun  at  the  head  of  industry.  What  I  mean  is  simply  this :  When  the 
Congress  enacted  the  renegotiation  law  it  put  into  the  hands  of  a 
small  number  of  individuals  powers  which  the  Constitution  does  not 
permit  the  Congress  to  relinquish. 

Every  Congress  of  the  United  States  has  made  its  mistakes.  Per- 
haps the  greatest  reason  why  we  have  built  this  Nation  into  the  finest 
civilization  the  world  has  ever  known  is  that  when  Congress,  in  times 


past,  found  it  had  made  a  legislative  error  it  took  steps  to  correct  that 
error,  and  speedily. 

Mr.  Reed.  You  talk  about  Congress  correcting  errors ;  furthermore, 
they  have  always  had  the  courts  to  correct  errors. 

Mr.  Peck.  That  is  right,  sir. 

I  have  not  the  slightest  doubt  but  that  every  member  of  your  commit- 
tee is  definitely  opposed  to  the  granting  of  dictatorial  and  autocratic 
powers  to  any  individual  or  group  of  individuals.  In  my  humble  esti- 
mation the  renegotiation  law,  as  it  now  stands,  is  doing  exactly  that. 
The  renegotiation  law,  therefore,  not  the  Government  of  the  United 
States  is  holding  a  gun  at  the  head  of  industry. 

I  do  believe  that  it  is  incumbent  upon  your  committee  to  recommend 
that  this  un-American  law  be  repealed  or  modified. 

May  I  at  this  juncture  go  back  some  13  years  and  quote  from  a  radio 
speech  delivered  by  Franklin  D.  Roosevelt  on  March  2,  1930 : 

And  I  wish  that  I  could  muster  up  the  dulcet  tones  of  Mr.  Roosevelt, 
but  I  will  do  it  as  well  as  I  can. 

The  doctrine  of  regulation,  and  legislation  by  "master  minds,"  in  whose  judg- 
ment and  will  all  the  people  may  gladly  and  quietly  acquiesce,  has  been  too  glar- 
ingly apparent  at  Washington  these  last  10  years.  Were  it  possible  to  find  "master 
minds"  so  unselfish,  so  willing  to  decide  unhesitatingly  against  their  own  personal 
interests  or  private  prejudices,  men  almost  God-like  in  their  ability  to  hold  the 
scales  of  justice  with  an  even  hand — such  a  Government  might  be  to  the  interests 
of  the  country,  but  there  are  none  such  on  our  political  horizon,  and  we  cannot 
expect  a  complete  reversal  of  all  the  teachings  of  history. 

Mr.  Knutson.  I  think  the  record  should  show  that  that  philosophy 
was  expounded  by  Governor  Roosevelt,  not  President  Roosevelt. 

Mr.  Peck.  I  subscribe  100  percent  to  what  Gov.  Franklin  D.  Roose- 
velt said  in  that  radio  speech.  But  the  renegotiation  law,  as  it  now 
stands,  assumes  that  there  are  "men  almost  God-like  in  their  ability 
to  hold  the  scales  of  justice  with  an  even  hand,"  for  it  has  given  power 
to  individuals  that  is  diametrically  opposed  to  the  intent  of  the 
Founding  Fathers  and  whose  wisdom  we  have  until  recent  years 
respected  and  followed. 

As  proof  of  this,  the  former  Chairman  of  the  War  Department 
Price  Adjustment  Board  stated  publicly  that  approximately  90  per- 
cent of  Government  war  expenditures  were  being  made  by  the  Army, 
and  he  admitted  that  he  was  practically  dictator  over  those  90  per- 
cent of  the  war  contracts  because  he  admitted  that  he  or  the  Secretary 
was  the  first,  last,  and  only  arbiter  as  to  how  much  or  how  little 
could  be  taken  away  from  any  war  contractor.  There  can  be  no 
question  but  what  this  "dictator,"  and  I  use  this  term  advisedly,  had 
the  power  of  life  and  death  over  a  great  majority  of  American  indus- 
tries. The  same  now  applies  to  his  successor.  There  can  also  be  no 
question  that  if  American  industry  is  not  able  to  provide  high-level 
employment  after  the  war,  and  a  large  portion  of  the  20,000,000  work- 
ers who  are  now  engaged  in  war  production  are  unemployed,  there 
Will  be  a  revolution,  and  our  democracy  which  we  are  now  defending 
so  valiantly  abroad  will  be  lost  at  home  here  in  America,  both  in 
^■^^ity  and' in  name. 

This  granting  of  dictatorial  and  autocratic  power  is  in  strange  con- 
trast to  a  decision  arrived  at  by  your  committee  less  than  a  year  ago. 
^^^y  I  be  permitted  to  refresh  your  memories  regarding  this  decision 
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which  definitely  proved  that  your  committee  is  irrevocably  oppose^ 
to  granting  extraordinary  powers  to  any  American,  not  excepting  the 
Commander  in  Chief  of  our  armed  forces. 

On  November  2,  1942,  Franklin  D.  Koosevelt,  as  President  of  the 
United  States,  addressed  a  letter  to  the  Honorable  Robert  L.  Dough, 
ton,  chairman  of  the  House  Ways  and  Means  Committee,  enclosing  a 
bill  which  he  desired  to  have  enacted,  and  enclosed  with  it  a  message 
to  the  Congress  regarding  the  attached  proposed  legislation.  On 
December  3, 1942,  your  committee  met  to  consider  this  bill,  H.  R.  7832. 
This  bill  did  not  provide  for  the  President  to  have  the  same  absolute 
dictatorial  authority  which  the  renegotiation  law,  as  it  now  stands 
gives  to  the  Secretaries  of  the  Army  and  Navy,  and  to  the  Chairman 
of  the  Maritime  Commission.  It  provided  that  the  President  could 
suspend  certain  specified  laws  but  only  in  the  event  he  was  so  advised 
by  the  Secretary  of  War  or  the  Secretary  of  the  Navy,  or  the  Chair- 
man of  the  United  States  Maritime  Commission,  or  the  Chairman  of 
the  War  Production  Board,  or  the  Administrator  of  the  War  Ship- 
ping Administration,  or  the  Director  of  Strategic  Reserves,  or  the 
Executive  Director  of  the  Board  of  Economic  Warfare,  or  the  Direc- 
tor of  the  Office  of  Scientific  Research  and  Development.  And  fur- 
ther, these  various  Government  officials  were  only  to  recommend  to 
the  President  the  suspension  of  these  specified  laws  if  they  interfered 
with  the  successful  prosecution  of  the  war. 

Your  committee,  which  is  nationally  recognized  as  being  composed 
of  men  who  have  had  many  years  of  experience,  and  who  are  regarded 
as  being  unusually  farsighted,  was  not  willing  to  transfer  to  the 
executive  branch  these  comparatively  limited  powers  which  the  Con- 
stitution gave  only  to  the  legislative  branch.  And  this,  even  though 
the  President  was  to  be  empowered  to  act  only  upon  being  advised 
by  men  holding  more  responsible  jobs  of  public  trust  than  do  the 
Chairmen  of  the  Price  Adjustment  Boards,  and  despite  the  sincere 
conviction  of  these  responsible  officials  that  such  action  would  be 
necessary  for  the  successful  prosecution  of  the  war. 

Your  committee,  in  refusing  to  grant  to  the  President  of  the  United 
States  this  comparatively  limited  use  of  powers  which  belong  only 
to  the  Congress,  did  not  arrive  at  its  decision  hurriedly,  or  because 
of  any  lack  of  persuasive  appeal  from  those  who  so  frequently  have 
sought  to  increase  the  dictatorial  powers  of  the  administration,  and 
who  today  are  anxious  to  retain  greater  dictatorial  powers  than  have 
ever  previously  been  given  by  any  legislation  to  such  a  large  number 
of  bureaucrats. 

When  your  committee  was  considering  whether  or  not  to  give  the 
President  the  limited  power  he  requested,  Judge  Robert  P.  Patterson, 
the  Under  Secretary  of  War,  appeared  before  you  and  urged  you  to 
give  up  these  powers  to  the  President.  Other  members  of  the  War 
Department  who  appeared  here  in  behalf  of  the  bill  were  Lt.  Col. 
Herbert  Friedlich,  from  Judge  Patterson's  office,  and  Maj.  Gen. 
George  V.  Strong,  Assistant  Chief  of  Staff  in  the  War  Department 
James  V.  Forrestal,  the  Wall  Street  banker  who  has  become  t]i^ 
Under  Secretary  of  the  Navy,  and  who  wishes  to  retain  the  dictatorial 
powers  he  now  has  under  the  renegotiation  law,  as  it  now  stands,  like- 
wise appeared  before  your  committee  and  strongly  urged  the  enact- 
ment of  the  bill.    The  Navy  was  further  represented  by  Capt.  Ellis 


}/[  Zacharias,  Assistant  Director  of  Naval  Intelligence,  and  Capt. 

Paul  E.  Pihl. 

Admiral  Emery  S.  Land,  Chairman  of  the  Maritime  Commission, 
likewise  appeared  and  urged  the  passage  of  the  bill. 

There  is  nothing  strange  in  Messrs.  Patterson,  Forrestal,  and  Land 
having  appeared  before  you  to  urge  the  granting  of  this  increase  of 
dictatorial  powers  to  the  President.  How  could  they  expect  to  retain 
their  own  dictatorial  powers  as  granted  to  them  by  the  renegotiation 
law,  as  it  now  stands,  if  they  opposed  your  conmiittee  granting  such 
powers  to  the  President? 

Your  committee  also  listened  to  such  distinguished  men  as  Oscar 
Cox,  Assistant  Solicitor  General ;  W.  R.  Johnson,  United  States  Com- 
missioner of  Customs ;  Herbert  E.  Gaston,  Assistant  Secretary  of  the 
Treasury ;  Oscar  B.  Ryder,  Chairman  of  the  United  States  Tariff 
Commission;  Robert  C.  Alexander,  Assistant  Chief,  Visa  Division, 
Department  of  State ;  and  V.  Frank  Coe,  Assistant  to  the  Director  of 
the  Board  of  Economic  Warfare.  All  of  these  gentlemen  advised 
that  the  legislation  be  enacted  but  during  those  hearings,  members 
of  this  committee  frequently  referred  to  some  disappointing  experi- 
ences which  Confess  had  had  when  it  gave  up  some  of  its  exclusive 
rights  to  the  admmistrative  branch  of  the  Government. 

Gentlemen,  I  believe  that  anyone  who  reads  the  minutes  of  the 
hearings  which  your  committee  held  beginning  December  3,  1942,  on 
the  bill  to  which  I  have  just  referred,  will  come  to  the  conclusion 
that  if  your  committee  could  not  give  the  President  of  the  United 
States  the  limited  power  which  he  requested,  you  cannot  consistently 
continue  to  permit  any  other  man  to  have  even  greater  dictatorial 
power — the  power  of  life  and  death  over  the  industries  of  this  coun- 
try, and  that  is  the  power  which  the  former  Chairman  of  the  War 
Department  Price  Adjustment  Board  admitted  that  he  had,  and 
further  admitted  that  he  or  the  Assistant  Secretary  of  War  could  give 
any  war  contractor  as  little  profit  as  he  saw  fit. 

As  I  said  at  the  start  of  my  remarks,  I  have  been  writing  at  least 
one  column  each  week  for  the  past  7  years  on  the  American  way ;  I 
have  followed  very  closely  all  legislation  proposed  to  the  Congress 
which  in  my  estimation  was  likely  to  destroy  the  American  way 
which  I  champion.  I  firmly  believe  that  if  this  committee  permits 
the  chairmen  of  these  price  adjustment  boards  to  continue  to  exercise 
power  and  authority  as  granted  to  them  by  the  renegotiation  law, 
as  it  now  stands,  power  and  authority  which  the  Constitution  gave 
only  to  the  legislative  branch,  and  which  it  had  no  right  to  surrender; 
such  action  of  this  esteemed  committee  will  be  the  biggest  single  blow 
ever  struck  at  democracy  in  this  country ;  it  will  spell  the  doom  of  free 
enterprise. 

I  wonder  if  you  gentlemen  are  acquainted  with  the  science  of  chemo- 
therapy. I  am  not  a  chemist,  and  I  confess  my  own  ignorance  re- 
garding it  up  to  a  few  months  ago,  when  it  was  my  privilege  and  great 
pleasure  to  visit  the  laboratories  of  the  Merck  Chemical  Co.,  at  Rah- 
J^ay,  N.  J.  What  I  learned  there  has  a  direct  bearing  on  the  renego- 
tiation law.  -  ^  } 

As  you  undoubtedly  know,  the  Merck  Co.  is  one  of  several  American 
gompanies  that  have  developed  new  drugs  and  chemicals  that  have 
^en  the  means  of  saving  the  lives  of  many  of  our  gallant  lads  on  the 
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battle  fronts.  In  developing  these  drugs,  the  laboratorjr  has  to  apply 
the  principle  of  chemotherapy.  Webster,  that  diagnostician  of  words 
defines  chemotherapy  as  follows :  "It  is  the  treatment  of  internal  dis-' 
ease  by  chemical  reagents  that  have  a  specific  and  immediate  toxic 
effect  upon  the  microorganism  that  causes  the  disease,  without  seri- 
ously  poisoning  the  patient." 

Most  respectfully,  I  urge  the  members  of  this  committee  to  apply 
the  principle  of  chemotherapy  in  considering  amendments  to  the  rene- 
gotiation  law.  When  the  Congress  enacted  that  law  in  April  1942,  it 
was  actuated  solely  by  a  desire  to  prevent  war  profiteering.  I  am  not 
here  today  to  argue  whether  or  not  that  it  has  accomplished  the  noble 
purpose  for  which  it  was  intended,  but  I  do  say  that  whatever  beneficial 
effect  it  may  have  had  in  that  respect,  it  is  slowly  but  surely  poisoning 
thepatient — industry. 

The  Congress  set  up  a  cure  for  a  disease  in  one  of  the  micro- 
organisms of  our  national  economy,  but  it  is  more  than  the  patient  can 
stand — he  will  die  if  other  measures  are  not  taken  and  taken  promptly. 

My  study  of  the  renegotiation  law  indicates  that  it  is  really  divided 
into  two  parts,  namely:  (1)  Price  reductions  on  future  deliveries  and 
(2)  recapture  of  profits  previously  made.  Most  of  the  savings  re- 
ported by  the  services  have  come  through  the  first  division — reductions 
on  future  deliveries.  On  the  other  hand,  practically  all  of  the  diffi- 
culties caused  by  the  renegotiation  law  are  due  to  the  second  division- 
recapture  of  profits  previously  made  and  nearly  all  of  the  savings 
which  it  appears  to  have  made,  would  or  could  have  been  obtained  by 
the  excesss-profits  tax. 

I  suggest,  therefore,  that  you  repeal  the  recapture  provisions  of  the 
renegotiation  law,  and  if  the  present  tax  rates  are  not  high  enough  to 
recapture  excessive  profits,  then  increase  them  to  where  they  will  be 
sufficient.  The  renegotiation  law,  I  believe,  requires  the  boards  to  re- 
capture excessive  profits.  Repricing  of  war  contracts  may  be  a  proper 
function  of  the  War  and  Navy  Departments  but  taxation  has  been  and 
still  is  the  proper  method  of  reducing  excessive  profits. 

The  Chairman.  What  would  be  the  difference  in  effect  of  repealing 
the  recapture  provisions  and  repealing  the  entire  law  ? 

Mr.  Peck.  Because  you  would  then  set  up  a  definite  yardstick  and 
you  would  not  be — ^Mr.  Chairman,  I  will  come  to  this  a  little  later,  if  I 
may. 

The  Chaibman.  I  beg  your  pardon  for  interrupting,  please  proceed. 

Mr.  Peck.  If  your  conunittee,  however,  prefers  to  transfer  these  tax 
powers  to  the  Army  and  Navy,  I  then  make  the  following  alternative 
recommendations : 

(1)  Eliminate  the  "star  chamber"  secrecy  which  now  exists.  If 
your  committee  still  want  some  one  individual  to  have  unrestricted 
powers  over  $90,000,000,000,  at  least  require  him  to  work  in  the  open- 
let  us  all  know  what  he  allows  each  contractor  and  why. 

(2)  Eliminate  present  discriminatory  retroactive  provisions  which 
exempt  some  companies  from  renegotiating  all  production  prior  to 
April  28,  1942,  and  renegotiate  their  competitors  back  to  1940. 

(3)  Some  limitation  should  be  put  on  the  discretionary  powers 
which  the  renegotiators  now  have.  I  formerly  heard  the  W.  P-  '^• 
accused  of  exerting  political  influence.  It  had  less  than  $10,000,000,- 
000  to  spend  but  the  chairman  of  the  War  Department  Adjustment 


poard  and  Mr.  Patterson  control  ninety  billions.  Why  not  exempt 
all  contractors  who  have  not  earned  more  than  3  percent  of  their  sales 
after  taxes?  This  is  a  better  screening  method  than  exempting  con- 
tracts of  $500,000  or  less,  because  a  $500,000  contract  may  earn  much 
more  than  3  percent. 

(4)  Provide  adequate  post-war  reserves.  These  must  be  exempt 
from  renegotiation,  otherwise  the  renegotiators  will  get  them  just  as 
they  now  confiscate  nearly  all  of  the  post-war  refund  which  Congress 
intended  industry  to  get  by  the  law  it  enacted  last  year. 

Gentlemen,  these  alternatives  are  merely  remedies — ^they  are  not 
cures.  When  one  has  a  gangrenous  toe,  it  must  be  cut  off.  I  am 
definitely  of  the  opinion  that  the  whole  philosophy  of  delegating  these 
unlimited  powers — powers  which  our  forefathers  intended  only  for 
Congress — is  a  dangerous,  and  I  may  say,  gangrenous  policy.  Pallia- 
tive remedies  are  not  sufficient.  It  must  be  cut  out  at  the  roots.  The 
recapture  provision  of  the  renegotiation  law  should  be  repealed. 

I  thank  you,  gentlemen. 

Mr.  Knutson.  That  is  a  very  good  statement. 

Mr.  Peck.  Thank  you. 

The  Chairman.  If  there  are  no  questions,  we  thank  you  for  your 
appearance  and  the  very  interesting  statement  you  have  made. 

Mr.  Cooper.  Mr.  Chairman,  I  move  we  adjourn  until  10  o'clock  Mon- 
day morning. 

The  Chairman.  Without  objection,  an  adjournment  will  be  taken 
until  10  o'clock  Monday  morning.  We  hope  to  finish  these  hearings 
no  later  than  Tuesday,  and,  if  possible,  on  Monday.  The  committee 
has  other  work  to  do  next  week  that  is  very  important,  in  connec- 
tion with  the  tax  bill. 

(The  following  brief  was  submitted  for  the  record  by  Allan  C. 
Emery,  president  of  the  Boston  Wool  Trade  Association :) 

Brief  of  the  Boston  Wool  Trade  Association  Sitbmitted  to  the  Ways  and 
Means  Committee  of  the  United  States  CJongkess,  Reiative  to  the  Renego- 
tiation OF  Government  Contracts 

To  the  Ways  and  Means  Committee  of  the  Congress  of  the  United  States: 

Gentlemen:  The  Boston  Wool  Trade  Association  affirms  unqiialiflodly  the 
proposition  that  profits  upon  Government  contracts  should  be  reasonable.  Fur- 
thermore the  association  wishes  to  be  recorded  in  hearty  approval  of  the  principle 
of  the  renegotiation  of  Government  contracts  made  during  the  exigencies  of  war 
conditions,  provided  that  renegotiation  is  applied  solely  to  those  contracts  in 
^hich,  through  lack  of  adequate  experience  or  for  other  cause,  the  costs  of 
performance  or  the  margin  of  profit  cannot  be  figured  with  even  approximate 
certainly.  With  respect  to  all  contracts  involving  the  sale  of  wool,  there  is  no 
such  uncertainty.  At  the  moment  of  the  contract  there  is  a  positive  market 
price  for  the  raw  material,  both  on  the  Street  and  on  the  New  York  Futures 
^change,  and  this  market  price  is  thoroughly  known  by  all  contracting  parties. 
We  hold  that  there  is  no  reasonable  ground  for  renegotiating  sales  of  wool 
whether  sold  in  the  grease  or  in  semiprocessed  condition,  namely  scoured  or 
combed.  Sales  of  wool  are  sales  of  a  raw  material  whose  market  value  is  a 
Djatter  of  public  information.  Why  should  not  such  contracts  be  firm  legal 
ooligations?  Why  should  any  Government  board  be  permitted  to  pass  upon  the 
propriety  of  a  market  price  established  by  ojien  public  transactions  under  price 
ceilings  established  by  the  Government?  Why  should  not  those  infiuences  be 
postered  that  tend  to  efficiency  and  thrift  in  the  conduct  of  business?  Those 
lorces  have  full  play  in  the  wool  trade  as  well  as  in  any  other  business  activity, 
ana  renegotiation  penalizes  efficiency.  Why  should  not  the  heavy  taxes,  to 
which  all  business  is  subject  and  which  the  wool  trade  approves  for  the  period 
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of  the  war,  be  deemed  sufficient  to  prevent  excessive  profits  in  the  performann. 
of  contracts  where  there  is  sufficient  experience  on  which  to  base  costs  ^ 

The  trite  superficial  answer  to  questions  of  this  kind  is  that  no  unusmi  ^ 
even  usual  profits  should  be  permitted  during  a  period  of  tragic  risks  and  sacr  fi!! 
such  as  the  present,  and  that  conditions  should  not  be  allowed  to  exist  justifvin- 
the  charge  of  war-profiteering.  ^^°S 

In  reply  it  may  be  said  that  every  American  is  personally  subject  to  thn<ta 
tragic  risks  and  sacrifices  (members  of  the  wool  trade  and  their  sons  are  in  tho 
armed  forces)  ;  that  heavy  excess-profits  taxes  make  substantial  profits  im 
possible;  that  charges  of  profiteering  can  always  be  made  by  distorted  mini 
who  even  now  falsely  intimate  that  the  Government  has  already  made  a  savin? 
of  $4,000,000,000  through  renegotiation,  and  even  imply  that  current  proceeding 
thus  sustain  charges  of  profiteering.  *^ 

We  now  ask  your  close  attention  to  two  surprising  conditions  which  havp 
arisen  in  the  course  of  the  administration  of  the  renegotiation  provisions  of  thp 
statute  and  with  which  this  brief  will  be  chiefly  concerned : 

First— Sales  of  wool  are  being  renegotiated  which,  when  entered  into,  had  no 
reference  to  a  Government  contract,  either  to  a  prime  contract  or  to  a  sub- 
contract, however  remote  from  the  prime  contract  itself. 

Second.— The  element  of  risk  is  not  being  accorded  anything  like  its  proper 
weight  in  view  of  the  swollen  and  inflated  inventories  made  necessary  bv  war 
conditions.  j     j  «ar 

1.  The  transactions  of  the  wool  trade  are  clear-cut  examples  of  a  business  cod- 
ducted  generally  without  reference  to  any  prime  contract  a«id  which,  since  the 
essential  prime  contracts  are  lacking,  common  sense  would  indicate  could  not  be 
considered  subcontracts ;  and  yet  they  have  been  so  deemed  for  the  punwses  of 
renegotiation.  *-    *-    o 

The  key  to  this  mystery  is  the  interpretation  given  by  officials  to  the  definition 
of  a  subcontractor.  If  wool  sold  at  any  time  later  finds  an  end-use  in  a  Govern- 
ment fabric,  according  to  this  interpretation,  that  fact  conclusively  establishes 
the  seller  as  a  subcontractor.  Whatever  the  fine-spun  argument  for  this  legaUs- 
tic  interpretation,  the  wool  trade  affirms  that  it  just  is  not  common  sense. 

That  your  committee  may  understand  the  function  of  the  wool  merchant  in  the 
textile  industry,  we  will  point  out  that  the  United  States  had  become,  even  before 
we  entered  the  war,  the  most  important  wool  market  in  the  world,  with  the  city 
of  Boston,  Mass.,  where  this  trade  association  has  its  headquarters,  its  center. 
Wool  merchants  purchase  wool  in  all  original  markets,  foreign  and  domestic. 
With  respect  to  the  clip  of  the  United  States,  they  perform  a  special  function 
of  preparing  the  wool  for  the  needs  of  the  manufacturers,  and  operate  large 
warehouses  for  grading  and  storing  the  commodity.  This  work  is  necessitated 
by  the  fact  that  in  many  of  the  most  important  range  sections  of  the  West,  wool 
is  rarely  uniform  .with  respect  to  grade  and  length  and  rarely  suits  100  percent 
the  requirements  of  any  one  manufacturer,  who  finds  it  more  economical  to 
purchase  from  a  wool  merchant  the  particular  grade  he  needs  than  to  accumu- 
late sorts  of  wool  for  which  he  has  no  use  and  which  he  must  resell.  It  res^uits 
that  the  product  which  the  wool  merchant  has  to  offer  is  in  semistandardized 
form ;  and  this  wool  is  usually  sold  to  his  customers  for  their  general  require- 
ments and  with  no  reference  to  a  particular  or  designated  use. 

The  members  of  the  wool  trade  are  never  prime  contractors  with  the  United 
States  Government. 

Their  contracts  with  customers,  even  during  these  war  days,  do  not  normally 
have  reference  to  a  contract  with  the  United  States  Government.  The  exception 
to  this  last  statement  is  when  some  prime  contractor  or  subcontractor  requests 
an  option  to  enable  a  bid  upon  Government  work.  Where  such  an  option  exists, 
the  merchant  becomes  a  subcontractor.  Since  no  reference  is  usually  made  to 
any  specific  contract,  since  in  fact  no  invitation  for  bids  for  Government  wort 
may  be  at  the  time  outstanding,  and  since  even  the  customer  himself  may  have 
no  specific  use  in  mind,  it  is  plain  to  us  that  the  usual  transaction  involving  the 
sale  of  wool  can  in  no  way  be  treated  as  a  subcontract  to  a  Government  contract, 
and  therefore  should  not  be  subject  to  renegotiation. 

The  renegotiation  practice  in  cases  such  as  this  of  the  wool  trade  often  is  for 
the  board  to  disregard  actualities  as  to  whether  or  not  the  firm  being  investigated 
was  in  fact  a  subcontractor,  but  to  treat  the  case  on  probabilities,  estimating 
percentage-wise  the  portion  of  the  subject's  business  which  might  well  have  been 
considered  as  subcontract  work  and  thus  subject  to  renegotiation.  It  is  needless 
to  point  out  that  such  a  policy  disregards  many  important  factors,  such  as  tb« 
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true  total  figure  of  the  merchant's  Government  business,  the  i)ercentage  of  profit 
applicable  to  that  particular  business  and  the  actual  end  use  of  the  material  of 
which  the  wool  merchant  has  no  intimate  knowledge  and  indeed  often  no  con- 
ception at  the  time  of  sale.  In  a  large  percentage  of  the  cases  it  is  difficult  for 
the  seller  to  secure  this  information.  Furthermore,  where  wool  is  sold  without 
reference  to  a  Government  contract,  even  though  the  subsequent  end  use  has  been 
determined,  it  seems  highly  unjust  that  the  allotment  by  the  manufacturer  of  this 
particular  material  to  one  use  or  another  should  change  the  position,  as  to  rene- 
gotiation, of  the  wool  merchant  who  has  no  control  over  such  allotment. 

To  illustrate  this  point  further,  there  are  cases  where  a  merchant,  hedged 
upon  the  wool  futures  market,  has  made  delivery  of  wool  or  wool  top  (combed 
wool),  on  that  market  in  performance  of  his  contract,  obviously  with  no  refer- 
ence to  a  Government  contract,  yet  when  some  subsequent  holder  chanced  to  be 
a  manufacturer  who  used  the  material  on  a  Government  contract,  thus  establish- 
ing the  end  use,  the  original  wool  merchant  has  been  deemed  subject  to  renegotia- 
tion as  to  the  profit  he  made  by  the  delivery  on  the  exchange.  In  other  words,  the 
mere  ownership  of  raw  material  at  some  point  in  its  passage  from  wool  grower 
to  a  manufacturer  of  Government  fabric,  according  to  the  present  interpretation 
of  the  renegotiation  provisions,  renders  any  temporary  holder  subject  to  investiga- 
tion by  renegotiating  officials,  if  the  total  of  his  transactions  is  above  the  minimum 
specified  in  the  act. 

It  should  be  plain  that  such  proceedings  are  not  the  renegotiation  of  a  prime 
contract  or  of  a  subcontract  with  the  Government  because  no  such  relationship 
exists  when  sales  are  made  without  reference  to  such  a  prime  Government  con- 
tract or  subcontract.  Such  proceedings  might  well  be  described  as  unwarranted 
confiscation. 

It  is,  therefore,  the  contention  of  the  Boston  Wool  Trade  Association  that,  if 
renegotiation  of  wool  sales  is  in  anywise  just  and  proper,  which  we  deny,  no 
renegotiation  should  be  allowed  except  in  cases  where  it  is  proved  that  an  actual 
subcontractual  relationship  exists  between  the  party  renegotiated  and  the 
Government,  tracing  in  a  direct  line  to  the  prime  contractor.  As  specifically 
stated  above,  those  would  generally  be  just  those  cases  where  options  are  sub- 
mitted to  customers  to  be  used  as  a  basis  of  bids  for  Government  work. 

2.  We  proceed  to  the  second  and  most  important  point  of  our  brief,  namely,  the 
importance  of  the  element  of  risk  in  the  wool  business. 

Inventory  risk  is  the  most  important  factor  in  the  business  of  the  wool  trade. 
Wool  merchants  purchase  wool  outright  and  assume  all  the  risks  involved  in 
ownership  in  a  market  which  is  subject  to  rapid  and  radical  change.  The  wool 
merchant  does  not  normally  act  on  a  commission  basis,  and  this  has  been  true 
thus  far,  throughout  the  period  when  renegotiating  provisions  of  the  National 
Defense  Act  have  been  in  operation.  He  expects  to  bear  the  technical  risks 
involved  in  his  business,  such  as  his  estimation  of  the  quality  of  his  merchandise 
particularly  with  reference  to  yields  in  a  commodity  which  shrinks  50-70  per- 
cent ;  but  the  real  danger  which  he  fears  is  a  drop  in  market  price. 

Wool  merchants  carry  stocks  already  sold  for  customers'  accounts.  They  also 
are  obliged  to  have  heavy  risk  positions  in  unsold  wools  on  their  own  account  as 
well.  Wool  from  Australia,  for  example,  must  often  be  purchased  months  in 
advance  of  the  contract  for  its  sale.  During  the  period  under  consideration 
merchandise  items  in  financial  statements  have  been  large  and  commitments  for 
future  delivery  of  purchases  have  been  exceptionally  great  so  that  the  inventory 
position  of  the  typical  merchant  has  been  estimated  to  be  three  times  that  of 
normal  times.  Heavy  weights  of  wool  have  been  purchased  in  Australia,  South 
America,  and  South  Africa,  involving  transportation  delays  and  risks  and  insur- 
ance costs  which  have  made  operations  difficult  and  speculative.  With  respect  to 
cost  of  war  risk  insurance,  for  example,  premiums  have  varied  on  Australian 
?J]P°ients  from  1^  percent  on  December  7,  1941,  to  25  percent  on  August  13, 
1«2,  and  on  South  American  shipments  from  Vic  of  1  percent  to  25  percent.  The 
wool  merchant  has  not  known  this  item  of  cost  at  the  time  of  his  purchase  of  the 
^ool  the  exact  rate  of  the  premium  applying  at  date  of  shipment.  Yet  in  a  sub- 
oiantiai  portion  of  cases  the  wool  was  already  sold  at  a  specified  price.  It  was 
not  until  September  15,  1942,  that  the  Government  warship  open  cargo  policy 
eiieyed  this  situation.  Forward  commitments  for  deliveries  to  customers  have 
^^fitlv  expanded  during  the  period  under  consideration,  so  that  future  commit- 
ments have  been  estimated  to  have  averaged  at  least  four  times  those  of  normal 

J  j'^^^lustrate  the  price  variations  to  which  wool  is  subject,  we  give  quotations 
ihe  average  price  of  the  nearby  month  for  wool  tops  on  the  New  York  futures 
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exchange.    These  quotations  reflect  changes  in  the  price  of  the  commodity,  wool 
itself. 


1935 
1936 
1937 
1938 


High 

Low 

Spread 

Fluctu- 
ation 

Cents 

Cents 

Cents 

Percent 

96.8 

73.4 

23.4 

33 

111.4 

94.8 

16.6 

17 

118.5 

81.5 

37.0 

45 

82.5 

74.4 

8.1 

11 

High 

Low 

Spread 

1939 

Cents 
113.4 
112.0 
128.0 
131.2 

Cents 

78.6 

89.7 

119.4 

119.6 

Cents 

34.8 

22.3 

8.6 

11.6 

1940 

1941 

1942 

Fluctu. 
ation 


It  appears,  therefore,  that  even  in  1941  and  1942,  when  prices  were  largely 
regulated  by  the  fixed-price  schedules  of  the  Central  Committee  of  Australia, 
there  was  substantial  variation,  but  that  in  the  unregulated  years  variations  ran 
in  a  single  year  to  as  high  as  45  percent.  It  is  to  the  year,  unregulated  as  to 
floor  prices,  that  follows  the  close  of  demand  for  military  fabrics,  when  accu- 
mulated stocks  will  be  enormous  and  when  although  wool  prices  will  have  a 
ceiling  there  will  be  no  floor  upon  which  they  may  come  to  rest,  that  the  wool 
dealer  looks  with  apprehension.  He  recalls  the  insolvencies  which  followed  the 
collapse  of  1920,  and  he  remembers  more  recently  the  disastrous  losses  between 
August  1,  1937,  and  December  31  of  that  year  when  many  merchants  lost  over 
one-half  their  working  capital.  He  views  with  deep  concern  the  meager  addi- 
tion after  taxes  he  is  able  to  add  to  his  surplus  to  provide  for  the  losses  which 
history  seems  to  assure  us  will  follow  the  present  conflict,  and  naturally  he  is 
shocked  to  learn  that  a  board  of  the  Government  will  apply  renegotiation  to  de- 
prive him  of  a  portion  of  the  small  balance  of  profits  he  might  otherwise  retain  as 
a  paltry  protective  reserve. 

The  inventory  risk  which  we  are  considering  has,  strangely  enough,  been 
greatly  increasd  by  the  very  purchasing  agencies  who  are  now  conducting  renego- 
tiation and  appear  not  to  be  giving  it  proper  weight.  Wool  grown  in  the  United 
States  has  been  accorded  highly  preferential  treatment  by  these  purchasing 
agencies  so  that  it  has  been  selling  and  now  sells  at  a  price  of  $1.18  to  $1.21  per 
pound  clean  basis  as  against  better  Australian  wool  at  from  98  cents  to  $1.02. 
This  preference  is  in  addition  to  the  protection  of  a  34-cent  tariff.  Fabrics  made 
from  domestic  wool  have  been  purchased  at  a  price  substantially  higher  than  fab- 
rics made  of  foreign  wools,  and  purchasing  agents  in  inviting  bids  have  specified 
that  the  goods  purchased  must  contain  a  specific  high  percentage  of  domestic  wool. 
The  first  contracts  called  for  100  percent.  The  result  has  been  that  domestic 
wool  has  sold  at  over  20  cents  per  pound  higher  than  similar  foreign  wools, 
and  the  wool  merchant  has  had  to  cover  his  requirements  of  domestic  wool  on 
the  basis  of  the  ceiling  prices  specified.  The  only  customer  in  the  world  for 
this  wool  at  the  specified  price  is  the  Government.  Your  committee  can  readily 
imagine  what  will  happen  when  the  Government  not  only  ceases  to  be  a  buyer 
but  begins  to  cancel  orders  already  placed  requiring  domestic  wool.  The  do- 
mestic market  can  be  expected  to  fall  20  percent  and  naore.  It  is  no  answer  to 
this  to  state  that  the  domestic  clip  for  the  current  year  1943  has  been  taken  over 
by  the  United  States  Government  at  ceiling  prices,  for  this  wool  will  remain 
in  the  Government's  hands  unless  it  is  sold  to  compete  with  imported  foreign 
wools;  and  no  domestic  wool  in  any  holder's  hands  will  be  sold  on  a  different 
basis. 

We  ask  your  committtee  to  consider  esi)ecially  the  position  of  the  wool  trade 
as  subcontractors.  So  far  as  they  are  actual  subcontractors,  or  are  indeed  as- 
sumed to  be  by  the  renegotiating  authorities,  wool  merchj;nts  bear  the  heavy 
burden  of  risk.  They  carry  the  inventories.  The  prime  contract  gives  the 
privilege  to  the  Government  to  terminate  the  contract  at  any  time.  Careful 
provision  is  made  to  protect  the  prime  contractor;  the  purpose  of  the  section 
dealing  with  reimbursement  being  expressed  to  be :  "To  insure  to  the  contractor 
fair,  full,  and  reasonable  compensation  for  the  work  performed,  and  supp'i^ 
and  articles  furnished  under  this  contract  *  *  ♦  and  for  the  costs  aDd 
commitments  properly  allocable  thereto  and  a  proper  allowance  for  profit. 
Pine  and  fair  words !  The  consideration  to  be  shown  a  subcontractor,  however, 
is  expressed  thus: 
The  contractor  shall 

"Take  steps  (i)  to  terminate,  with  or  without  the  consent  of  the  subcon- 
tractors, as  promptly  as  is  practicable  on  and  after  the  effective  date  of  th^ 
discontinuance  notice,  all  unperformed  or  partially  performed  subcontracts,  oti 


it  the  discontinuance  notice  so  provides,  terminate  any  of  such  subcontracts 
rtipn  or  from  time  to  time  thereafter  as  the  contracting  officer  may  direct,  and 
i\\)  to  settle  with  the  prior  approval  of  the  contracting  officer  or  subject  to  his 
fll'fication  all  claims  arising  out  of  the  termination  of  such  subcontracts." 
These  harsh  provisions  apply  to  the  Wool  dealer  who  furnishes  the  raw 
material  and  actually  assumes  the  vast  inventory  risks  involved.  Members 
nf  the  wool  trade  are  always  heavy  borrowers  and  during  the  period  under 
consideration  these  borrowings  have  become  abnormally  large.  Whatever  set- 
tlement on  cancelation  is  forced  upon  the  wool  merchant,  and  the  private  in- 
dividual is  always  subject  to  the  power  of  the  contracting  officer  in  such  cases, 
it  will  not  relieve  the  wool  merchant  of  his  inventory  or  his  debts,  and  his 
maturing  notes  cannot  be  paid  in  wool.  This  risk,  which  is  a  nightmare  to  the 
wool  merchant,    is   apparently   regarded   as   inconsequental   by    renegotiating 

The  careful  consideration  to  be  given  the  element  of  inventory  risk  is  at  all 
times  one  of  the  first  principles  of  sound  business.  Renegotiation  boards  recog- 
nize the  desirability  of  reserves  by  manufacturing  firms  to  provide  for  reconversion 
from  war  to  peacetime  production.  Reserves  for  inventory  risk  are  apparently  be- 
ing treated  as  only  an  abstract  and  theoretical  factor  in  business  operations.  On 
the  other  hand,  the  Treasury  Department  of  the  Government  has  acknowledged 
its  vital  importance  by  permitting  tax  returns  to  be  made  on  the  "last  in  first 
out"  basis  of  inventory  valuation,  this  system  providing  that  changes  in  value  of 
the  basic  amount  of  inventory  necessary  for  normal  operations  of  a  business  shall 
not  be  treated  as  affecting  current  profit  or  loss.  Today  the  swollen  and  inflated 
inventories  of  wool  merchants  represent  what  have  been  aptly  termed  "fool's 
profits."  The  trade  terms  the  apparent  profits  they  indicate  as  "borrowed  money." 
Those  profits  are  not  real ;  and  substantial  allowance  for  probable  loss  should  be 
made  in  any  renegotiation  proceedings.  The  fact  that,  under  the  present  tax 
system,  no  firm  making  tax  returns  by  valuing  inventory  at  "cost  or  market, 
whichever  is  lower"  has  a  net  addition  to  surplus  adequate  to  provide  any  such  in- 
ventory reserves,  suggests  that  a  change  in  the  renegotiation  law  or  practice 
should  be  made  excluding  dealers  in  the  raw  commodity— wool— from  renegotia- 
tion. We  will  add  that  at  present  no  member  of  the  wool  trade  has  qualified  un- 
der the  "last  in  first  out"  accounting  metliod  and  for  practical  reasons  this  cannot 
now  be  done ;  also  that  no  protective  hedge  on  the  futures  wool  exchange  is  practi- 
cally possible.  Obviously,  so  far  as  the  wool  merchant's  sales  are  for  Govern- 
ment work,  the  possibility  of  contract  cancelations  prevents  a  future  market 
hedge. 

In  closing  we  will  make  brief  reference  to  the  comments  upon  renegotia- 
tion legislation  made  by  the  Honorable  Senator  George,  of  Georgia,  who  pointed 
cut  that  renegotiation  was  nullifying  the  salutary  provisions  of  the  revenue  law 
of  1942  which  permits  losses  by  business  firms  in  any  year  to  be  thrown  back  or 
forward  for  a  2-year  period.    To  this  comment  we  give  our  hearty  approvaL 

The  Boston  Wool  Trade  Association  suggests : 

1.  That  the  renegotiation  of  Government  contracts  and  subcontracts  be  re- 
stricted to  those  cases  where,  through  lack  of  adequate  experience  or  other  cause, 
the  costs  of  performance  or  the  margin  of  profit  cannot  be  estimated  with  even 
approximate  certainty  at  the  time  the  contract  is  made. 

2.  That  the  definition  of  the  terms  "contractor"  and  "subcontractor"  be  so 
defined  as  to  confine  renegotiation  to  prime  contractors  and  subcontractors  who 
enter  into  that  relationship  knowingly  and  with  the  intention  of  becoming  sub- 
contractors under  a  Government  contract. 

3.  That  inventory  risks  of  all  contractors  and  subcontractors,  and  especially 
those  arising  from*  the  cancelation  provisions  of  contracts,  be  given  important 
consideration  in  renegotiation  proceedings;  and 

4.  That  suppliers  of  raw  and  semiprocessed  raw  materials  be  specifically 
exempted  from  renegotiation. 

Respectfully  submitted. 

Boston  Wool  Trade  Association, 
Allan  C.  Emery, 

President^ 
Joseph  P.  Draper, 
Special  Committee  on  Renegotiation. 
^STON,  Mass.,  Scptemhcr  16,  194S. 

^^  (Whereupon,  an  adjouniment  was  taken  until  Monday,  September 
20, 1943,  at  10  a.m.) 
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MONDAY,  SEPTEMBER  20,^1943 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington  J  D.  C. 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  be  in  order.  The  first  witness 
on  the  calendar  this  morning  is  Hon.  Robert  P.  Patterson,  Under 
Secretary  of  War. 

STATEMENT    BY    THE    HONORABLE    ROBERT    P.    PATTERSON, 

UNDER  SECRETARY  OF  WAR 

Mr.  Patterson.  This  statement  supplements  the  statement  I 
filed  with  the  House  Naval  Affairs  Committee  investigating  the 
progress  of  the  war  effort  in  June  of  this  year,  and  it  brings  down  to 
date  my  views  in  connection  with  the  renegotiation  of  War  Department 

contracts. 

repeal  not  favored 

I  remain  of  the  view  that  continuance  of  the  renegotiation  statute 
for  the  duration  of  the  war  is  in  the  public  interest.  On  the  other 
hand,  in  view  of  the  oft-expressed  fear  that  renegotiation  may  become 
a  permanent  fixtm*e,  it  should  be  clearly  understood  that  the  basic 
reasons  requii-ing  renegotiation  will  largely  cease  with  the  end  of  the 
war,  and  there  is  no  reason  that  provision  should  not  now  be  made 
expressly  providing  that  the  renegotiation  statute  shall  not  apply  to 
contracts  entered  into  after  cessation  of  hostilities.  Provision  should, 
of  course,  be  retained  for  the  renegotiation  of  contracts  entered  into 
prior  to  the  end  of  the  war.  In  this  connection  the  retention  of  the 
present  statutory  limitation,  which  provides  that  renegotiation  must 
be  commenced  within  the  fiscal  year  following  that  in  which  any 
renegotiable  contract  or  contracts  are  completed,  appears  to  be  ade- 
quate to  assure  a  timely  end  of  the  administration  of  renegotiation 
with  respect  to  contracts  entered  into  during  the  war  period  but  not 
completed  until  after  the  close  of  the  war. 

^9^'^^^^^^^ble  evidence  was  produced  before  the  House  Naval 
Affaii-s  Committee  by  those  who  contended  that  the  need  for  renego- 
tiation had  passed  and  that  excessive  profits  could  be  prevented  in 
tne  future,  either  by  taxes  or  through  ordinary  procurement  methods. 
**e  m  the  War  Department  are  satisfied  that  the  evidence  offered 
actually  proved  the  unsoundness  rather  than  the  soundness  of  this 
contention  and  showed  that  the  present  tax  statutes  are  not  adequate 
V^  prevent  the  realization  of  grossly  excessive  profits  by  individuals 
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and  by  corporations.  It  may  be  helpful  to  cite  two  specific  examples 
involving  businesses  which  appeared  before  the  House  committee 
advocating  the  repeal  of  the  renegotiation  statute. 

In  one  case,  a  corporation  wholly  owned  by  a  single  individual  had 
net  earnings  after  taxes  in  1942  of  $5,205,000  as  contrasted  with  net 
earnings  after  taxes  of  $223,000  in  1939,  the  best  year  in  the  company's 
history  up  to  that  time.  The  net  worth  of  this  company  as  of  June 
30,  1940,  amounted  to  $956,000  so  that  the  net  earnings  after  taxes 
in  1942,  entirely  resulting  from  war  business,  represented  more  than 
500  percent  return  on  the  net  worth  of  the  company  2  years  before 
and  were  approximately  20  times  the  earnings  of  the  company  in  the 
best  year  prior  to  the  war.  This  huge  increase  in  earnings  was  made 
possible  by  the  supplying  to  this  company  of  Government-owned  facil- 
ities at  a  cost  of  $16,862,454. 

In  another  case  where  a  witness  appeared  for  the  purpose  of  demon- 
strating that  he  had  made  no  excessive  profits,  his  firm,  a  partnership, 
had  made  earnings  in  1942  before  taxes  in  the  amount  of  $5,036,302 
as  contrasted  with  the  highest  prewar  earnings  in  1939  of  $75,672. 
After  deducting  taxes  paid  by  the  individual  partners,  this  firm  had  ag- 
gregate net  earnings  of  $634,411  in  1942,  or  more  than  eight  times  its 
highest  earnings  before  taxes  in  any  prewar  year.  The  total  invest- 
ment of  the  partners  in  this  company  was  $125,000  and  the  net  worth 
of  the  company  at  the  close  of  1939  was  $422,000.  It  should  be  noted 
that  in  this  case  the  partnership  was  enlarged  during  the  war  period 
to  take  in  two  sons  and  a  nephew,  all  under  30  years  of  age,  and  whose 
shares  of  the  profits  after  the  taxes  was  in  excess  of  $100,000  each. 

The  foregoing  examples  are  not  unusual.  They  are  typical  of  many 
other  similar  situations  in  all  parts  of  the  country  and  clearly  demon- 
strate the  inadequacy  of  the  present  tax  statutes  to  prevent  the  ac- 
cumulation of  excessive  profits. 

It  has  been  suggested  that  situations  of  this  character  could  be  met 
by  further  modifications  of  the  taxing  statutes  and  increases  in  the 
rates  of  excess-profits  tax.  It  would  hardly  seem  necessary  for  me  to 
repeat  before  this  committee  the  views  which  have  been  expressed  so 
ably  and  so  often  by  others  with  respect  to  the  inflationary  effect  of 
higher  tax  rates.  This  committee  fully  understands  that  until  the 
point  of  actual  100-percent  taxation  is  reached,  the  higher  the  tax 
rates  the  greater  the  incentive  to  increase  prices  and  gross  profits, 
this  in  order  to  increase  the  total  of  dollars  left  to  the  taxpayer  after 
payment  of  his  taxes. 

This  committee  also  fully  recognizes  and  understands  that,  when 
taxes  are  carried  to  the  point  of  confiscation  of  earnings  over  and  above 
any  given  level,  say  100  percent,  the  profit  incentive  necessarily  dis- 
appears and  resultant  extravagance,  with  widespread  waste  of  man- 
power and  materials,  inevitably  follows. 

In  other  words,  higher  tax  rates  will  not  prevent  excessive  profits 
but  will  instead  merely  add  fuel  to  the  fires  of  inflation.  Confiscatory 
taxes  may  eliminate  excessive  profits  but  will  inevitably  result  m 
wastage  of  manpower  and  materials. 
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It  has  been  suggested  that,  even  though  the  renegotiation  statu^ 
should  not  be  repealed,  its  application  should  be  limited  and  restricted 
in  various  ways.    I  have  already  indicated  my  views  with  respect  to 


.1  g  probable  time  for  complete  elimination  of  renegotiation  on  the 
termination  of  the  war  and  the  restoration  of  free  competitive  condi- 
Jjons  With  respect  to  the  restriction  of  its  field  of  operation  in  the 
meanwhile,  much  has  already  been  done,  and  from  time  to  time  cer- 
tain additional  measures  may  be  appropriate.  To  summarize  the 
nrescnt  situation,  there  have  been  exempted  from  renegotiation  under 
the  express  terms  of  the  statute  (1)  contractors  having  renegotiate 
sales  aggregating  less  than  $100,000  within  a  fiscal  year;  (2)  contracts 
^ith  other  departments,  with  the  States,  and  with  foreign  govern- 
ments or  agencies  thereof;  and  (3)  contracts  for  products  of  mines, 
oil  and  gas  wells  and  other  natural  deposits,  and  timber,  not  processed, 
refined  or  treated  beyond  the  first  form  or  state  suitable  for  industrial 

In  addition  to  these  statutory  exemptions,  the  Secretaries  have 
heen  given  the  right  to  make  certain  additional  broad  discretionary 
exemptions,  and  this  right  ha;s  been  exercised  by  the  War  and  Navy 
Departments  so  as  to  exempt  the  following  classes  of  contracts: 
(1)  Contracts  and  subcontracts  for  the  purchase  or  lease  of  any 
mterest  in  real  property;  (2)  contracts  and  subcontracts  for  a  large 
number  of  fresh,  frozen,  smoked,  salted  and  processed  food  products; 
(3)  pubhc-utihty  contracts  subject  to  regulation  by  a  public  regulatory 
body;  (4)  contracts  and  subcontracts  for  commodities  the  minimum 
price  for  the  sale  of  which  has  been  fixed  by  a  public  regulatory  body; 
(5)  patent  license  contracts  where  the  maximum  aggregate  royalties 
payable  thereunder  are  determinable  at  the  time  of  execution  of  the 
contract  when  it  is  found  in  advance  that  such  amount  will  not 
yield  excessive  profits;  and  (6)  specific  contract  exemptions  are  granted 
m  any  individual  case  where  the  Secretary  is  satisfied  that  the  pro- 
visions of  the  contract  or  subcontract  are  otherwise  adequate  to 
prevent  excessive  profits. 

In  other  words  we  have  exercised  our  discretion  in  a  large  number 
of  cases.  We  are  not  anxious  for  work.  We  have  plenty  of  work 
to  do  right  within  the  main  scope  of  the  renegotiation  law  and  we 
do  not  relish  expanding  the  field.  Wherever  there  are  other  guides, 
prices  are  taken  care  of,  say,  by  public  regulatory  bodies  like  public- 
utility  commissions  and  we  are  quite  content  to  leave  that  field  to 
them. 

Included  in  the  last-mentioned  exemption  are  periodic  price 
adjustment  contracts  of  types  which  permit  periodic  review  of  costs 
and  readjustment  of  prices.  The  use  of  this  type  of  contract  is 
steadily  increasing.  This  provision  also  permits  exemption  from 
renegotiation  of  termination  settlements  where  such  exemption  appears 
to  be  desirable. 

In  connection  with  the  consideration  of  this  subject,  the  attention 
of  Congress  is  specifically  called  to  the  Departments'  administrative 
interpretation  of  the  term  "subcontract"  as  embodied  in  the  statute, 
which  largely  limits  the  subcontract  field  to  subcontracts  for  ma- 
chinery, equipment,  or  materials  entering  directly  into  the  actual 
processing  in  the  factory  of  the  end  product,  thereby  eliminating 
from  renegotiation  the  very  large  field  of  contracts  for  supplies  and 
materials  contributing  indiiectly  rather  than  directly  to  the  war  effort. 

Attention  is  also  directed  to  the  administrative  interpretation  of 
tlie  Departments  to  the  effect  that  subcontracts  under  exempt  prime 
contracts  with  foreign  governments  or  other  agencies  exempted  by 
^"fpress  statutory  provision  shall  also  be  exempt  from  renegotiation. 
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It  is  believed  that  these  interpretations  and  policies  coincide  with 
the  intent  of  Congress,  but  it  should  be  noted  that  they  operate  to 
reduce  and  limit  rather  than  to  expand  the  limits  within  which 
renegotiation  is  presently  operating. 

The  most  cursory  review  of  the  foregoing  statutory  and  administra- 
tive  exemptions  evidences  clearly  a  basic  and  contuming  purpose  to 
apply  the  renegotiation  statute  only  to  those  activities  dii-ectlv 
connected  with  the  war  effort  and  the  elinination  of  excessive  profits 
and  excessive  prices  therefrom. 

VIEWS   ON   SUGGESTED   AMENDMENTS 

Certain  further  amendments  to  the  renegotiation  statute  have  re- 
cently been  suggested,  and  the  views  of  the  War  Department  with 
respect  thereto  may  be  briefly  smnmarized  as  follows: 

$500,000  exemption:  It  has  been  suggested  that  the  provision  ex- 
emptmg  smaller  contractors  from  renegotiation  should  be  modified  so 
as  to  raise  the  exemption  from  sales  of  $100,000  a  year  to  $500,000 
a  year.  A  bill,  H.  R.  2324,  embodymg  this  suggestion  is  presently 
pending  before  your  committee.  Recognizing  that  such  an  amend- 
ment might  result  in  certain  minor  inequities  and  inequahties  of  treat- 
ment, nevertheless  having  regard  to  the  major  objectives  of  renegoti- 
ation in  its  relation  to  the  war  effort  and  the  vital  importance  of 
having  renegotiations  conducted  currently  and  settled  rapidly,  the 
War  Department  is  in  favor  of  the  proposed  amendment,  provided 
that  it  be  made  inapplicable  to  1942  busmess.  This  change  would 
result  in  the  elunination  of  perhaps  one-fifth  of  the  total  volume  of 
renegotiable  cases  as  contrasted  with  a  probably  negligible  percentage 
of  total  dollar  volume  of  recoverable  excessive  profits.  The  passage 
of  this  amendment  would  greatly  assist  the  War  Department  in 
carrying  the  administrative  load. 

We  accept  the  1942  business,  gentlemen,  under  that  merely  because 
we  have  settled  so  manv  of  those  cases  that  we  beUeve  those  cases 
should  be  proceeded  with  on  the  present  limit  of  $100,000  per  annum 
out  of  fairness  to  those  who  have  already  settled  their  business  and 
gone  through  price  adjustment  upon  the  present  basis  of  the  $100,000 
muum^um,  but  we  are  m  favor  of  the  $500,000  limitation  for  1943 
and  all  subsequent  years. 

Mandatory  filing:  There  is  another  amendment  now  pending 
before  your  committee,  also  embodied  in  H.  R.  2324,  which  makes  man- 
datory the  filing  with  the  Departments  of  information  concerning  the 
character  and  volume  of  renegotiable  business.  This  amendment 
would  greatly  facilitate  and  expedite  the  admmistration  of  the  renego- 
tiation statute.  It  would  also  reduce  the  risk  that  numbers  of  sub- 
contractors having  a  substantial  volume  of  renegotiable  business  may 
entirely  avoid  renegotiation.  At  the  present  time  there  is  a  real 
practical  difficulty  in  locating  and  identifying  all  subcontractors 
since  many  of  them  have  no  direct  contracts  with  the  Government. 
We  are  therefore  in  favor  of  H.  R.  2324. 

We  believe  it  will  also  be  to  the  interest  of  the  industry  of  the 
country  because  it  will  permit  us  to  clear  up  then-  cases  more  rapidly, 
and  that  is  to  be  desired  on  their  part  as  well  as  on  our  part. 

Ehmination  of  retroactive  renegotiation:  It  has  been  recently  sug- 
gested that  the  application  of  the  renegotiation  statute  should  be 
limited  to  contracts  in  the  process  of  performance  and  that  it  should 


no  longer  be  necessary  to  recapture  profits  following  the  completion  of 
a  particular  contract  or  contracts.  In  the  judgment  of  the  War 
department  this  suggestion  is  completely  without  merit  and  would 
tend  to  defeat  the  primary  objectives  of  renegotiation.  In  the  first 
place,  it  completely  overlooks  the  fact  that  it  is  an  administrative 
impossibility  to  renegotiate  each  of  the  hundreds  of  thousands  of 
outstanding  war  contracts  individually  during  the  com-se  of  their 
performance. 

There  are  also  equitable  considerations  which  would  mdicate  the 
unfairness  of  making  such  a  change  at  the  present  time.  Under  the 
existing  law,  prices  on  many  current  contracts  have  been  adjusted 
downward  in  the  case  of  those  contractors  who  have  concluded 
renegotiation;  and,  in  addition,  such  contractors  have  in  many  in- 
stances accepted  new  contracts  at  substantially  lower  prices  at  the 
time  of  or  in  connection  with  the  consummation  of  the  renegotiation 
settlement.  The  elimination  of  retroactive  renegotiation  would  result 
in  substantial  discrimination  against  such  contractors  in  comparison 
with  other  contractors  who  have  not  had  thek  contract  prices  reduced 
or  who  have  received  new  contracts  at  relatively  higher  prices  than 
those  granted  to  their  competitors  with  whom  renegotiation  proceed- 
mgs  have  been  completed.  Fm'thermore,  it  is  obvious  that  any  such 
policy  would  operate  in  favor  of  contractors  having  short-term  con- 
tracts as  compared  with  those  having  long-term  contracts. 

From  some  of  the  testimony  that  has  been  given  here  on  behalf  of 
business  associations,  this  committee  might  be  led  to  suppose  that 
businessmen  generally  were  anxious  and  willing  to  accept  prices  so 
close  that  all  possibility  of  excessive  profits  would  be  eliminated.  I 
am  sorry  to  say  that  that  has  not  been  the  experience  of  the  War 
Department.  On  the  contrary,  we  have  been  continually  under 
pressure  to  include  in  our  prices  protection  against  contingencies  on 
the  representation  that  any  excessive  profits  could  be  eliminated  by 
renegotiation.  Many  of  those  who  are  saying  that  renegotiation  is 
no  longer  necessary  and  that  the  procurement  officers  should  now  be 
in  a  position  to  fix  prices  which  would  prevent  excessive  profits  would 
be  the  first  to  complain  if  the  War  Department  were  able  to  make 
such  a  policy  completely  effective. 

At  this  point,  I  would  like  to  repeat  the  statement  which  I  made 
last  June  before  the  House  Committee  on  Naval  Affairs.  In  discussing 
this  question  I  pointed  out  that  while  it  is  true  that  a  great  deal  more 
information  is  now  available  to  the  procuiement  agencies  than  could 
be  obtained  during  the  time  when  most  of  the  contracts  were  made 
which  are  now  in  the  course  of  performance,  nevertheless,  it  is  very 
doubtful  whether  excessive  profits  can  be  entirely  prevented  by  sound 
procui-ement  methods.  The  exigencies  of  war  still  call  for  changes  of 
^ecifications  and  for  the  production  of  new  and  experimental  items. 
There  are  still  many  contracts  in  which  costs  are  uncertain.  Further- 
Kiore,  a  great  number  of  our  contracts  must  call  for  performance  over 
8-  long  period  of  time,  and  contractors  are  apprehensive  of  a  rise  in  the 
general  price  level.  The  volume  of  commitments  which  many 
contractors  are  being  asked  to  undertake  in  relation  to  their  working 
capital  is  another  factor  which  tends  to  increase  their  feai*s.  In 
consequence  there  are  strong  incentives  for  contractors  to  load  their 
Pnces  with  contingencies  to  guard  against  the  risks  which  have  been 
outlined.  B  B 
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The  War  Department  is  making  every  effort  to  eliminate  such 
contingencies  from  contract  prices  and  substantial  results  in  this  direc- 
tion have  been  achieved.  We  have  developed  contract  forms  which 
are  designed  to  protect  the  contractor  against  such  risks  by  providing 
for  upward  revision  of  contract  prices  under  proper  safeguards. 
However,  business  cannot  be  induced  overnight  to  rely  on  the  power 
of  the  contracting  officers  to  increse  contract  prices  as  its  sole  pro- 
tection against  furure  increases  in  labor  and  material  costs.  In  spite 
of  our  best  efforts  many  of  the  contract  prices  now  being  negotiated 
will  include  cushions  against  the  risk  of  events  which  may  never 
happen,  with  the  inevitable  result  that  the  contracts  will  yield 
excessive  profits. 

The  time  may  come,  and  we  are  bending  every  effort  in  that  direc- 
tion, when  the  contracting  officers,  of  whom  there  are  now  approxi- 
mately 22,000,  can  acquire  or  be  fiu*nished  with  detailed  knowledge 
of  the  unit  costs  of  most  of  the  myriad  of  products  required  for  the 
conduct  of  modern  warfare.  UntU  that  day  arrives,  however,  it  is 
impossible  as  a  practical  matter  for  procurement  to  determine  ac- 
curately prices  for  all  of  the  items  going  into  the  war  effort,  which 
will  in  each  case  result  in  the  realization  of  reasonable,  nonexcessive 
profits.  In  the  meanwhile  renegotiation  represents  the  only  practical 
and  effective  way  of  eliminating  excessive  profits  and  at  the  same 
time  providing  a  means  by  which  to  compel  reasonable  prices  in  the 
future. 

In  this  connection,  there  has  been  developed  during  the  current 
year  a  policy  which  has  been  approved  by  the  several  departments 
and  which  it  is  hoped  and  believed  will  go  far  to  reduce  or  eliminate 
retroactive  recoveries. 

In  many  cases,  particularly  in  the  case  of  subcontractors,  where 
hundreds — or  even  thousands — of  individual  products  are  involved, 
it  has  not  been  possible  for  the  Department  to  examine  in  detail  and 
currently  reprice  all  individual  products  with  respect  to  the  year  1943. 
Ho  vever,  the  Government  has  advised  the  contractors  that  excessive 
profits  must  be  eliminated  by  them  through  reductions  in  the  prices 
which  are  being  currently  charged  for  their  individual  products.  In 
order  to  be  fair,  and  at  the  same  time  to  make  this  policy  practicably 
effective,  the  War  Department  has  announced  two  correlative  prin- 
ciples: 

First,  war  contractors  who  operate  on  a  clearly  excessive  margin  of 
profit  and  maintain  price  levels  which  result  in  the  realization  of  a 
substantial  amount  of  excessive  profits  in  1943  will  be  treated  in  rene- 
gotiation on  a  basis  which  corresponds  to  the  relatively  small  degree 
of  risk  of  loss  which  they  have  incurred.  Those  contractors  who  re- 
duce their  prices  to  a  point  where  they  are  realizing  only  a  reasonable 
profit  will  be  treated  with  comparable  liberality  by  reason  of  the  addi- 
tional risk  which  they  have  assumed  as  a"  result  of  operating  on  a 
narrower  margin  of  profit. 

Although  it  is  recognized  that  the  results  of  renegotiation  for  1942 
business  cannot  be  regarded  as  an  established  precedent  for  the  results 
of  1943  operations,  since  thei-e  are  necessarily  manv  variances  in  the 
conditions  and  results  of  operations  in  individual  cases  as  well  as 
generally,  nevertheless  the  results  of  1942  renegotiations  do  afford  to 
the  contractor  a  general  guide  with  respect  to  the  establishment  of  1943 
price  poHcies  in  accordance  with  the  foregoing  principles. 


In  addition  to  suggestions  which  have  been  made  relating  to  the 
iurisdictional  aspect  of  the  renegotiation  statute,  there  have  also  been 
a  number  of  important  suggestions  made  concerning  its  application 
and  administration.  The  position  of  the  War  Department  with 
respect  to  these  questions  has  not  altered  and  may  be  briefly  sum- 
marized as  follows: 

Post-war  reserves:  The  matter  of  post-war  reserves  obviously  goes 
far  beyond  the  field  of  renegotiation  which  has  as  its  primary  purpose 
the  elimination  of  excessive  profits  in  connection  with  hmited  classes 
and  types  of  contracts  with  certain  specified  departments  of  the 
Federal  Government.  However,  the  matter  is  of  such  importance  to 
industry  and  consequently  to  the  war  effort  that  I  am  glad  to  take  this 
opportunity  to  comment  upon  it  in  some  of  its  broader  phases  as  well 
as  to  indicate  my  reason  for  believing  that  it  is  not  a  matter  which 
should  be  dealt  with  in  connection  with  renegotiation. 

In  general,  it  is  the  view  of  the  War  Department  that  reasonable 
and  adequate  provision  should  be  made  to  enable  contractors  engaged 
in  war  production  to  meet  inevitable  post-war  problems.  This  is  of 
vital  importance  not  only  because  of  its  effect  on  the  economy  of  the 
country  following  the  close  of  the  war,  but  of  equal  or  perhaps  greater 
importance  by  reason  of  its  effect  on  production  for  the  war.  We 
fully  recognize  that  the  moment  that  the  prospect  of  possible  early 
termination  of  the  war  becomes  the  subject  of  discussion,  those  en- 
gaged in  the  production  of  war  materiel  begin  to  turn  their  thoughts 
and  attention  to  the  measures  which  they  envisage  as  necessary  for 
them  to  take  in  anticipation  of  contemplated  termination  of  war  con- 
tracts. Unfortunately,  but  naturally,  in  certain  cases  it  has  been 
indicated  that  these  measures  include  the  reduction  of  inventories, 
the  avoidance  of  new  commitments  and,  perhaps,  even  some  curtail- 
ment in  rate  of  production. 

In  the  interest  of  the  unfailing  and  imdiminished  effort  to  continue 
and  increase  the  rate  of  war  production,  it  is  essential  that  contractors 
be  encouraged  to  continue  with  all-out  war  production  with  the 
assurance  that  when  the  ultimate  time  for  termination  of  war  con- 
tracts arrives  they  will  be  in  a  position  to  resume  peacetime  activities 
with  a  minimum  of  delay  and  inconvenience,  and  with  the  assurance 
of  reasonable  and  necessary  financial  assistance  to  be  promptly  avail- 
able in  those  cases  where  such  assistance  appears  to  be  a  proper  matter 
for  handling  by  the  Federal  Government.  The  questions  involved 
go  far  beyond  the  single  question  of  post-war  reserves.  Thus  the 
problem  wHl  be  directly  affected  by  the  circumstances  which  wiU 
accompany  termination  and  the  character  and  method  of  effecting 
termination  settlements.  For  example,  if  it  should  develop  that 
hostilities  should  cease  in  one  area  of  combat  but  continue  in  another 
area  under  perhaps  different  conditions  and  with  widely  different 
requirements  for  war  materiel,  termination  would  constitute  a  more 
gradual  process  than  if  an  over-all  peace  should  be  concluded  at  one 
time  and  over-all  termination  follow  more  or  less  automatically.  If 
war  contracts  are  to  be  canceled  gradually  in  many  fields,  the  process 
of  transition  to  a  peacetime  economy  will  be  much  less  abrupt  and 
will  entail  relatively  fewer  problems  in  the  way  of  personnel  adjust- 
Kients  and  reconversions  of  physical  plants  and  factories. 
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In  the  War  Department  we  are  endeavoring  to  work  out  and  develop 
programs  which  will  be  applicable  to  any  contingency  which  may 
arise.  In  general,  it  is  our  objective  to  see  that  termination  settle- 
ments are  fairly  and  promptly  concluded;  and  machinery  has  already 
been  set  in  motion  in  cooperation  with  the  banking  system  of  the 
country  which  will  make  available  immediate  financial  assistance 
based  on  prospective  termination  settlements  in  those  cases  where  a 
contractor's  current  position  is  such  that  financial  relief  of  this  kind  is 
necessary.  Revised  standard  termination  instructions  have  recently 
been  issued,  and  we  are  now  in  the  process  of  training  and  ius  true  ting 
our  officers  in  the  administration  and  application  of  these  instructions. 
Similarly,  a  plan  is  being  developed  for  the  coordination  of  termination 
with  renegotiation,  with  the  thought  that  in  the  case  of  contractors 
who  are  subjected  to  over-all  termination  it  will  be  possible  to  coordi- 
nate over-all  termmation  settlements  with  over-all  renegotiation  ou  a 
basis  which  will  pennit  the  contractor  to  wind  up  his  participation  in 
war  production  in  a  comprehensive  and  final  manner  at  the  earliest 
practicable  date. 

Until  one  is  in  a  position  to  laiow  the  circumstances  which  will 
exist  at  the  time  termination  takes  place,  including  not  only  the 
character  and  method  of  termination  but  also  the  accompanying  eco- 
nomic conditions  prevailing  in  this  and  other  countries,  no  reasonable 
estimate  can  be  made  of  the  proper  amount  to  be  allowed  for  post-war 
reconversion.  However,  it  is  equally  well  recognized  that  the  mere 
fact  that  the  amounts,  if  any,  which  may  be  required  cannot  be  ac- 
ciurately  estimated  is  no  reason  for  not  providing  at  this  time  relief  or 
remedial  measures  which  can  be  reasonably  assumed  to  be  generally 
adequate.  It  is  important  that  full  consideration  be  given  to  the 
measures  already  adopted,  which  in  addition  to  those  wliich  I  have 
referred  to,  include  (1)  2-year  operating  loss  caiTy-back  privilege; 
(2)  2-year  excess  profits  tax  credit  c^arry-back  privilege;  (3)  accelerated 
amortization  of  emergency  facilities;  (4)  inventory  replacement  pro- 
visions; and  (5)  post-war  refund  in  the  amount  of  10  percent  of  excess 
profits  tax  paid. 

Note. — In  connection  with  the  post-war  credit  it  will  be  remembered  that  when 
this  proposal  was  first  considered  by  the  Committee  on  Ways  and  Means  it  was 
contemplated  that  it  should  be  available  for  use  solely  for  purposes  of  post-war 
reconversion,  and  should  not  be  available  for  dividends  or  other  corporate  purposes. 
It  is  generally  conceded  that  these  restrictive  provisions  were  subsequently 
eliminated  either  by  reason  of  the  administrative  difficulties  involved,  or  as  a 
result  of  recognition  of  the  fact  that  such  limitations  would  be  largely  ineffective 
since  the  availability  of  the  credit  for  specific  purposes  would  operate  to  release 
other  unrestricted  funds  for  other  uses. 

Consideration  should  likewise  be  given  to  the  legislation  now  pend- 
ing before  the  House  Military  Affairs  Committee  which  is  designed  to 
aid  contractors  in  maintaining  liquidity  during  the  post-war  con- 
version period.  This  legislation  is  strongly  endorsed  by  the  War 
Department  and,  if  adopted,  wUl,  it  is  believed,  go  far  to  rcHeve  the 
most  serious  fiscal  problem  of  post-war  adjustment. 

The  War  Department  is  not  now  in  the  position  to  assert  that  the 
measures  above  referred  to  will  afford  all  the  protection  that  is  neces- 
sary to  enable  industry  effectively  to  reconvert  from  war-  to  peace- 
time production.  However,  it  is  fair  to  say  that  information  presently 
available  strongly  indicates  that  in  many  cases  no  further  relief  will  be 
necessary  to  enable  contractors  to  meet  their  problems.  It  may  well 
be  that  those  contractors  who  have  engaged  in  profitable  war  business 


will  have  available  to  them  resources  amply  sufficient  to  cover  the 
costs  of  the  period  of  post-war  adjustment. 

On  the  other  hand,  it  may  be  that  certain  contractors  will  not 
have  the  benefit  of  adequate  provisions.  Neither  the  carry-back 
provisions  nor  the  post-war  refund  are  available  to  industrial  enter- 
prises which  are  carried  on  either  by  individuals  or  by  partnerships. 
Again  a  small  proportion  of  the  contractors  engaged  in  war  production 
have  failed  to  earn  substantial  sums  during  the  wartime  period  and 
vdll  consequently  get  little  benefit  from  provision  for  tax  refunds. 

On  these  points  the  essential  thing  is  to  get  the  facts.  To  this 
end  the  War  Department  on  its  own  initiative  is  making  certain 
studies  and  strongly  recommends  that  Congress  make  additional 
studies  of  the  present  and  probable  future  financial  status  of  various 
representative  groups  of  contractors  engaged  in  war  production  and 
thus  determine  by  the  examination  of  specific  typical  situations 
what  resources  would  be  available  to  them  to  meet  possible  losses 
which  may  be  suffered  in  the  post-war  period. 

In  connection  with  this  study  it  should  be  borne  in  mind  that 
although  the  relief  carry-back  provisions  have  little  value  unless  in 
the  post-war  period  a  corporation  fails  to  earn  an  amount  at  least 
equal  to  its  excess-profits  credit.  Nevertheless  if  a  company  is  able 
to  absorb  its  post-war  personnel  and  reconversion  expenses,  as  well 
as  inventory  losses,  and  still  earn  a  profit  which  equals  or  approaches 
its  excess-profits  credit,  there  would  appear  to  be  relatively  little 
need  for  Congress  to  provide  additional  relief. 

^  It  is  not  within  the  normal  functions  of  the  War  Department  to 
frame  tax  legislation  or  to  suggest  tax  poUcies.  The  War  Depart- 
ment does,  however,  feel  that  if,  and  to  the  extent  that  additional 
relief  is  to  be  given  to  contractors,  amendments  to  the  tax  statutes 
provide  one  possible  vehicle  for  such  relief.  In  addition,  the  War 
Department  believes  that  it  is  desirable  to  provide  present  assurance 
for  post-war  assistance  to  that  class  of  contractors  who  have  realized 
little  or  no  profit  from  war  contracts.  In  this  connection  it  may  be 
desuable  to  consider  the  advisability  of  affording  Government 
assistance  in  the  securing  of  private  capital  or  working  capital  loans. 

Whatever  additional  measures  may  be  adopted  for  providing 
assistance  or  relief  for  companies  or  individuals  falling  within  cate- 
gories for  whom  the  present  provisions  appear  to  be  inadequate,  it  is 
believed  that  such  measures  should  be  developed  without  modifica- 
tion of  the  present  statutory  provisions  for  renegotiation  of  contracts. 
The  War  Department  is  definitely  of  the  opinion  that  no  provision 
should  be  made  for  the  deduction  of  any  reserve  for  post-war  adjust- 
ment in  coimection  with  the  ascertainment  of  excessive  profits  under 
statutory  renegotiation  for  the  following  reasons: 

(1)  Such  reserves  would  be  available  only  to  contractors  having 
renegotiable  war  business  who  have  maintained  price  levels  resulting 
in  the  realization  of  excessive  profits  and  would  not  be  available  to 
contractors  generally  or  to  contractors  whose  profits  were  at  a  lower 
level  by  reason  of  lower  prices  to  the  Government  for  war  materiel. 

(2)  The  amoimt  of  reserves  to  be  allowed  would  be  extremely  diffi- 
cult to  determine  in  advance  and  would  necessarily  depend  upon  a 
great  many  factors  which  cannot  be  foreseen  at  this  time,  including 
such  matters  as  method  of  termination,  i.  e.,  gradual  or  abrupt; 
character  of  contractor's  post-war  business  as  compared  with  pre-war 
business;  conditions  prevalent  in  the  labor  market  at  the  time  of 
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over-all  termination;  etc.     Many  contractors  will  have  no  problem 
of  post-war  adjustment. 

(3)  The  availability  of  any  reserves  established  could  not  be 
practicably  assured  since  the  contractor  would  be  free  to  distribute  or 
invest  the  funds  so  made  available. 

(4)  The  amount  of  reserves  so  allowed  would  in  the  ordinary  case 
have  to  be  several  times  the  amount  of  the  reserves  required,  since 
such  reserves  are  not  presently  allowed  as  tax  deductions. 

The  objection  enumerated  under  (4)  above  could,  of  coiu^e,  be 
eliminated  by  providing  that  post-war  reserves  be  allowed  as  a  deduc- 
tion for  tax  purposes  and  as  a  cost  of  performing  war  contracts  under 
the  provisions  of  the  renegotiation  statute.  However,  such  a  pro- 
vision would  not  take  care  of  those  contractors  who  are  not  now  mak- 
ing substantial  war  profits  aud,  on  the  other  band,  would  operate  to 
give  further  relief  to  a  class  of  contractors  for  whom  substantial 
provision  has  already  been  made.  The  ultimate  decision  with 
respect  to  this  matter  may  well  depend  upon  the  conclusions  reached 
by  Congress  with  respect  to  the  extent  and  character  of  help  to  be 
made  available  generally  as  a  part  of  the  post-war  program. 

Renegotiation  after  taxes:  It  has  been  suggested  by  many  repre- 
sentatives of  industry  that  renegotiation  should  be  based  upon  profits 
remaining  after  Federal  taxes  and  that  no  ^refund  should  be  required 
for  excessive  profits  eliminated  from  current  or  future  contracts 
until  there  has  first  been  a  deduction  made  for  the  Federal  tax  burden 
of  the  individual  contractor,  properly  allocated  to  the  contract  or 
contracts  concerned.  This  argument  has  a  certain  specious  appeal 
by  reason  of  the  use  of  the  word  "profits^*  in  the  renegotiation  statute 
and  the  failure  to  realize  that  the  primary  purpose  and  intent  of  the 
Renegotiation  Act  is  the  accomplishment  of  sound  pricing,  both  retro- 
actively and  prospectively,  whether  accomplished  through  the  medium 
of  refunds,  or  by  reductions  in  future  prices. 

The  real  issues  stand  out  more  clearly  if  the  problem  is  viewed 
from  the  viewpoint  of  the  elimination  under  the  statute  of  profits 
Ukely  to  be  realized.  A  simple  illustration  may  be  helpful.  Let 
us  assume  two  contractors,  A  and  B,  each  making  the  same  article, 
for  example,  a  rifle  sold  to  the  Government  at  a  price  of  $100  per 
rifle,  and  each  contractor  having  the  same  unit  costs  with  the  single 
exception  of  Federal  taxes.  Let  us  further  assume  that  the  costs 
before  taxes  in  each  case  amounted  to  $70  per  rifle  but  that  in  the 
case  of  contractor  A  the  Federal  taxes  on  the  $30  profit  realized  on 
each  rifle  amounted  to  $12  and  that  in  the  case  of  contractor  B  the 
Federal  taxes  amounted  to  $24. 

Under  the  present  practice  of  the  departments  if  we  assume  that 
a  15-percent  margin  over  cost  represented  a  reasonable  profit,  both 
contractor  A  and  contractor  B  would  be  allowed  a  profit  before  taxes 
of  approximately  $10  and  would  be  required  to  reduce  their  prices  of 
future  deUveries  to  approximately  $80  per  rifle.  On  the  other  hand, 
if  renegotiation  were  to  be  based  upon  profit  remaining  after  taxes 
and  an  equal  amount  should  be  left  to  each  contractor,  it  is  obvious 
that,  if  contractor  A  were  to  be  given  a  price  of  $80,  leaving  him  a 

Erofit  of  approximately  $10  before  taxes  and  $6  after  taxes,  it  would 
e  necessary  to  allow  contractor  B  to  continue  his  present  price  of 
$100,  giving  him  a  profit  before  taxes  of  $30  and  a  profit  after  taxes 
of  $6,  the  same  as  that  received  by  contractor  A. 


It  hardly  seems  necessary  to  elaborate  on  the  foregoing  illustration 
or  to  argue  against  the  absurdity  of  varying  prices  in  accordance  with 
the  varying  tax  burdens  of  individual  contractors.  It  would  be  just 
as  sensible  for  any  one  of  you  as  an  individual  to  agree  to  pay  a  higher 
nrice  for  a  suit  of  clothes  or  an  automobile  or  any  other  piece  of  desu-ed 
property  because  the  particular  person  from  whom  you  wished  to 
purchase  the  article  was  subject  to  a  higher  income  tax  habihty  than 
his  competitors.  Those  proposing  that  renegotiation  should  be  car- 
ried on  after  taxes  are  in  practical  effect  asking  the  Government  to 
pay  their  wartime  income  taxes  for  them,  in  reality  asking  to  be  re- 
heved  from  the  additional  taxes  that  it  has  been  necessary  for  Congress 
to  impose  upon  them  as  a  result  of  war  conditions,  to  help  pay  the 
cost  of  the  war,  so  that  we  have  a  process  of  just  chasing  ourselves 
around  the  circle. 

Not  only  is  any  such  policy  manifestly  unsound  as  a  part  of  procure- 
ment, but  the  effect  thereof  would  be  to  vitiate  the  congressional  policy 
embodied  in  the  excess-profits  tax  with  respect  to  the  varying  unpact 
of  taxes  on  taxpayers  entitled  to  varying  excess-profits  credits.  Such 
a  policy  would  clearly  discriminate  in  favor  of  those  taxpayers  who  are 
subject  to  the  heaviest  rates  of  taxation  under  the  principles- and  vary- 
ing rates  of  taxation  which  have  been  adopted  by  Congress  after  the 
fullest  consideration  and  debate.  In  administering  the  renegotiation 
statute  the  boards  have  strictly  avoided  the  invasion  or  violation  of  the 
prerogatives  of  Congress,  and  the  War  Department  is  of  the  opinion 
that  any  change  in  the  impact  of  tax  rates  estabUshed  by  Congress 
should  be  made  by  Congress  and  not  indirectly  effected  by  the  deter- 
mination of  administrative  or  executive  agencies. 

State  taxes:  It  has  been  suggested  that  the  renegotiation  statute 
should  be  amended  so  as  to  require  the  allowance  as  a  deduction  of 
State  taxes  based  upon  a  contractor's  profits  prior  to,  instead  of  after, 
renegotiation.  The  War  Department  is  not  in  favor  of  this  suggestion. 
The  elimination  of  excessive  profits  through  renegotiation  in  substance 
constitutes  a  repricing  of  the  contractor's  renegotiable  contracts.  Ac- 
cordingly, the  computation  of  State  taxes  on  the  contractor's  business 
prior  to  renegotiation  in  effect  adds  to  the  direct  cost  of  the  war  to 
the  Federal  Government,  whatever  amount  is  collected  by  the  States 
in  the  form  of  taxes  on  excessive  prices  charged  by  contractors.  As  a 
matter  of  procurement,  it  appears  that  the  price  paid  by  the  War 
Department  would  thus  be  increased  to  the  extent  of  State  taxes  on 
that  portion  of  the  price  charged  the  Government  which  is  in  excess 
of  the  reasonable  price  which  should  have  been  charged  initially. 

Relation  of  renegotiation  to  loss  and  excess-profits  credit  carryback 
provisions:  The  argument  has  been  advanced  that  the  effect  of  renego- 
tiation is  to  vitiate  the  intent  of  Congress,  as  reflected  in  the  post-war 
credit  and  loss  and  excess-profits  tax  credit  carry-back  provisions,  to 
establish  a  substantial  reserve  of  potential  future  tax  refunds  for  the 
protection  of  contractors  against  post-war  losses.  When  it  is  remem- 
bered that  the  recoveries  made  under  the  renegotiation  statute  are 
limited  to  profits  which  are  clearly  excessive  as  to  rate  and  amount, 
the  fallacious  character  of  this  argument  becomes  apparent.  It  can 
hardly  be  seriously  contended  that  Congress  contemplated  that  con- 
tractors would  be  permitted  to  charge  excessive  margins  of  profit  on 
^ar  materiel  in  order  to  build  up  a  fund  to  be  tapped  in  the  post-war 
period  at  a  time  when  the  revenues  of  the  Federal  Government  might 
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well  be  substantially  reduced.  The  most  casual  examination  of  com. 
pleted  renegotiations  will  show  that,  without  exception,  refunds  have 
been  required  in  renegotiation  proceedings  only  in  cases  where  very 
substantial  profits  were  paid  to  the  contractor.  I  respectfully  suggest 
that,  if  Congress  is  seriously  concerned  over  this  phase  of  the  problem 
an  invitation  should  be  extended  to  those  advancing  this  argument 
to  produce  evidence  of  specific  cases  where  renegotiation  has  effected 
reductions  in  potential  refunds  which  would  operate  unfairly  as  to 
individual  contractors.  Our  own  experience  indicates  that  an  exami- 
nation of  any  substantial  number  of  such  cases  will  demonstrate  the 
tremendous  amount  of  the  contingent  liability  which  the  Government 
has  already  assumed  rather  than  to  indicate  that  the  amount  of  this 
contingent  claim  upon  the  United  States  Treasury  should  be  still  fur- 
ther increased  through  the  accumulation  of  additional  claims  based  on 
excess-profits  taxes  on  excessive  prices.  It  is  difficult  indeed  for  me 
to  believe  that  this  argument  could  be  seriously  advanced  by  anyone 
familiar  with  the  actual  facts,  or  that  it  could  be  seriously  contended 
that  excessive  prices  should  be  permitted  in  order  to  enable  those 
responsible  therefor  to  accumulate  additional  claims  against  the 
Government. 

Unilateral  determination:  My  attention  has  been  called  to  state- 
ments made  before  this  committee  indicating  that  some  contractors 
believe  that  unless  they  sign  agreements  to  refund  excessive  profits, 
they  will  be  blacklisted  by  the  War  Department.  I  note  that  one 
contractor  has  testified  that  he  was  threatened  with  such  blacklisting 
when  he  refused  to  agree  to  refund  voluntarily  an  amoimt  which  he 
thought  was  unreasonable. 

I  am  very  glad  to  have  the  opportunity  to  clear  up  any  misunder- 
standing on  this  point  so  far  as  the  War  Department  is  concerned. 

The  statute  expressly  directs  the  War  Department,  upon  renego- 
tiation, to  ehminate  any  excessive  profits  realized  by  a  contractor  or 
likely  to  be  realized  by  him,  by  reducing  the  contract  price,  by  with- 
holding from  amounts  otherwise  due  to  the  contractor  any  amount  of 
such  excessive  profits,  by  directing  prime  contractors  to  withhold 
from  their  subcontractors  any  amount  of  such  excessive  profits,  by 
recovery  through  repayment,  credit,  or  suit,  or  by  any  combination 
of  these  methods  as  the  Secretary  deems  desirable. 

The  War  Department  believes  that  these  provisions  were  inserted 
in  the  statute  in  order  that  contractors  who  refuse  to  agree  to  the 
refund  of  excessive  profits  should  not  be  placed  in  any  better  or  stronger 
position  than  those  who  voluntarily  agree  to  refund  such  excessive 
profits.  In  the  case  of  contractors  who  enter  into  voluntary  agree- 
ments, provision  is  ordinarily  made  not  only  for  the  refund  of  excessive 
profits  actually  realized  but  also  for  the  elimination  of  excessive  profits 
likely  to  be  realized  by  reductions  in  contract  prices.  In  some  cases 
specific  or  lump-sum  deductions  are  made.  In  others  the  renegotia- 
tion agreement  contains  a  general  covenant  to  reduce  prices  to  the 
extent  necessary  to  eliminate  excessive  profits  in  the  futm'e. 

Where  a  contractor  refuses  to  enter  into  an  agreement  to  refund 
excessive  profits,  the  statute  makes  it  the  plain  duty  of  the  Secretary, 
and  rightly  so,  to  determine  the  amount  of  excessive  profits  realized 
or  likely  to  be  realized  and  to  take  effective  steps  to  recover  the  one 
and  prevent  the  other.  Accordingly,  in  the  two  cases  which  have 
been  brought  before  me  for  unilateral  determination  (one  of  which  is 


that  of  Warner  &  Swasey  Co.  to  which  you  have  referred),  the  con- 
tractors were  advised  that  if  they  declined  to  sign  an  agreement,  it 
would  be  necessary,  first,  to  make  a  final  determination  of  the  amount 
of  excessive  profits  for  the  fiscal  year  1942;  second,  to  make  such 
supplemental  audits  and  investigations  as  might  be  necessary  to 
afford  a  basis  for  final  determination  of  the  amount  of  the  excessive 
profits  realized  since  that  time;  and,  third,  to  effect  a  reduction  of 
prices  on  all  outstanding  continuing  contracts  to  the  extent  necessary 
to  eliminate  excessive  profits  likely  to  be  realized  in  the  future.  The 
contractors  were  further  advised  that  any  excessive  profits  deter- 
mined to  have  been  realized  would  be  recovered  by  withholding  sums 
due  on  their  prime  contracts  and  by  directing  their  prime  contractors 
to  witlihold  sums  due  on  their  subcontracts  until  all  excessive  profits 
had  been  eliminated. 

In  those  two  cases  it  was  not  necessary  finally  to  enter  a  unilateral 
determination  because  the  companies  after  a  period  of  discussion 
with  me  agreed  to  sign  agreements. 

In  this  connection  it  was  suggested  that  the  War  Department  ought 
to  confine  itself  to  collection  by  suit  and  thus  afford  the  contractor 
an  opportunity  for  judicial  review.  In  my  opinion  such  a  course 
could  not  be  justified  in  view  of  the  clear  statutory  direction  to  with- 
hold. It  is  obvious  that  collection  by  suit  would  fail  to  accomplish 
the  fundamental  purpose  of  the  statute,  which  is  to  obtain  reasonable 
prices.  We  did  just  what  any  businessman  would  do.  Accordingly, 
the  War  Department  has  taken  the  position  that  it  will  employ  every 
authorized  method  of  eliminating  excessive  profits.  Of  course,  the 
contractor  is  still  entitled  to  obtain  a  judicial  review  of  the  War 
Department's  action,  if  he  wishes  to  do  so,  by  suing  for  the  recovery 
of  any  amounts  withheld. 

It  is  not  the  policy  of  the  War  Department  to  discriminate  against 
contractors  simply  because  they  refuse  to  agree  voluntarily  to  refund 
profits  deemed  to  be  excessive.  Provided  that  the  contractor  actually 
pays  the  money  back,  it  makes  no  difference  whether  he  does  so 
pursuant  to  a  voluntary  agreement  or  whether  he  does  so  pursuant  to 
an  order  finally  determining  the  amount  of  profits.  On  the  other  hand, 
the  War  Department  has  the  same  right  that  a  private  company  would 
have  to  place  its  business  with  those  who  will  do  business  on  a  reason- 
able basis.  If  a  contractor  refuses  to  reduce  his  contract  prices  to  a 
level  which  will  yield  not  more  than  a  reasonable  profit,  I  can  see  no 
reason  why  such  a  contractor  should  receive  contracts  from  the  War 
Department,  provided  that  the  necessary  items  can  be  obtained  at  the 
same  or  better  prices  from  contractors  who  are  content  with  reasonable 
profits.  To  call  this  blacklisting  is,  I  submit,  a  complete  misrepre- 
sentation. 


SUMMARY 


I  might  sum  up  my  views  on  the  subject  of  renegotiation  in  a  few 
words.  After  all  is  said  and  done,  the  fact  remains  that  excessively 
^gh  prices  were  set  in  many  contracts  for  war  materiel  entered  into  by 
the  War  Department  and  in  many  subcontracts  entered  into  by  various 
prime  contractors.  This  was  not  the  particular  fault  of  anyone.  The 
items  to  be  produced  were  new,  in  many  instances,  and  the  con- 
tractors did  not  know  what  the  manufacturing  costs  would  come  to. 
In  other  cases  the  item,  though  not  new,  had  never  been  produced  in 
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large  quantities,  and  the  economies  to  be  realized  in  mass  production 
were  not  comprehended  when  the  contract  was  made.  Experience 
has  shown  that  the  prices  were  high  and  that  contractors  have  made 
exorbitant  profits  from  war  business. 

What  can  be  fairer  than  to  reduce  the  price  to  a  level  that  will  yield 
reasonable  profits  to  the  contractor  but  no  more  than  reasonable 
profits?  If  all  the  facts  had  been  known  at  the  outset,  that  would 
have  been  the  price  originally  fixed  in  the  contract.  It  is  simply  a 
matter  of  price  adjustment,  the  original  price  having  been  proved  bv 
actual  experience  to  be  excessive. 

In  logic  the  adjustment  would  be  made  by  writing  the  fair  price  into 
the  contract  in  place  of  the  excessive  price.  But  practical  considera- 
tions conae  into  play.  Many  contractors  have  a  number  of  contracts 
and  rewTiting  the  prices  in  the  case  of  each  contract  would  introduce 
diflScult  questions  of  cost  break-down,  contract  by  contract.  The 
practical  method  is  to  look  at  the  contractor's  profits  from  all  war 
busmess  for  an  annual  period  and  to  recover  the  portion  that  is  plainly 
excessive.  But  the  purpose  is  still  to  see  to  it  that  no  more  than  a  fair 
price  is  paid  for  materiel  with  which  to  equip  our  fighting  men.  If 
more  than  a  fair  price  has  already  been  paid,  the  amount  that  is  exces- 
sive should  be  recovered  by  the  Government  as  money  paid  under 
mistake  of  fact.  The  purpose  of  paying  no  more  than  a  fair  price  for 
war  materiel  will  be  carried  out  by  the  War  Department  to  the  best 
of  its  abihty  in  administration  of  the  renegotiation  law. 

War  Department  estimated  results  of  renegotiation,  commitments  for  adjustments  to 

contracts,  Apr,  28,  1942- Aug.  31,  1943 


Recovery 

Price  reduc- 
tions 

Total  adjust- 
ments 

Approximate 
contract  value 

Contracting  oflaoers... 

$252,000,000 
1,147,900,000 

$1, 336, 500, 000 
212, 600, 000 

$1, 588, 500, 000 
1.360,500,000 

'$15,500,000,000 
2  12,600,000.000 

Price  adjustment  group 

Total 

1,399,900,000 

1,549,100,000 

2,949.000,000 

28,100,000,000 

J  Value  of  prime  contracts  adjusted  by  contracting  officers. 
•  Total  renegotiable  sales  reviewed  by  price  adjustment  group. 

The  Chairman.  Mr.  Secretary,  I  would  like  to  have  you  give  me 
some  explanation  of  your  position  with  respect  to  renegotiation,  taxes, 
and  inflation.  It  is  my  understanding  that  the  Treasury  Department 
claims  that  the  question  of  inflation  should  be  considered  at  this  time 
along  with  any  legislation  with  respect  to  taxation;  and  that  increased 
taxes  are  necessary  to  prevent  inflation.  I  do  not  quite  see  that  that 
is  corroborated  in  your  statement,  and  I  >^ould  like  to  have  you  throw 
a  little  light  on  your  position  in  that  regard. 

Mr.  Patterson.  I  have  no  doubt  that  may  be  so,  that  the  position 
of  the  Treasury  Department  on  that  point  may  be  sound,  because 

The  Chairman  (interposing).  Is  it  not  somewhat  in  conflict  with 
the  position  you  take  here? 

Mr.  Patterson.  I  do  not  beheve  so;  I  did  not  mean  it  to  be  so. 
I  did  not  mean,  in  my  statement,  to  be  in  conflict  with  that,  Mr. 
Chairman.  Renegotiation,  after  all,  only  covers  people  who  have 
prime  contracts  and  subcontracts  of  an  important  nature  with  the 
Federal  Government,  whereas  the  tax  statute  covers  all  of  us,  every 
one  in  the  Nation — every  corporation  and  every  individual  in  the 
country — and  is  of  such  wider  scope  than  our  renegotiation  law  that 


I  believe  the  tax  measures  should  be  framed  in  an  effort  to  control 
inflation  in  a  way  that  cannot  be  done  by  renegotiation. 

The  Chairman.  It  might  be  helpful  for  you  to  read  that  part  of 
your  statement  again.     It  might  help  to  clear  up  my  mind. 

Mr.  Patterson.  I  think  in  effect  this,  Mr.  Chairman,  that  the 
workings  of  the  price-adjustment  law  are  of  aid  in  controlling  infla- 
tion, have  a  function  to  discharge  in  controlling  inflation,  but  not  to 
the  exclusion  of  a  proper  tax  policy. 

The  Chairman.  I  am  just  trying  to  get  an  understanding  of  what 
you  meant  when  you  discussed  the  question  of  inflation  in  connection 
with  the  question  of  renegotiation.     I  do  not  know  that  I  caught  that 

exactly. 

Mr.  Patterson.  I  think  what  I  meant  was  this,  that  if  you  cancel 
renegotiation,  repeal  the  law  and  rely  on  taxes  alone,  that  in  the  case 
of  contractors  who  have  important  war  contracts,  we  have  to  keep  in 
mind  that  the  tendency  may  well  be  for  them  simply  to  raise  their 
prices  further  on  account  of  the  higher  tax  rates  in  order  to  have  left 
the  maximum  amount  that  they  can  possibly  get  after  taxes. 

The  Chairman.  Are  the  contractors  a  class  of  people  that  are 
contributing  most  to  inflation  now? 

Mr.  Patterson.  I  cannot  say. 

The  Chairman.  Inasmuch  as  you  raised  that  subject,  I  wanted  to 
get  clearly  in  mind  what  your  position  was  on  it.  I  always  was  and 
still  am  confused  very  much  about  this  matter  of  taxation  and  infla- 
tion. I  am  not  criticizing  the  position  of  the  Treasury  Department, 
but  their  position  is  that  general  taxation  has  a  tendency  to  reduce 
or  curtail  inflation,  but  that  a  sales  tax  will  accentuate  inflation. 

This  matter  of  inflation  and  taxation  and  renegotiation  has  me 
confused.  I  was  in  hopes  that  you  could  clarify  the  situation,  as 
far  as  I  am  concerned,  especially  inasmuch  as  you  raised  the  subject 
in  your  own  statement. 

Mr.  Patterson.  The  only  thing  I  wanted  to  bring  out  in  my 
statement,  Mr.  Chairman,  was  that  we  should  not  rely  solely  on 
taxation  to  control  inflation,  but  that  renegotiation,  in  my  opinion, 
is  also  necessary  in  addition  to  a  soimd  tax  policy  to  control  inflation. 
That  is  all  I  meant. 

The  Chairman.  I  want  you  to  understand,  Mr.  Secretary,  that  I 
have  no  disposition  to  raise  an  issue  with  you,  because  I  have  great 
respect  for  your  views.  I  think  you  are  doing  a  splendid  job  in 
your  position.  I  have  thought  that  for  a  long  time,  and  still  have 
no  reason  to  change  that  opinion. 

Mr.  Patterson.  I  appreciate  your  opinion,  sir. 

The  Chairman.  I  notice  in  your  statement  that  you  only  renegoti- 
ate those  contracts  where  you  think  the  profits  are  excessive  or  are 
likely  to  be  excessive;  but  where  there  is  a  difference  of  opinion 
between  those  renegotiating  the  contracts,  and  the  contractor,  either 
about  profits  already  made  or  in  prospect,  in  your  opinion  is  the  con- 
tractor on  an  equal  footing  with  the  Government  in  getting  a  disposi- 
tion of  the  matter- of  difference  fairly  adjudicated,  or  has  the  Govern- 
Daent  sort  of  got  the  whiphand? 

Mr.  Patterson.  Eventually  he  is  on  equal  terms,  because  he  can 
go  to  a  court.  But  initially  he  is  not  on  equal  terms,  no.  I  think 
the  statute  warrants  the  Secretary  in  entering  an  order  providing  for 
the  return  of  excessive  profits,  and  I  think  your  confidence  must  be 
placed  in  the  War  Department  to  administer  the  act  fairly  toward 
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those  contractors,  and  I  believe  that  experience  has  proven  that  we 
have  done  so. 

The  Chairman.  I  have  no  doubt  that  it  is  the  purpose  of  the  War 
Department,  of  yourself,  and  others,  to  administer  this  law  equitably 
and  fairly  between  the  Government  and  the  contractors.  But  when 
many  contractors  come  before  our  committee  and  relate  their  experi- 
ence, contractors  of  high  standing  and  integrity,  and  give  in  detail  why 
they  feel  they  have  not  been  dealt  with  equitably  and  fairly  by  the 
Government,  how  is  the  committee  to  decide  whether  the  statements 
made  by  those  who  administer  the  law  or  the  statements  made  by 
those  who  have  had  actual  experience  and  must  suffer  the  losses  and 
hardships  that  are  imposed  should  be  given  the  greater  weight? 

Mr.  Patterson.  I  appreciate  the  comimittee  has  not  all  the  time 
in  the  world,  but  if  it  could  devote  enough  time  to  do  it,  I  think  the 
only  recourse  would  be  to  look  at  the  figures,  compare  the  amount 
of  profits  left  to  the  company  after  renegotiation  as  contrasted  to  its 
sales  and  to  its  net  worth,  with  the  same  figures  before  1940  or  before 
1941,  in  any  one  of  the  base  years  that  you  might  take  as  an  average 
for  pre-war  business. 

I  can  only  add  this,  Mr.  Chairman,  that  in  the  two  cases  that 
came  before  me  personally,  after  the  Price  Adjustment  Board  and  the 
contractors  were  unable  to  agree,  I  was  struck  by  the  moderation  of 
the  adjustment  suggested  by  the  Price  Adjustment  Board  and  at  the 
liberality  of  profits  left  to  the  contractor.  I  have  said  often  that  I 
would  like  to  have  a  single  case  presented  to  me  where  the  department 
left  a  contractor  with  what  he  said  was  less  than  a  fair  profit  on  the 
business. 

The  Chairman.  The  evidence  of  a  witness  we  had  before  us  on 
Saturday  was  that  on  the  contracts  on  which  he  had  sustained  a 
loss  he  had  to  pocket  the  loss,  but,  where  he  made  a  profit  that  the 
Government  considered  excessive,  he  had  to  refund  part  of  the 
money.     Is  that  the  situation? 

Mr.  Patterson.  Not  if  they  occur  in  the  same  fiscal  year. 

The  Chairman.  Suppose  these  contracts  are  all  with  the  Govern- 
ment, should  not  that  make  a  material  difference?  Should  not  a 
contractor  have  the  same  opportunity  for  relief  on  a  contract  entered 
into  hurriedly  and  without  knowledge  of  the  cost  of  production  and 
on  which  he  sustained  a  loss  as  the  Government  does  when  excessive 
profits  are  realized  by  the  Contractor? 

Mr.  Patterson.  In  general,  yes.  But  in  the  present  administra- 
tion of  the  price  adjustment  law,  if  those  two  contracts  occur  in  the 
same  period,  as  let  us  sav  in  the  year  1942,  he  has  no  worry  what- 
soever, because  we  only  look  at  his  sit\iation  from  an  over-all  basis 
as  a  result  of  profits  earned  on  all  Government  contracts  taken  to- 
gether. His  only  chance  of  any  injustice  in  that  would  come  if  the 
contracts  occurred  at  different  times;  say  the  profits  one  year  were  in 

1941,  the  contract  completed,  and  the  unprofitable  contract  year  was 

1942,  with  contracts  completed  in  that  time.     That  is  the  only  chance 
he  would  have  of  any  complaint. 

In  that  case  we  have  power  under  the  War  Powers  Act  to  increase 
his  prices  on  contracts  which  would  indicate  a  loss,  or  less  than  a  fair 
profit,  and  we  actually  have  done  so  in  certain  cases. 

The  Chairman.  Have  you  read  the  testimony  of  Mr.  Travis  who 
testified  here  on  Saturday;  if  not,  I  wish  you  would  read  it?  He 
testified,  if  I  understood  him  correctly,  that  ne  had  quite  a  number  of 


contracts  and  had  done  quite  a  lot  of  work  for  the  Government,  war 
work;  that  he  had  furnished  his  own  capital,  that  the  Government 
had  furnished  him  nothing.  He  said  that  the  Government  claimed 
certain  refunds  but  that  he  had  refused  to  sign  an  agreement.  He 
said  that  if  he  were  to  close  business  now  on  all  of  his  Government 
contracts,  under  the  Government's  contention,  in  place  of  having  made 
anything  out  of  his  operations,  he  would  come  out  damaged  financially. 
He  appeared  to  be  a  very  intelligent  man;  he  appeared  to  be  a  good 
businessman,  and  he  was  relating  things  out  of  his  own  experience  as  a 
result  of  renegotiation.    How  does  that  man  come  out  in  this  picture? 

Mr.  Patterson.  I  have  not  read  his  testimony,  Mr.  Chairman.  I 
understand  Mr.  Hirsch,  of  the  Price  Adjustment  Board,  talked  to  Mr. 
Travis  Saturday. 

The  Chairman.  If  you  will  read  his  testimony  and  give  me  an  an- 
swer to  the  charges  he  makes  and  similar  charges  of  quite  a  number  of 
other  witnesses,  it  would  help  me. 

Mr.  Patterson.  I  will  be  glad  to  read  his  testimony. 

The  Chairman.  On  page  22  of  your  statement,  near  the  top  of  the 
page,  you  say: 

The  most  casual  examination  of  completed  renegotiations  will  show  that  with- 
out exception  refunds  have  been  required  in  renegotiation  proceedings  only  in  cases 
where  very  substantial  profits  were  paid  to  the  contractor. 

In  that  connection,  there  was  a  contractor  here  from  my  State — 
that  is,  the  State  from  which  I  come  (I  do  not  own  any  State)  and  the 
district  I  represent;  Mr.  Moore,  of  the  Brown  Manufacturing  Co., 
of  Concord,  N.  C.  I  know  those  people.  There  are  no  people  of 
higher  integrity,  in  my  opinion,  or  better  business  ability,  to  my 
knowledge.  He  had  contracts  with  the  Government  amoxmting  to 
$550,000  and  he  was  found  to  owe  the  Government  just  $10,000;  that 
amount  in  a  contract  of  $550,000.  It  seems  to  me  that  is  bringing 
the  calculation  down  to  a  pretty  fine  point  to  say  that  a  man  has  got 
to  refund  $10,000  on  a  completed  contract  of  $550,000. 

The  person  who  was  handling  his  case  gave  him  no  bill  of  particulars 
but  merely  said  that  he  owed  $10,000.  That  is  one  of  the  complaints 
made  here,  that  when  men  are  assessed  by  the  Government  on  the 
ground  that  they  have  made  excess  profits  and  are  required  to  refund 
money,  they  are  given  no  bill  of  particulars.  They  are  not  shown  in 
detail  why  they  have  been  found  to  owe  the  Government  or  why  they 
are  required  to  refund  to  the  Government  that  amount  of  money, 
or  how  it  has  been  calculated  by  the  Government  that  they  owe  a 
certain  amount  of  money. 

The  Chairman.  Suppose  you  reverse  the  situation 

Mr.  Patterson.  I  would  forget  that  case.  We  ought  to  forget  that 
case.    We  ought  not  to  press  that  man. 

The  Chairman.  But  we  cannot  forget  it. 

Mr.  Patterson.  I  mean  we  should  not  press  that  man  at  all. 

The  Chairman.  If  there  is  one  such  case  would  not  there  be  many 
such  cases?  According  to  the  testimony  we  have  here  there  are  many 
such  cases.  Should  the  law  permit  such  cases,  where  the  contractor 
leels  he  has  been  wronged  and  has  not  been  given  any  detailed  facts 
or  figures  to  show  him  wherein  he  has  been  making  excessive  profits? 

Mr.  Patterson.  It  is  rather  hard  to  justify  on  principle,  but 
iievertheless  it  is  my  own  view  that  with  the  size  of  the  job  we  have 
ahead  of  us,  and  the  billions  we  are  spending  in  the  War  Department, 
'^hat  we  will  not  do  the  job  well  unless  we  just  go  after  the  larger 
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amounts,  and  if  it  comes  down  to  a  narrow  thing,  as  to  whether  or 
not  a  man  is  retaining  a  thousand  dollars  on  a  volume  of  business 
as  large  as  what  some  men  might  call  excessive  profits,  I  would  let 
that  go. 

The  Chairman.  Suppose  the  situation  was  reversed? 

Mr.  Patterson.  It  is  rather  hard  to  say,  originally,  but  yet  I  think 
that  is  the  only  practical  solution,  and  the  only  one. 

The  Chairman.  Suppose  the  situation  was  reversed,  and  the 
contractor  could,  as  far  as  his  contract  is  concerned,  say,  ^'This 
contract  was  made  hurriedly;  I  think  the  legitimate  price  should  be  so 
much  more,  and  the  Government  should  pay  it  to  me,''  and  he  should 
not  offer  the  Government  any  detailed  figures  to  show  why  he  ex- 
pected the  Government  to  increase  his  contract  price  and  pay  him 
additional  money.  Suppose  the  law  permitted  that;  what  would  be 
the  situation  of  the  Government?  And  woidd  there  not  be  criticism 
of  Congress  for  putting  on  the  statute  books  a  statute  that  permitted 
a  situation  of  that  kind  to  develop? 

Mr.  Patterson.  I  would  not  like  that. 

The  Chairman.  That  is  almost  the  predicament  that  the  contractors 
have  found  themselves  in,  according  to  the  testimony  here.  The 
question  is  whether  there  should  be  some  amendment  of  the  law  to 
prevent  it. 

Mr.  Patterson.  I  do  not  think  so. 

The  Chairman.  You  do  not  think  there  should  be  any  amendment, 
if  that  situation  exists? 

Mr.  Patterson.  No,  sir;  that  can  be  corrected  and  will  be  cor- 
rected by  the  administrative  action  of  the  agency.  It  is  is  bound  to 
be.  That  man  had  the  right  to  have  a  bill  of  particulars;  there  is  no 
question  about  that.  That  man  from  North  Carolina  had  the  right 
to  have  a  bill  of  particulars,  and  he  ought  to  have  it.  We  will  give 
it  to  him. 

The  Chairman.  I  understand  it  is  not  the  pohcy  of  the  Government 
to  do  that;  the  testimony  has  been  that  they  do  not  do  it.  Suppose 
they  did  ask  for  it;  what  good  would  it  do  if  it  is  not  the  policy  of  the 
Government  to  give  a  bill  of  particulars? 

Mr.  Patterson.  That  is  not  our  pohcy,  Mr.  Doughton. 

The  Chairman.  It  is  not? 

Mr.  Patterson.  No,  sii-. 

The  Chairman.  Mr.  Karker,  when  I  asked  him  that  question,  as  I 
recall,  almost  admitted  it.  He  went  into  a  long  explanation,  but  he 
did  not  explain  it  to  me. 

Mr.  Patterson.  I  think  what  he  means,  Mr.  Chairman,  is  this, 
that  you  cannot  give  a  man  the  exact  weight  you  assign  to  each 
factor,  any  more  than  a  jury  does  when  it  brings  in  a  verdict. 

The  Chairman.  You  say,  for  instance,  that  I  owe  you  so  much 
money,  or  I  say  to  you  that  you  owe  me  so  much,  and  we  cannot 
agree;  if  I  claim  you  owe  me  a  certain  amount,  and  if  you  claim  you 
do  not  owe  it,  should  there  not  then  be  some  disinterested  tribunal  to 
adjudicate  our  disagreement,  without  any  prejudice  on  either  side? 

Mr.  Patterson.  The  War  Department  goes  into  full  details  with 
all  the  contractors,  but  when  it  comes  to  fixing  what  it  believes  to  be 
the  amount  of  excess  profits  I  do  not  think  we  can  possibly  say,  this 
one  was  excessive  by  so  much,  that  is,  this  element,  and  this  one  by  a 
smaller  amount,  any  more  than  a  public  iltihty  rate  body  does  that. 
Any  regulatory  body  is  supposed  to  discuss  all  the  facts,  but  they  ^^ 


not  finally  say,  as  I  understand  it,  exactly  how  much  weight  they  may 
attach  to  each  factor,  and  how  much  they  assign  to  one  or  the  other. 
They  finally  say  what  they  think  a  concern  is  entitled  to  charge  as  a 
reasonable  price. 
The  Chairman.  Do  you  think  those  situations  are  exactly  anal- 

''Mr.  Patterson.  I  do  not  mean  a  utility  company,  Mr.  Doughton; 
I  mean  a  public  regulatory  body,  in  the  case  of  public  utilities.  I 
think  they  are  quite  analagous. 

The  Chairman.  If  a  contractor  feels,  Mr.  Secretary,  that  he  should 
not  refund  that  which  the  Renegotiation  Board,  or  those  in  control 
of  the  matter,  call  upon  him  to  refund,  and  if  they  do  not  give  him 
a  bill  of  particulars,  how  is  he  to  know  whether  he  has  any  opportunity 
to  go  into  court,  or  whether  he  should  go  into  court,  until  he  knows 
the  contention  of  the  Government? 

Mr.  Patterson.  Well 

The  Chairman.  If  you  say  I  owe  you  so  much  money,  and  I  say 
I  do  not,  and  if  you  do  not  accept  what  I  say  I  owe  you,  then  I  think 
you  should  be  able  to  show  some  reason  why  I  owe  you  the  amount 
you  say  I  owe  you.  That  is,  I  think  we  should  be  able,  without  any 
prejudice  either  way,  to  have  some  tribunal  determine  it,  to  take  it 
into  court,  where  the  court  can  get  all  the  facts.  If  that  were  done 
it  seems  to  me  the  contractor  might  very  often,  if  the  Government 
would  show  him  where  he  owed  so  much  money,  be  satisfied. 

Mr.  Patterson.  I  doubt  if  the  court  would  tell  him,  at  the  end 
of  a  complete  break-doA^Ti  that  his  cost  or  his  profits  should  be  reduced 
so  much.     I  doubt  it;  some  might. 

The  Chairman.  Do  you  feel  in  that  respect,  under  your  procedure 
now,  that  it  is  as  fair  to  the  contractor  as  it  is  to  the  Government? 

Mr.  Patterson.  I  believe  it  is.  Suppose,  for  instance,  a  con- 
tractor has  made  $60,000,000  profit  in  a  year,  and  we  believe  that 
under  all  the  circumstances,  and  taking  into  account  every  thing  he 
presses  on  us,  $30,000,000  is  enough,  but  he  should  make  us  give  him 
the  reason,  and  break  it  down,  and  say,  for  the  risk  involved,  $9,900,- 
000,  and  for  the  extra  services  required,  so  much — I  do  not  think  it 
is  possible  to  do  that. 

The  Chairman.  How  can  you  come  to  a  conclusion  yourself  if 
you  do  not  break  it  down  in  your  own  mind?  You  must  have  an 
idea  about  it  yourselves.  How  can  you  come  to  a  conclusion  unless 
you  break  it  down  and  know  why  he  owes  so  much  money? 

Mr.  Patterson.  I  think  all  you  can  do  in  that  case  is  to  figure  out, 
at  the  time  he  took  over  the  contract,  how  much  you  would  have 
allowed  him  as  a  contract  price. 

The  Chairman.  That  is  exactly  what  I  am  talking  about,  and 
surely  those  who  renegotiate  these  contracts  for  the  Government, 
who  say  to  the  contractor,  "You  owe  so  much  money,"  have  detailed 
reasons  why  he  owes  that  much  money,  and  if  they  have  it,  why 
should  he  not  have  it?  If  they  just  guess  at  it,  that  is  another  matter. 
Many  contractors  have  come  here  and  said  that  the  boards  say 
"You  owe  so  much  money,"  but  they  do  not  tell  them  why,  or  give 
tbem  any  reason. 

Mr.  Patterson.  After  all,  Mr.  Chairman,  is  not  the  final  question 
whether  the  amount  of  money  left  him  gives  him  a  fair  profit? 

The  Chairman.  Absolutely. 
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Mr.  Patterson.  That  is  the  final  question.  I  have  had  none  of 
them  come  to  me  and  say  "I  was  left  with  an  imfair  profit." 

The  Chairman.  If  you  and  I  disagree,  and  we  are  both  honest  and 
want  to  do  the  right  thing,  then  you  think  the  contention  of  either  one 
of  us  should  be  binding,  or  something  worse  would  happen.  I  think 
the  contractor,  getting  the  worst  end  of  the  situation,  should  have 
some  relief. 

Mr.  Patterson.  I  think,  as  a  matter  of  administrative  action,  the 
opinion  of  the  War  Department  should  be  binding,  with  the  con- 
tractor to  get  any  relief  he  needs  in  the  courts. 

The  Chairman.  How  will  he  know  whether  he  should  go  into  the 
courts  or  not? 

Mr.  Patterson.  We  would  have  the  right,  if  we  wanted  to,  to 
enter  a  compulsory  order  on  him  for  the  production  of  the  materials 
and  we  would  have  the  right,  under  that  act,  to  fix  the  price,  and  if 
he  thought  the  price  were  unfair  he  still  would  have  to  take  the 
business  at  the  price  we  fixed,  and  then  he  could  go  into  the  courts 
and  get  some  more  if  he  thought  that  that  were  not  compensatory. 

The  Chairman.  Toward  the  close  of  your  statement  there  is  a 
clear  impHcation,  to  my  mind  at  least,  that  if  a  contractor  did  not 
accept  the  decision  of  the  Government  on  renegotiation,  that  it  was 
by  right,  and,  by  implication,  the  policy  to  let  future  contracts  to 
somebody  who  would  not  question  the  findings  of  the  Government. 
I  think  that  is  clearly  suggested  in  your  statement,  and  I  think  that 
is  probably  correct,  and  yet  at  the  same  time,  it  seems  to  me  that  you 
hold  a  club  over  the  contractor.  He  may  have  changed  his  plant, 
put  in  new  machinery  with  which  to  do  war  work.  If  he  does  feel 
he  will  be  deprived  of  an  opportunity  to  get  any  future  contracts  if 
he  does  not  acquiesce  in  the  decision  of  the  Government,  then  he  will 
feel  that  he  is  being  unfairly  treated  concerning  the  contract  being 
renegotiated  and  as  to  which  he  has  been  furnished  no  details  at  all. 

Mr.  Patterson.  He  is  in  no  worse  condition  than  he  would  have 
been  at  the  outset  if  we  had  not  agreed  upon  a  price  and  we  had 
seen  fit  to  place  a  mandatory  order  with  him,  because  of  the  exigency 
of  war,  at  a  price  of  our  own  setting,  and  what  we  thought  was  a 
fair  price.  We  do  that  largely  today.  It  is  necessary  that  we 
should  do  it,  of  course,  for  the  conduct  of  the  war. 

He  is  no  worse  off  in  renegotiation,  and  m  that  case  we  do  not 
give  him  a  break-dovni  of  why  we  fix  that  as  a  reasonable  price  at 
which  we  order  the  goods  on  a  mandatory  basis,  and  we  do  not  have 
to,  and  I  do  not  think  we  should. 

The  Chairman.  You  do  not  have  any  formula,  as  I  understand  it. 

Mr.  Patterson.  That  is  true. 

The  Chairman.  Each  Board  is  a  law  unto  itself. 

Mr.  Patterson.  We  do  have  no  fixed  formula;  that  is  true.  We 
have  tried  to  frame  one,  but  we  cannot,  and  I  do  not  believe  anybody 
can. 

The  Chairman.  Of  course,  the  Government  should  not  be  expected 
to  do  anything  it  cannot  do. 

Mr.  Patterson.  I  do  not  think  we  can.     It  is  a  reasonable  price. 

The  Chairman.  But  you  reserve  your  right  to  determine  what  is  a 
reasonable  price.     You  start  on  that  equal  footing. 

Here,  for  instance,  is  a  contract  hurriedly  entered  into  in  an  emer- 
gency. The  war  is  going  on,  and  it  is  a  contract  for  war  material  that 
neither  the  contractor  nor  the  Government  knows  what  it  costs  to 


produce.  The  contractor  may  have  to  install  a  lot  of  new  machinery  to 
produce  the  material,  whatever  it  is,  and  it  is  left  under  renegotiation 
to  determine  in  the  future  as  to  whether  or  not  the  price  set  is  fair  for 
l)oth  the  Government  and  the  contractor. 

po  you  not  think  that  the  contractor  ought  to  be  placed  on  the 
same  footing  as  the  Government  as  to  whether  or  not  his  contract 
price  is  a  reasonable  contract  price,  and  whether  or  not  he  has  or  has 
not  made  excess  profits,  and  if  he  has  suffered  a  loss  on  this  contract 
hurriedly  entered  into,  he  should  have  the  same  opportunity  for  relief 
as  the  Government  has,  if  he  makes  too  much? 

According  to  the  testimony  here,  I  believe  that  is  the  situation,  and, 
under  the  proper  and  fair  administration  of  the  law,  I  think  probably 
renegotiation  may  be  a  necessary  thing. 

Mr.  Patierson.  He  ought  to  have  the  same  relief  as  the  Govern- 
ment at  the  hands  of  an  impartial  tribunal,  eventually.  That  is  to 
say,  he  ought  to  have  the  relief  to  go  to  court  and  say  that  the  thing 
we  iiave  fixed  is  not  fair  and  he  has  not  agreed  to  it,  and  still  protests 
and  says  it  is  not  fair  and  that  we  ought  to  come  in  and  relieve  him 
and  help  him  to  bring  it  up  to  a  fair  price. 

But  that  ought  not  to  be  the  case  so  far  as  the  initial  payment  is 
concerned,  because  if  we  Rx  a  price  we  fix  what  we  believe  to  be  a  fair 
price,  and  if  we  have  paid  him  too  much,  according  to  our  own  figures, 
he  ought  to  refund  it,  and  then  he  can  sue  the  Government  for  the 
excess. 

That  is  what  would  happen  in  the  case  of  a  mandatory  order  which 
we  have  to  have. 

We  have  had  cases  that  we  are  renegotiating,  for  the  supply  of  some 
war  material,  and  where  the  contractor  wants  more  money  for  it  than 
our  procurement  officers  think  is  fair,  and  we  offer  him  a  price  which 
we  thinlv  is  fair,  but  he  still  says,  '1  want  that  higher  price."  There 
have  been  instances  where  we  have  had  to  say,  "If  you  do  not  take 
the  price  which  we  are  sure  is  a  fair  price,  we  will  have  to  enter  a 
mandatory  order  and  fix  that  figure  as  the  reasonable  price  for  the 
goods,  and  you  have  to  produce  them  because  the  troops  need  them. 
If  you  think  that  price  is  still  unfair  to  you  and  you  would  lose  money 
on  it,  you  have  a  perfect  right  to  go  to  court  and  get  anything  in 
addition  to  that,  what  the  court  says  is  a  fair  price." 

The  Chairman.  You  would  not  make  him  pay  money  before  the 
court  says  that  he  owes  it,  would  you?  Suppose  you  do  that  and  you 
break  him  up;  what  good  would  it  do  if  he  is  in  banl^ruptcy? 

Mr.  Patterson.  Suppose  you  and  I  are  in  disagreement;  you  say 
I  owe  you,  say,  $10,000,  and  I  say  I  do  not  owe  you  a  cent,  and  then 
the  courts  says,  "You  have  to  pay  him  $10,000." 

.We  take  a  chance  of  getting  that  back  by  court  procedure.  It 
^i^ht  take  10  years,  but  I  do  not  think  that  would  be  the  case. 

The  Chairman.  I  think  it  would ;  that  is  what  you  propose. 

Mr.  Patterson.  It  has  never  happened. 

The  Chairman.  It  could  happen. 

Mr.  Patterson.  I  want  a  contractor  to  come  in  and  show  the 
committee,  on  figures,  a  case  of  renegotiation  by  our  Department 
^vhere  he  could  convince  vou  that  he  was  left  with  an  insufficient 
profit. 

I  think  if  the  committee  could  study  the  figures  they  would  be 
convinced  that  there  was  not  a  single  case,  and  we  have  checked  a 
Sreat  many,  where  we  left  the  contractor  with  less  than  a  fair  profit, 
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I  think  the  orly  thing  that  you  could  raise  your  eyebrows  on  would  be 
the  amount  we  left  him,  and  the  fact  that  we  left  him  with  that  much. 

The  Chairman.  I  know  that  is  your  honest  opinion,  but  that  is 
contrary  to  a  lot  of  testimony  we  have  had  by  contractors.  That  is 
where  the  difficulty  comes  in  with  this  committee,  or  at  least  with  me. 

I  say  this  with  all  due  deference,  and  with  the  highest  and  most 
profound  respect,  but  it  seems  to  me  to  be  pretty  harsh  treatment 
even  in  wartime,  to  say  to  a  contractor  who  disagrees  with  you  over 
the  question  of  excessive  profits  that  he  must  refund  the  money 
and  then  take  a  chance  on  getting  it  back  through  ordinary  court 
procedure. 

Mr.  Patterson.  What  we  do,  Mr,  Chairman,  in  the  case  of  the 
condemnation  of  real  estate  for  a  post  office,  or  a  highway,  or  any- 
thing  of  that  sort,  where  you  have  to  take  property  because  it  is  neces- 
sary for  an  urgent  public  pui*pose,  is  to  fix  the  price  which  you  think 
is  a  fair  price,  and  then  he  can  go 

The  Chairman.  He  can  leave  it  to  a  jury  then  if  he  wants  to. 

Mr.  Patterson.  Not  in  the  first  instance,  but  finally  he  will  have 
to  in  this  case.  You  say  that  that  property  is  worth  no  more  than 
$10,000  and  the  owner  says  it  is  worth  $50,000,  and  you  deposit 
$10,000  in  the  court.  You  take  the  property,  and  he  has  the  right 
to  take  that,  and  that  is  all  he  gets  for  the  time  being. 

But  you  have  the  right  to  get  as  much  more  as  the  court  may  de- 
cide that  property  is  worth,  if  they  think  it  is  worth  more  than 
$10,000.  What  is  the  difference?  That  is  the  way  a  Government 
office  has  to  carry  on  its  work. 

The  Chairman.  There  is  a  great  difference,  in  my  opinion. 

The  fact  is,  if  I  have  a  piece  of  property  out  here  and  the  Govern- 
ment says  it  is  worth  so  much,  then  they  condemn  it  and  put  up  so 
much  money.  I  will  get  more  if  I  am  entitled  to  more,  as  it  is  de- 
cided by  a  jury.  That  is  not  like  a  contract  with  a  producer  of  war 
material,  where  the  contractor  has  to  go  out  and  borrow  money  to 
enlarge  his  plant  and  increase  the  amount  of  his  machinery.  His 
credit  may  depend  on  what  he  makes  on  his  contract  and  the  way  in 
which  he  pays  back  his  borrowed  money. 

Then  if  the  Government  holds  it  up  and  says,  "If  we  think  you  owe 
it  we  will  take  the  money  from  you  and  then  after  many  years  if  the 
court  savs  you  do  not  owe  it,  we  will  pay  it  back,"  I  cannot  imderstand 
it. 

Mr.  Patterson.  Of  course,  there  are  some  differences  between 
the  case 

The  Chairman.  I  do  not  think  they. are  analagous  at  all. 

Mr.  Patterson.  I  believe  they  are  alike  in  the  fundamentals;  that 
is,  in  both  cases  you  have  certain  property  to  be  acquired  by  the 
Government  which  is  worth,  in  the  opinion  of  the  Government,  a 
certain  sum  of  money  and  no  more,  although  the  man  who  formerly 
owned  the  property  thinks  it  is  worth  a  lot  more  and  you  tender  him 
an  amount  which  you  admit  you  owe  and  which  you  think  is  the  fair 
value  of  the  property,  and  you  get  the  property  because  you  cannot 
wait,  the  Government  cannot  wait  the  way  in  which  the  ordinary  buyer 
can  wait ;  it  certainly  cannot  wait  in  wartime,  and  he  has  an  adequate 
remedy  at  law  by  which  he  may  have  corrected  any  mistake  that  inay 
have  been  made  by  the  Government  officer  acting  on  the  proposition. 


The  Chairman.  Do  you  have  anything  definite  as  to  any  amend- 
ments to  the  law  other  than  that  recommended  by  the  War  Depart- 
jnent?  There  is  a  bill  now  pending  before  the  committee,  increasing 
the  amount  of  the  contracts  which  may  be  renegotiated  from  $100,000 
to  $500,000.  Is  that  the  only  important  amendment  you  would 
recommend? 

Mr.  Patterson.  Yes;  I  think  H.  K.  2324,  if  enacted,  is  all  we 
believe  to  be  necessaiy.    We  think  the  law  is  in  pretty  good  shape 

right  now. 

(Thereupon,  the  committee  adjourned  to  meet  tomorrow,  Tuesday, 
September  21,  1943,  at  10  a.  m.) 
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TUESDAY,  SEPTEMBER  21,   1943       ' 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washingtoriy  D.  C 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chair- 
man) presiding. 

The  Chairman.  The  committee  will  please  be  in  order.  When  the 
committee  recessed  yesterday.  Secretary  Patterson  had  concluded 
his  main  statement,  but  several  members  had  indicated  a  desire  to 
ask  some  questions.     Mr.  Secretary,  are  you  ready  to  proceed? 

STATEMENT  OF  HON.  ROBERT  P.  PATTERSON,  UNDER  SECRETARY 

OF  WAR— Resumed 

Mr.  Patterson.  I  am  ready,  Mr.  Chairman. 

Mr.  Chairman,  I  just  returned  from  a  trip  to  the  South  Pacific 
and  the  southwest  Pacific,  and  I  could,  if  the  committee  would  be 
interested,  tell  you  in  just  about  3  minutes  some  of  my  chief  impres- 
sions from  that  trip.  It  does  not  have  anything  to  do  whatsoever 
with  the  topic  you  have  under  discussion  today. 

The  Chairman.  We  shall  be  very  happy  to  have  you  make  any 
statement  you  wish,  Mr.  Secretary.  Moreover,  if  you  wish  to  add 
anything  to  your  main  statement,  you  may  do  so. 

Mr.  Patterson.  No,  sir. 

The  Chairman.  You  may  proceed. 

Mr.  Patterson.  I  spent  about  a  month  visiting  our  posts  and 
bases  and  fronts  in  the  South  Pacific  and  Southwest  Pacific.  The 
distances  you  travel  there  are  one  of  the  chief  points  that  any  one 
gets.  It  is  like  a  long  arm  of  the  might  and  resources  of  this  Nation. 
The  fist  is  the  only  part,  of  course,  that  comes  in  contact  with  the 
ejaemy,  the  Japanese.  But  the  power  of  the  fist  depends  upon  the 
sinews  up  in  the  arm,  and  the  arm  is  a  very  long  arm,  stretching  over 
5,000  miles  from  our  base  in  Hawaii. 

I  found  no  shortages  of  supplies  and  equipment  there.  They  were 
in  good  shape. 

One  of  the  principal  impressions  I  got  was  with  reference  to  the  hos- 
pitals, the  Army  hospitals.  The  health  of  the  men  in  them  and  the 
large  number  of  men  there,  wounded  men,  who  recover  from  their 
wounds,  due  to  advances  in  medical  science  that  have  been  made ;  the 
new  drugs  and  the  blood  plasma  treatment  they  are  able  to  give,  was 
Very  impressive.  Those  things  result  in  the  recovery  of  most  of  the 
Wounded  men.  There  may  be  amputations  which,  of  course,  will  dis- 
able a  man,  but  a  man's  life  is  generally  saved. 
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Another  impression  you  get  is  the  immense  power  of  air.  That  is 
the  strength  of  the  airplanes  and  the  importance  of  airplanes  in  that 
area  because  these  bases  are  widely  scattered.  A  large  part  of  the  ac- 
tivity  behind  the  lines  amounts  to  supplying  air  power  to  our  striking 
forces  on  New  Guinea  and  in  the  Solomons. 

Everywhere  I  went  the  generals — General  MacArthur,  General 
Harmon;  Admiral  Halsey — they  all  wanted  more  airplanes,  and  said 
that  a  veiy  large  factor  in  the  success  against  the  enemy  in  that  terri- 
tory  came  from  the  application  of  air  strength  to  them;  the  bombing 
the  driving  out  of  the  air  of  the  Japanese  airplanes.  ' 

It  was  a  very  revealing  trip  to  me.  I  thought  the  committee  would 
be  glad  to  have  some  of  the  highlights,  something  of  what  the  activity 
was  like  out  in  that  front;  that  is,  of  course,  very  remote  in  distance 
from  here. 

The  spirit  of  the  troops  was  excellent  in  every  case. 
I  think  I  likened  it  to  the  arm  and  the  fist,  and  I  cannot  think  of 
any  better  simile.  The  striking  forces  are  up  here  [illustratingl  but 
a  very  important  activity  goes  on  along  the  arm  in  the  way  of  for- 
warding of  shipping.  As  to  the  flying  of  the  airplanes,  I  suppose  all 
the  members  of  the  committee  know  that  our  heavy  bombers  and  our 
medium  bombers  get  there  or  their  own  power  by  flight.  The  smaller 
planes,  the  pursuit  planes,  have  to  be  taken  by  ship  and,  of  course, 
that  is  a  much  more  tedious  and  lengthy  process. 

The  troops  there  are  on  the  offensive.     There  is  no  doubt  that  they 
can,  and  will,  given  the  strength — and  they  are  getting  it — drive  the 
Japanese  completely  out  of  the  South  Pacific  and  Southwest  Pacific 
areas.     [Applause.] 
Thank  you. 

The  Chairman.  That  is  a  very  interesting  statement,  Mr.  Secre- 
tary, and  a  very  reassuring  statement,  and  on  behalf  of  the  committee 
I  desire,  as  chairman,  to  extend  the  thanks  of  the  committee  for  that 
statement  you  have  just  made. 
Mr.  Jenkins  is  recognized. 

Mr.  Jenkins.  Mr.  Secretary,  I  feel  as  does  the  chairman,  that  we 
are  very  glad  to  have  you  give  us  that  little  speech.  Furthermore, 
for  myself,  I  want  to  say  that  I  was  very  glad  when  I  saw  in  the  papers 
that  you  were  going  to  the  South  Pacific,  because  I  have  had  enough 
association  with  you  here,  before  our  committee,  to  know  that  when 
you  went  you  would  be  determined  to  bring  back  a  fair  report.  And 
I  am  glad  you  came  back,  too. 

Yesterday  I  was  very  much  interested  in  what  you  had  to  say,  and 
I  think  you  made  a  very  splendid  presontation  for  your  side. 

But  when  you  stated — and  you  stated  it  in  all  fairness,  I  thought— 
that  you  would  welcome  any  one  coming  before  you  who  had  been 
dissatisfied  with  the  renegotiation  program,  as  I  say  I  thought  that 
was  very  fair,  and  I  have  no  doubt  that  you  think  that  almost  every- 
body is  satisfied,  but 

Mr.  Patterson.  Well,  I  would  not  say  that  they  are  personally 
satisfied.  But  I  think  that  the  facts  of  any  case,  revealed  to  the 
conamittee,  would  satisfy  the  committee  as  to  the  fairness  of  the  treat- 
ment the  man  got,  and  that  his  dissatisfaction  was  unreasonable. 

Now,  I  have  the  facts  on  that  case  of  Mr.  Travis,  of  Texas,  and  I 
can  state  them  in  about  three  or  four  sentences. 
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He  has  a  company  in  Texas,  the  Universal  Corporation.  Its  peace- 
time business  was  the  manufacture  of  metal  window  frames  and 
doors.  They  went  into  war  production  in  1941  and  have  done  a  very 
good  job;  no  question  about  that.  They  made  a  rather  simple 
article;  a  portable  canvas  shelter  for  sheltering  airplanes  when  they 
stand  in  the  open.  He  was  working  for  the  Army  Air  Forces  and,  as 
I  said,  he  did  a  good  job. 

His  average  pre-war  profits  had  been  $2,800  a  year.  In  1942,  he 
realized  $958,000  in  profits.  That  is  before  taxes;  and  many,  many 
times  the  net  worth  of  the  company.  As  the  committee  can  see,  that 
is  more  than  400  times  his  average  pre-war  profit. 

After  taxes  his  profits  were  $266,000,  or  100  times,  let  us  call  it,  his 
average  pre-war  profit. 

Just  think  of  the  significance  of  those  figures,  gentlemen:  $2,800  a 
year  before  the  war;  $958,000  in  1942;  and,  after  taxes,  $266,000. 
1  am  not  speaking  of  sales,  I  am  speaking  of  profits. 

There  were  some  increases  in  salaries  that  it  is  not  quite  necessary 

to  go  into. 

At  the  end  of  the  year  1942,  the  contract  was  not  renewed  due  to 
some  dispute  with  the  Army  Air  Forces,  and  he  was  given  a  contract  by 
the  Chemical  Warfare  Service,  which  was  later  canceled. 

Now,  of  course,  he  has  his  claim  and  it  will  be  treated  fairly,  on  the 
termination  of  that  Chemical  Warfare  Service  contract.  They  are 
dickering  with  him  now  as  to  giving  him  some  other  business  in  Chemi- 
cal Warfare  supplies. 

The  Price  Adjustment  Board  proposed  that  he  refund  about  half  of 
the  $958,000  profits  or,  I  think,  $499,000,  leaving  him  profits  of 
$459,000.  That  is  before  taxes.  That  would  be  something  like  200 
times— not  200  percent — but  200  times  as  much  as  the  average  pre- 
war profit  was. 

If  that  is  harsh  treatment,  I  would  like  to  know  the  reason  why. 
The  profits  on  any  basis — before  taxes,  after  taxes,  before  renegotia- 
tion or  after  renegotiation,  are  far,  far  beyond  anything  which  by  an 
stretch  of  the  imagination  this  concern  had  ever  earned  before. 

And  if  you  are  interested  in  a  comparison  between  the  sales  and 
the  profits,  I  can  give  that  to  you.  But  I  assure  you  that  again 
the  profits  are  high  measiu*ed  by  any  possible  standard.  And  I 
submit  that  if  any  one  has  a  grievance  on  the  proposal  for  renegotia- 
tion made  by  the  War  Department  but  not  accepted  by  the  com- 
pany— if  any  one  has  a  grievance,  it  is  the  taxpayers  that  have  the 
grievance  and  not  the  company. 

Mr.  Jenkins.  In  that  connection,  Mr.  Secretary,  I  want  to  state 
that  I  had  never  met  Mr.  Travis  before  he  came  here.  I  know 
nothing  about  him.  But  he  came  before  us  and  in  language  just  as 
emphatic  as  you  employ,  he  claimed  he  had  been  grievously  mis- 
treated. He  said  that  if  your  organization  persisted  in  its  course, 
there  was  nothing  for  him  but  inevitable  bankruptcy. 

In  his  statement,  in  refutation  of  what  you  had  to  say  just  now,  let 
^e  read  you  what  he  said. 

Mr.  Patterson.  I  know,  but  the  figures  tell  the  story. 

Mr.  Jenkins.  In  that  connection,  figures  do  not  always  tell  the 
^toiy,  because,  to  start  with,  what  we  are  concerned  with  is.  What 
<loes  a  man  or  company  earn?    In  other  words,  what  are  their  net 
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earnings?    What  has  he  left  after  we  tax  him  and  after  you  renegoti 
ate  him?    What  has  he  got  left?    And  here  is  what  this  man  says: 

For  the  year  1942  our  company  earned  almost  $1,000,000  vet  after  taxation  it 
earned  only  4.6  percent,  and  after  proposed  renegotiation  it  earned  only  1  ?! 
percent.  *^     ''^ 

Now,  as  one  member  of  this  committee,  I  feel  that  we  should  do 
something  to  have  this  man  appear  again  before  your  board,  because 
I  think  he  is  an  honest,  sincere  man;  and  I  think  you  are.  And  our 
committee  is  entitled  to  have  you  and  your  board,  and  this  man,  re- 
solve these  differences,  because  they  are  just  as  far  apart  as  the  poles 

Now,  here  is  what  he  says  fm-ther — and  this  is  where  his  grievance 
lies.     He  says: 

In  comparison  the  records  show  that  Du  Pont  was  allowed  16.2  percent;  General 
Motors,  7.3  percent;  and  others  up  to  9  percent  after  taxes  and  renegotiation. 

Then  he  goes  on  down  the  line ;  he  spent  a  good  deal  of  time  classify. 
ing  all  of  those  who  were  similarly  situated  with  him  and  he  has  them 
grouped  here.  He  says  that  many  companies  are  allowed  10  percent 
profit. 

Now,  we  have  got  to  deal  justly  with  this  man. 

Mr.  Patterson.  Those  figures  were  before  taxes. 

Mr.  elENKiNS.  But  hc  is  giving  the  figures  after  taxes.  He  says 
that  is  what  he  had  left  aftei  taxes. 

Mr.  Patterson.  But  the  comparative  figures  that  he  gave  were  all 
before  taxes. 

Mr.  Jenkins.  But  you  must  remember  this.  Every  renegotiation 
that  you  make  you  inake  regardless  of  taxes,  without  considering 
taxes. 

Mr.  Patterson.  That  is  right. 

Mr.  Jenkins.  And  that  is  a  very  ruthless  procedure.  I  do  not 
want  to  give  the  impression  that  I  am  opposed  to  renegotiation 
because  I  am  for  renegotiation.  But  I  am  for  it  with  a  spirit  of  kindli- 
ness and  not  with  a  spirit  of  cajolery  and  duress. 

If  this  man  is  wrong,  if  this  man  is  an  impostor,  we  should  know 
about  it,  but  I  am  not  going  to  believe  that  he  is  an  impostor. 

Mr.  Patterson.  I  do  not  claim  that  he  is.  He  is  very  sincere;  no 
question  about  it. 

Mr.  Jenkins.  He  seems  to  be.  Now,  if  he  comes  before  us  witb 
these  figures — and  you  claun  that  your  figures  are  the  controlling 
figm-es — is  it  not  possible  for  us  to  resolve  this  question  as  I  am 
trying  to  resolve  it?  Does  not  this  difference  lie  in  the  fact  that 
you  make  your  computation  this  way:  You  take  the  most  favorable 
figm-es;  and  you  do  not  consider  anything  but  figures.  You  do  not 
consider  any  of  the  factois  that  might  result  in  what  he  claims  has 
resulted  for  him.  You  do  not  give  the  proper  weight  to  the  risks  and 
inconveniences,  both  financial  and  physical,  which  these  business- 
men make  to  assist  the  Government.  "  You  too  often,  as  has  been 
brought  out  here,  just  look  to  the  increase  ip  the  volume  of  business 
and  do  not  consider  the  increase  in  cost  and  risk. 

Finally,  we  have  got  to  consider,  not  the  amount  of  business  that 
he  does,  but  the  amount  of  profit  that  he  makes.  And  as  he  says 
to  us  emphatically — and  when  a  man  comes  before  us  we  do  not 
put  him  under  oath  any  more  than  we  put  you  under  oath;  but 
when  he  puts  his  report  down  in  writing  and  submits  it  to  us,  we 
have  got  every  reason  to  believe  him. 


What  have  you  got  to  say  about  this?  What  am  I  going  to  do,  as 
one  member  of  this  committee  when  you  come  and  tell  your  stoiy  and 
then  this  man  says  that  he  only  earned  1.73  percent  after  taxes? 

Mr.  Patterson.  He  is  just  talking  about  a  percentage  of  sales, 
not  of  net  worth  at  all.  His  condition  now  is  due  to  some  construction 
that  he  put  up,  plus  the  payment  of  liberal  salaries  and  dividends 

during  1942. 

Mr.  Jenkins.  I  am  not  enough  of  an  accountant,  I  am  not  enough 
of  an  auditor,  to  follow  all  these  complicated  ramifications  tlu'ough 
which  some  of  your  experts  can  go. 

But  this  man  seemed  to  be  a  well-qualified  man.  He  made  his 
report  after  getting  the  views  of  his  auditors.  Then  he  comes  here 
and  gives  us  the  precipitate  of  all  these  considerations,  and  he  says 
that  1 .73  percent  is  the  figure.     Now,  that  is  not  too  much  for  anybody 

to  have. 

Mr.  Patterson.  He  is  just  talking  about  percentage  on  sales.  As 
I  said,  he  had  pre-war  profits  that  averaged  $2,800  a  year.  He  made 
nearly  $1,000,000  profit  before  taxes  in  1942  out  of  War  Department 
business.  And  after  taxes  he  made  $266,000.  That  was  in  the  year 
1942,  and  that  was  four  times  the  company's  net  worth  at  the  begin- 
ning of  the  year. 

Of  course,  a  lot  of  these  people,  you  know,  come  in  and  they  thmk 
that  they  can  earn  during  1941  and  1942  out  of  Government  business 
a  certain  amount  of  money,  put  it  in  the  business,  and  then  earn  on 
that  as  a  new  base.  I  have  had  people  tell  me  that  as  if  that  were 
their  own  personal  investment. 

Mr.  Jenkins.  This  man  does  not  claim  that.  He  says  that  he  had 
borrowed  no  money  from  the  Government. 

Mr.  Patterson.  He  had  not. 

Mr.  Jenkins.  Every  dollar  that  he  had,  was  either  his  money  or 
money  that  he  borrowed  from  the  bank,  and  now  he  is  making  arrange- 
ments to  pay  the  bank  and  he  is  ready  to  go  into  bankruptcy  or  will 
have  to  go,  if  you  persist  in  your  position. 

Mr.  Patterson.  He  put  some  borrowed  funds  in  the  business  and 
got  certificates  of  necessity  for  rapid  amortization,  as  provided  by 
law.  We  have  no  complaint  on  that  man's  work.  He  did  good  work. 
I  simply  say  that  his  idea  of  what  he  ought  to  earn  and  ought  to  keep 
differs  from  that  of  the  War  Department. 

Mr.  Jenkins.  Let  me  say  this,  Mr.  Patterson;  I  started  out  not  to 
go  into  that  specific  case  or  any  other  specific  case.  I  wanted  just  to 
generalize  a  little.  But  you  made  the  statement  yesterday  that  you 
welcomed  anybody  coming  in  with  their  cases. 

Now,  just  today,  a  man  told  me — and  I  have  every  reason  to  believe 
everything  he  said — that  a  man  who  had  a  profit  of  $1,000,000  in 
1942  had  been  renegotiated  down  to  2  percent,  and  when  that  2  per- 
cent was  arrived  at,  no  consideration  was  given  to  the  fact  that  he 
had  put  $60,000  into  the  company  himself;  and  that  when  he  appealed 
to  those  who  were  renegotiating  with  him,  they  said  to  him,  "You 
liad  better  not  go  down  to  Washington,  because  if  you  do,  you  will 
get  a  lot  worse  deal  than  you  are  getting  now." 

So  that  man  had  to  balance  that  2  percent  off  against  the  $60,000 
lost  out  of  his  own  pocket,  and  stay  up  there  where  he  lives.  And  I 
am  not  going  to  tell  you  who  he  is  or  where  he  lives,  because  I  would 
oe  afraid  to,  and  he  would  not  want  me  to  do  so  because  he  would 
be  afraid  of  your  group. 
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Mr.  Patterson.  That  2  percent,  Mr.  Jenkins,  is  not  2  percent  of 
net  worth.  That  may  be  50  percent  on  his  investment.  It  may  be 
2  percent  of  sales. 

Mr.  Jenkins.  I  do  not  want  to  be  diverted  from  what  I  have  in 
mind.  What  I  am  interested  in  is  profits;  that  is  what  I  am  inter- 
ested in,  what  he  has  got  left.  And  that  man  has  got  2  percent  as 
against  an  expenditure  out  of  his  own  money  of  $60,000,  and  he  is 
afraid  to  come  to  Washington. 

Mr.  Patterson.  How  much  did  the  2  percent  amount  to  in  dollars? 
Mr.  Jenkins.  I  cannot  tell  you.     I  am  not  going  to  go  further  into 
it,  because  I  do  not  have  the  facts.    This  man,  I  know,  is  an  honor- 
able man,  but  he  is  afraid  to  come  to  Washington. 

I  dare  say,  Mr.  Secretary — and  I  want  you  to  take  this  into  con- 
sideration, if  you  will;  I  do  not  want  you  to  fight  back  at  me.  I  want 
you  to  think  that  I  am  a  servant  of  the  people,  the  same  as  you  are. 
But  I  want  to  say  to  you  that  I  dare  say  it  will  be  the  unanimous 
experience  of  the  members  of  this  committee — perhaps  I  am  going  too 
far;  perhaps  it  should  be  only  90  percent  of  the  members  of  this  com- 
mittee-ythat  everybody  with  whom  they  have  talked,  who  has  been 
renegotiated,  hps  been  dissatisfied. 

One  Congressman  appeared  before  us  here  the  other  day  and  said 
that  he  had  been  entertained  by  86  of  his  fellow  townsmen  just  before 
he  returned  from  our  recent  recess.  He  said  that  in  the  course  of 
the  dinner  this  matter  of  renegotiation  of  contracts  came  up  for  dis- 
cussion and  that  all  of  them  charged  him  not  to  disclose  their  names 
to  anyone  in  Washington.  I  know  that  every  person  I  have  talked 
with — and  I  have  talked  with  dozens  of  them — have  told  me  that 
I  must  not  mention  any  names,  and  that  they  must  not  come  to 
Washington.  I  should  think  that  this  would  have  some  eflFect  on 
you  and  your  group. 

I  should  like  to  ask  you,  who  are  these  gentlemen  who  are  sitting 
aroimd  the  table  with  you' at  this  time? 

Mr.  Patterson.  This  is  Mr.  Marbury.  He  is  counsel  to  the 
Purchases  Division  of  the  Army  Service  Forces. 

This  is  Mr.  Mcintosh.  He  is  counsel  for  the  Price  Adjustment 
Board. 

This  is  Mr.  Hirsch.  He  is  Vice  Chairman  of  the  Price  Adjustment 
Board. 

And  this  is  Mr.  Dodge,  Chairman  of  the  Price  Adjustment  Board. 
They  are  all  familiar  with  the  work. 

Mr.  Jenkins.  I  want  to  say  to  you  that  it  is  my  duty,  as  I  see  it, 
to  my  people  and  the  people  of  this  country  that  however  meritorious 
you  may  have  been  in  enforcing  tliis  law,  there  are  many  fine,  patriotic 
people,  who  feel  terribly  disappointed  and  discouraged,  and  who  are 
terribly  dissatisfied  with  the  treatment  that  they  have  received. 
They  are  afraid  to  come  down  and  talk  to  you. 

You  can  take  that  or  leave  it,  but  there  you  are.  Here  are  five 
men  who  are  the  leaders  of  your  organization  in  this  work.  And  I 
say  to  you  that  the  business  people  of  the  country  are  terribly  dis- 
appointed and  terribly  discouraged,  and  I  know  dozens  that  will  not 
come  to  talk  to  you  because  they  are  afraid.  You  can  do  whatever 
you  please  with  that,  but  that  is  a  fact. 

And  whenever  you  make  the  statement  that  you  welcome  these 
people  to  come  down,  I  know  there  are  some  who  would  be  glad  to 
come,  but  they  are  afraid. 


And  while  I  am  speakmg,  1  should  Hke  to  say  this— and  this  is 
going  to  be  free  and  you  do  not  have  to  take  it  if  you  do  not  want  to. 
As  I  see  it,  one  of  the  most  unfortunate  things  in  this  country  today, 
in  spite  of  the  "four  freedoms,"  is  that  there  never  was  a  time  in  the 
history  of  the  United  States  of  America  when  so  many  people  were 
afraid  of  their  own  Government  as  they  are  today. 

Mr.  Patterson.  Mr.  Jenkins,  I  will  venture  a  prediction,  if  I  may. 
That  is,  that  after  the  war  is  over  and  everything  is  done,  there  will  be 
a  clamor  m  this  country  that  there  was  profiteering  during  the  war  in 
spite  of  renegotiation;  and  this  statute  is  simply  designed  to  prevent 
profiteering  and  a  crop  of  war  millionaires. 

Mr.  Jenkins.  Mr.  Chairman  and  Mr.  Secretary,  I  am  not  opposed 
to  the  program.  I  do  not  see  how  we  can  get  along  without  it,  without 
some  sort  of  renegotiation.  But  I  would  like  to  see  a  different  attitude 
among  those  who  are  in  charge,  because  if  I  sense  it: — and  I  am  sure 
I  am  right  about  it — this  method  of  renegotiation  will  hurt  the  war 

Yesterday,  in  answer  to  questions  by  our  very  distinguished  chair- 
man, you  used  an  illustration  which  I  think  was  not  the  best  you  could 
have  used,  when  you  compared  his  questions  to  a  jury  in  a  condemna- 
tion case. 

Mr.  Patterson.  Well,  eminent  domain;  yes. 

Mr.  Jenkins.  A  condemnation  case  under  eminent  domain.  In 
that  kind  of  a  case  the  first  step  the  Government  takes  is  to  deal  with 
the  man  who  owns  the  property.  They  attempt  to  deal  with  him,  and 
they  have  only  got  one  thing  at  issue,  and  that  is  the  value  of  that 
land;  that  is  all.  They  do  not  have  a  lot  of  bookkeeping.  They  do 
not  have  a  lot  of  subcontracts.  They  do  not  have  a  lot  of  time 
elements  that  run  into  next  year,  and  so  forth  and  so  on.  They  just 
have  the  one  thing  in  trying  to  deal  with  him,  and  whenever  they  fail 
in  trying  to  arrive  at  an  agreement  with  him,  the  law  says  that  the 
Government  can  bring  that  man  into  court  by  depositing  the  value 
of  the  land  in  court. 

You  know  very  well,  as  a  lawyer,  that  that  man  can  get  his  case 
heard,  without  any  great  delay,  because  they  give  those  cases  the 
right-of-way.    They  are  not  long  delayed. 

But  in  this  kind  of  a  case,  you  know,  as  has  been  stated  before,  that 
a  man,  if  he  has  40  subcontractors  or  if  he  is  one  of  40  subcontractors, 
and  if  the  contract  has  not  been  finished  and  if  he  is  still  in  business 
with  the  Government,  or  if  he  has  rebuilt  his  plant  to  do  business  for 
the  Government,  it  is  a  long,  continuing  program,  and  that  does  not 
admit  of  a  trial  by  jury  all  at  one  time.  The  Govermnent  does  wrong 
when  it  puts  an  American  citizen  at  a  disadvantage  in  court.  That 
amounts  to  taking  property  without  due  process  of  law. 

Your  illustration,  I  think,  was  a  very  unfortunate  one,  because 
that  is  not  the  way  you  renegotiate.  And  let  me  say  this,  and  see  if 
I  am  not  right  about  this.  You  also  gave  the  impression  that  a  man 
had  easy  access  to  the  court. 

The  testimony  before  us,  and  the  overwhelming  testimony,  I  think 
the  unanimous  testimony,  was  that  it  is  impractical  to  get  into  court 
in  these  cases.     Do  you  know  of  any  case  that  ever  got  into  court? 

Mr.  Patterson.  No,  I  do  not  know  of  any  case  where  they  finally 
bailed  to  arrive  at  a  mutual  agreement.  Several  were  headed  the 
other  way,  but  the  only  ones  that  have  come  before  me  have  had  a 
Mutual  agreement. 
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Mr.  Jenkins.  When  you  say  "mutual"  agreement,  that  would 
imply  an  agreement  with  full  accord;  but  you  will  not  admit  that 
there  has  ever  been  any  coercion  at  all? 

Mr.  Patterson.  No  ;  there  is  no  coercion. 

Mr.  Jenkins.  No  coercion  at  all;  of  course,  that  just  depends  on 
what  definition  you  give  to  coercion,  and  what  definition  I  give  to 
coercion.  From  the  story  I  get  from  some  who  have  been  renegotiated 
I  think  they  were  coerced. 

Mr.  Patterson.  We  simply  follow  the  language  of  the  statute 
You  have  told  us  to  do  certain  things.  Congress  told  us  to  do  certain 
things. 

Mr.  Jenkins.  I  am  very  sorry  the  Congress  did  not  draw  that  law 
more  carefully.  I  am  very  sorry  that  I  voted  for  that  part  of  the 
bill  when  it  gave  you  full  and  final  determination. 

Mr.  Patterson.  Subject  to  court  review,  of  course. 

Mr.  Jenkins.  That  is  the  point;  but  how  do  you  get  into  court? 

Mr.  Patterson.  They  can  find  their  way  into  the  courthouse  all 
nght.  ' 

Mr.  Jenkins.  I  asked  I  suppose  one  of  the  best  and  most  widely 
experienced  lawyers  in  that  line  of  business  in  this  country,  and  he  has 
not  been  able  to  get  into  court.  So,  so  long  as  you  take  the  attitude, 
Mr.  Secretary— you  and  your  board— that  you  are  right  and  will  not 
yield,  then  I  want  to  say  to  you  that  you  are  making  a  grand  mistake. 

Mr.  Patterson.  The  only  question  is  whether  we  have  not  been 
too  easy  on  contractors. 

Mr.  Jenkins.  All  you  need  to  do  is  just  impersonate  a  Congressman 
and  let  these  fellows  tell  you  their  story  and  you  will  find  out  whether 
you  have  been  too  easy  or  not  in  the  methods  that  you  have  been 
employing. 

I  am  not  going  to  take  any  more  of  your  time,  but  I  want  to  leave 
you  with  this  assertion,  that  it  would  be  well  for  you  and  the  members 
of  your  board  to  make  some  effort  to  feel  the  public  pulse  with  ref- 
erence to  this  law,  because  I  think  it  w411  be  the  wish  of  this  com- 
mittee-^and  if  I  am  wrong  about  that  I  am  only  speaking  for  mvself— 
I  think  it  will  be  the  wish  of  this  committee  to  continue  this  renegotia- 
tion pro2:ram;  to  continue  it  because  we  have  eot  to  have  some  method 
to  get  back  these  exorbitant  profits,  and  since  there  is  a  strong  tendency 
on  the  part  of  the  procurement  officers  to  enter  into  contracts  loosely, 
because  they  know  that  they  can  scare  the  contractor  to  death 
through  renegotiation,  we  must  have  renegotiation. 

When  the  story  of  this  renegotiation  fiasco  has  been  written,  I 
should  think  the  fellows  who  ought  to  h^ng  their  heads  in  shame  are 
the  Government  procurement  agents  who  could  not  guess  any  better 
than  to  give  a  man  a  contract,  such  as  some  of  these  men  have  gotten, 
out  of  which  they  made  millions.  I  do  not  see  how  any  of  those 
negotiators  could  come  up  before  any  responsible  body  and  claim  that 
they  had  been  either  competent  or  dutiful,  because  it  has  been  the 
greatest  example  of  ignorance  and  incompetence  I  have  ever  seen  on 
the  part  of  these  procurement  men,  to  let  these  contracts  out  of  which 
people  could  make  millions  in  a  short  time. 

That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  McGranery  is  recognized. 

Mr.  McGranery.  Judge  Patterson,  I  listened  to  a  part  of  Mr. 
Jenkins'  statement  to  you  and  I  want  to  say,  as  one  member  of  this 
committee,  that  that  is  not  my  view. 


If  I  followed  you  correctly,  this  morning  you  have  proposed,  or 
stated  here,  that  some  of  these  contractors  after  having  earned  profits 
out  of  Government  contracts,  put  that  money  back  into  the  business, 
and  expect  to  use  that  money  which  they  earned  as  profits  from  the 
Government,  as  a  base  for  future  negotiation. 

Mr.  Patterson.  That  is  right. 

Mr.  M  cGranery.  That  is  all. 

The  Chairman.  Are  there  any  questions? 

Mr.  Reed.  I  only  want  to  make  the  observation,  if  we  are  fighting 
for  a  free  government,  following  the  principles  of  free  government,  the 
less  arrogance  we  have  in  the  handling  of  the  people  who  pay  the  taxes 
and  furnish  the  sinews  of  war,  the  better  it  will  be;  because  w^e  are 
fighting  all  totalitarian  inclinations.  And  the  testimony  that  has  been 
brought  in  here  before  us  by  reputable  people  would  indicate  that  they 
have  been  obliged  to  appear  before  very  arrogant  people. 

As  far  as  the  matter  of  court  review  is  concerned,  to  which  you 
referred,  the  matter  of  getting  into  court,  the  facts  found  by  you  can- 
not be  reviewed  by  the  court;  they  are  final.  So  it  does  not  matter 
whether  they  get  into  court  or  not,  they  cannot  get  any  relief. 

Mr.  Patterson.  I  will  bet  you  that  when  they  get  into  court,  if 
any  of  them  take  a  case  to  court,  any  of  the  cases  we  have  closed, 
there  will  not  be  a  single  dollar  recovered  by  them. 

Mr.  Reed.  Of  course  not;  we  know  that. 

Mr.  Patterson.  Because  any  court  would  say  that  the  allowance 
made  was  a  fair  and  reasonable  profit  on  the  business  done. 

Mr.  Reed.  They  would  be  bound  to,  because  those  are  the  findings 
of  fact,  so  that  these  men  cannot  get  any  relief. 

Mr.  Patterson.  I  am  satisfied  that  that  would  be  the  common 
public  opinion,  too. 

Mr.  Reed.  The  trouble  is,  when  powers  too  vast  are  given  to  the 
Army — and  it  has  been  true  in  the  history  of  the  world — they  are 
always  arrogant.  Supreme  Court  decisions  are  full  of  instances  of 
that  kind.     And  that  is  a  thing  we  want  to  protect  ourselves  against. 

Mr.  Patterson.  There  is  not  a  military  man  in  the  whole  bunch. 

Mr.  Reed.  They  carry  on  these  negotiations,  do  they  not? 

Mr.  Patterson.  Some  do,  down  the  line. 

Mr.  Reed.  Of  course  they  do. 

Mr.  Patterson.  But  they  are  mostly  civihans. 

Mr.  Reed.  And  that  is  where  your  complaint  is  coming  from. 

Mr.  Patterson.  They  are  mostly  civilians. 

Mr.  Reed.  And  after  their  experience  with  them,  they  do  not  care 
to  come  before  you. 

Mr.  Patterson.  Mr.  Dodge  tells  me  that  practically  all  of  them 
are  civilians,  still  on  civilian  status,  or  civilians  recently  commissioned 
and  put  in  the  Army.  And  they  are  taken  with  their  background 
of  industry  and  commerce,  banking,  law,  and  fully  as  competent 
from  their  experience  as  the  people  they  are  dealing  with. 

Mr.  Reed.  Have  you  operated  in  industry.  Judge? 

Mr.  Patterson.  No,  sir. 
.  Mr.  Reed.  Have  any  of  the  men  around  the  table  with  you  been 
^  industry? 

.  Mr.  Patterson.  These  three  gentlemen  are  lawyers;  Mr.  Dodge 
^  a  banker. 

Mr.  HiRscH.  I  have  also  been  the  head  of  some  industrial  concerns. 

Mr.  Dodge.  I  am  a  director  in  some. 
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Mr.  Patterson.  We  have  taken  pains  to  get  people  to  do  this  work 
who  have  had  proper  qualification  and  experience  in  American  in, 
dustry  and  commerce.  I  have  never  heard  anybody  suggest  the 
contrary. 

Mr.  Reed.  I  do  not  question  anybody's  ability  at  all,  but  what  I 
object  to,  according  to  the  testimony  we  have  heard,  is  the  arrogance 
with  which  these  people  are  treated  as  free  American  citizens. 

Mr.  Patterson.  I  simply  deny  the  charge  of  arrogance. 

Mr.  Reed.  I  do  not  object  to  your  getting  back  the  profits;  that  is 
all  right. 

Mr.  Patterson.  If  you  touch  a  fellow's  pocketbook,  he  is  apt  to 
say  you  are  arrogant,  no  doubt  of  that. 

Mr.  Reed.  It  all  depends  whether  you  touch  it  with  a  gun  or  touch 
it  in  a  reasonable,  judicious  sort  of  way. 

Mr.  Patterson.  However  you  touch  it,  he  does  not  like  it. 

Mr.  Reed.  Of  coiu-se,  none  of  us  do.  This  is  a  fine  way,  however, 
to  go  out  and  blackjack  billions  of  dollars  through  the  processes  that 
you  are  following,  rather  than  through  the  processes  of  taxation.  Of 
course,  you  can  collect  as  many  bilHons  as  you  want;  you  can  get  it 
All,  if  you  want  to. 

Mr.  Patterson.  We  have  saved  about  $3,000,000, 000. 

Mr.  Reed.  Of  course  you  have. 

Mr.  Patterson.  To  the  United  States  Treasury. 

Mr.  Reed.  You  can  save  six  or  seven  biUion  dollars;  you  can  get 
any  amount  you  want. 

Mr.  Patterson.  It  all  comes  down  again  to  the  individual  case. 

Mr.  Reed.  And  they  are  the  ones  who  have  been  coming  in  here, 
Judge,  and  complaining. 

Mr.  Patterson.  I  would  be  glad  to  furnish  the  coromittee  with 
a  list  of  the  concerns  represented  by  the  witnesses  who  have  com- 
plained, as  to  our  negotiations  with  them,  or  renegotiation ;  and  I  am 
thoroughly  confident  that  if  the  figures  are  studied  case  by  case  of 
these  people  who  are  making  complaints  on  various  scores,  the  com- 
mittee will  conclude  that  they  were  not  harshly  dealt  with  so  far  as 
the  figures  go,  and  they  were  left  with  fair  and  reasonable  profits  in 
each  case. 

Mr.  Maloney.  I  would  like  to  see  that  list. 

Mr.  Patterson.  We  can  get  that.    There  are  about  20  concerns. 

Mr.  HiRSCH.  There  are  some  of  them  that  have  not  come  up  for 
renegotiation  yet:  most  of  them  have. 

The  Chairman.  Without  objection,  the  matter  referred  to  may  be 
submitted  to  the  committee. 

Mr.  Disney  is  recognized. 

Mr.  Disney.  I  haven't  any  heat  at  all  in  my  system  this  morning. 
I  want  to  get  some  light,  however.  The  statement  has  been  made 
that  we  have  had  a  lot  of  complaints.  We  have  all  had  those,  and 
from  the  viewpoint  given,  they  are  proper  and  just  complaints.  But 
the  fact  remains  that  the  committee,  or  the  Congress,  cannot  blame 
the  executive  department,  or  the  War  Department.  The  law  is  as 
written.  We  do  not  have  these  complaints  on  the  matter  of  "exces- 
sive" profits,  not  on  the  excess-profits  tax.  I  presume  the  natural 
reason  is  that  those  are  handled  in  the  ordinary  course  of  business 
and  they  have  their  opportunity  to  go  through  the  courts  in  a  logical 
manner. 

Mr.  Patterson.  Well,  you  have  a  kind  of  a  set  formula  there,  too, 
which  this  situation  does  not  permit. 


Mr.  Disney.  My  personal  view  is  that  this  jumble  comes  from 
doing  this  thing  in  an  unconstitutional  manner.  If  we  were  doing  it 
constitutionally,  we  would  not  have  these  complaints.  We  would  have 
practically  none,  because  they  would  go  through  the  regular  channels 
of  taxation,  as  you  say.  There  are  exceptional  excess-profits  cases, 
and  if  they  were  not  put  through  in  the  regular  channels  we  would  be 
getting  them  every  day,  of  course. 

Mr.  Patterson.  Do  you  not  suppose,  too,  Mr.  Disney,  that  part  of 
the  difference  is  that  the  excess-profits  method  is  a  perfectly  settled, 
routine  thing,  done  in  the  last  war,  too? 

Mr.  Disney.  Constitutionally;  yes. 

Mr.  Patterson.  Whereas  this  is  new. 

Mr.  Disney.  It  was  done  constitutionally. 

Mr.  Patterson.  I  will  not  say  that  this  is  done  unconstitutionally, 
but  it  is  new. 

Mr.  Disney.  I  think  you  would  when  we  will  have  had  time  to 

study  it.  ,        m  1  1         1  •     T-  •  * 

Now,  with  reference  to  the  man  from  Texas  who  came  here,  his  chief 

complaint,  as  I  remember  his  testimony,  was  that  he  was  being  re- 
negotiated for  1942  and  cut  off  there,  that  he  did  not  know  in  his  1943 
dealings  with  the  Government  whether  he  would  take  a  profit  or  a 
loss.  His  complaint,  as  I  remember  it,  was  that  taking  the  1942 
situation,  he  was  in  bad  shape,  particularly  if  he  took  a  loss  in  1943. 

Do  you  construe  the  statute  as  being  mandatory  that  there  be  an 
annual  renegotiation  or  an  over-all  renegotiation  of  war  contracts? 

Mr.  Patterson.  I  think  that  is  administrative.  But  I  think  it  is 
necessary  to  have  rests  where  you  will  consider  the  thing  as  a  imit 
down  to  that  time,  and  then  take  up  the  next  period. 

Mr.  Disney.  I  would  think  so.  But  if  he  took  a  loss  or  a  very  small 
profit  in  1942,  and  then  took  a  big  loss  in  1943,  altogether  on  govern- 
ment business,  it  seems  to  me  it  would  be  unjust  to  administer  it  that 
way. 

Mr.  Patterson.  I  think  the  prime  purpose  of  the  law  is  to  rene- 
gotiate, contract  by  contract.  That,  I  think,  was  the  first  idea  in  the 
mind  of  Congress  in  April  of  1942,  when  the  act  was  passed.  Then  it 
seemed,  as  a  matter  of  administrative  experience,  more  convenient 
to  do  it  on  an  annual  basis,  lumping  all  contracts  together  within  that 
period.  And  certainly  that  was  eminently  fair  from  the  contractor's 
point  of  view. 

Mr.  Disney.  True. 

Mr.  Patterson.  And  then  we  got  that  recognized  in  the  October 
amendments  of  last  year  that  we  might,  instead  of  doing  it  contract 
by  contract,  lump  them  together  and  take  an  annual  period.  And 
I  think  that  is  how  the  thing  came  out. 

Mr.  Disney.  I  think  that  is  the  logical  way  to  do  it.  That  is  the 
way  it  is  done  under  taxes — on  annual  returns. 

Mr.  Patterson.  I  think  that  is  the  best  way. 

Mr.  Disney.  I  can  see  how  a  man  would  complain — either  you  or  I 
would  very  bitterly  complain,  if  we  took  a  very  small  profit  under 
renegotiation  in  1942  and  took  a  red-hot  loss  in  1943.  I  can  see  how  a 
complaint  would  come  about.  And  particularly  would  he  have  a 
fight  to  complain  when  this  statute  is  so  broad  that  you  could  rene- 
gotiate this  specific  case.  And  you  have  stated  that  these  cases  are 
different  individually,  that  you  have  to  take  specific  cases;  and  if  you 
"ftve  that  broad  discretion  under  the  statute  to  renegotiate  over  2 


I 


y 
i! 


l.t" 

! 


I' 

1! 


t 


* 


842 


RENEGOTIATION  OF  WAR  CONTRACTS 


RENEGOTIATION  OP  WAR  CONTRACTS 


843 


years,  to  do  exact  justice,  I  do  not  see  anything  that  would  prevent 
your  doing  it,  if  you  desired  to  do  so. 

Mr.  Patterson.  The  thing  that  worries  me  mostly  is  the  money  we 
ai-e  paymg  out,  not  the  money  we  are  getting  back. 

Mr.  Disney.  Of  course;  you  are  not  alone  there.  I  think  there  are 
about  130  million  people  who  are  in  that  position. 

Mr.  Patterson.  Well,  a  lot  of  these  witnesses  are  worrying  about 
the  money  we  get  back. 

Mr.  Disney.  That  is  natm-al. 

Mr.  Patterson.  They  say  we  are  getting  back  too  much.  I  do 
not  believe  so. 

Mr.  Disney.  I  doubt  if  that  is  the  tenor  of  the  witnesses'  testimony 
Their  complaint  is  of  the  manner  in  which  it  is  done. 

How  much  of  your  personal  time  do  you  devote  to  this  particular 
thing? 

Mr.  Patterson.  I  could  not  say,  Mr.  Disney:  quite  a  little. 
Mr.  Disney.  Quite  a  httle? 
Mr.  Patterson.  Yes. 

Mr.  Disney.  This  is  an  incident  to  your  mam  job,  this  matter  of 
renegotiation  itself? 

Mr.  Patterson.  Yes.    I  have  a  lot  of  other  things  to  do,  too. 

Mr.  Disney.  I  have  the  impression — maybe  I  am  wrong — that 
you  do  not  have  time  to  devote  to  this. 

Mr.  Patterson.  Not  much. 

Mr.  Disney.  To  any  great  extent. 

Mr.  Patterson.  Not  much  to  the  individual  cases.  I  have  the 
most  complete  confidence  in  the  ability,  the  fairness,  and  character  of 
the  nien  who  do  the  work.  They  are  good  men.  They  consult  me  on 
policies.  I  dare  say  I  do  spend  some  time  on  policies,  quite  a  bit  of  it. 
Two  cases  have  come  before  me.  I  heard  two  cases.  Those  two,  I 
thmk,  are  probably  the  only  cases  of  my  own  direct  knowledge  that  1 
know  much  about. 

Mr.  Disney.  You  prepare  a  pohcy  and  announce  it,  and  you  have 
men  who  carry  out  that  policy,  so  that  when  specific  cases  come  to  you, 
you  give  them  your  attention. 

Mr.  Patterson.  That  is  right. 

Mr.  Disney.  Mr.  Karker,  in  his  testimony,  said,  in  answering  a 
question  by  Mr.  Robertson: 

I  think  if  there  be  any  question  about  the  power  of  the  statute  and  of  the 
secretary,  if  any  may  be  determined  to  be  necessary  or  desirable,  to  compel  the 
recalcitrant  to  meet  the  same  relative  prices  as  those  made  by  the  cooperating 
company,  that  those  powers  of  the  statute  should  be  clarified  and  at  the  same 
tiine  If  there  be  any  doubt  about  the  matter  at  all,  that  in  the  event  of  unilateral 
determination,  the  right  of  the  contracting  company  to  appeal  to  the  courts  for 
relief  be  made  clear. 

It  has  been  rather  taken  for  granted,  I  think  here,  that  the  statute 
confers  upon  the  Court  of  Claims  the  jurisdiction  to  determine  issues 
between  the  contractors  and  the  Government.  Have  vou  investigated 
that  thoroughly? 

Mr.  Patterson.  I  have  discussed  it,  yes.  I  have  always  assumed, 
as  you  say,  that  any  person  who  had  a  unilateral  order  slapped  on 
him,  and  there  was  no  mutual  assent,  would  have  recourse  to  the 
courts.  I  would  be  glad  to  see  that  in  the  statute,  if  the  committee 
wishes  to  have  that  expressly  in  the  statute.     I  imply  it  there,  anyway. 

Mr.  Disney.  Most  people  seem  to. 

Mr.  Patterson.  I  would  never  dispute  a  man's  right  to  go  to 
court;  glad  to  have  him  go. 


Mr.  Disney.  I  understand.  Of  course,  if  there  is  any  doubt  about 
it  it  ought  to  be  in  the  statute. 

'Mr.  Patterson.  I  always  like  to  have  those  decisions  subject  of 
review,  if  you  have  done  a  man  an  injustice,  so  that  someone  may  hear 
the  case  and  declare  so.  I  do  not  resent  that  at  all.  I  do  not  think 
anyone  should. 

Mr.  Disney.  Personally  I  doubt  that  this  statute  does  give  them 
the  right  to  an  appeal  to  a  court  of  law.  If  I  were  on  the  Court  of 
Claims,  I  certainly  would  want  to  be  shown  that  there  is  a  statute 
giving  the  right  to  court  review,  because  the  Government  cannot  be 
sued  unless  the  statute  is  against  it. 

Now,  let  us  assume  that  a  man  goes  into  court.  What  would  be 
the  procedure  there?     What  kind  of  a  record  could  he  take  up? 

Mr.  Patterson.  I  suppose  he  would  just  prove  his  case;  that  he 
had  a  contract  for  so  many  millions  ot  dollars  to  produce  some  article, 
that  he  was  paid,  and  then  the  War  Department  came  along  under  the 
operation  of  the  Price  Adjustment  Act,  and  said  that  he  had  gotten 
too  much,  that  they  had  recovered  so  many  dollars  from  him  leaving 
him,  as  he  says,  with  less  than  a  fair  and  reasonable  profit;  and  that  in 
his  opinion  the  fair  and  reasonable  value  of  his  work  and  services,  and 
so  forth,  was  greater  than  that  sum,  maybe  up  to  the  original  sum  that 
he  received,  or  he  could  take  any  position  he  saw  fit  in  there,  and  pray  a 
recovery  of  the  difference. 

It  is  just  like  a  case  of  eminent  domain,  of  what  is  fair  and  reasonable 

value. 

Mr.  Disney.  Under  this  statute,  your  finding  is  complete,  final,  and 
conclusive.     What  would  there  bo  to  try? 

Mr.  Patterson.  I  do  not  think  the  conclusion  of  the  Secretary  of 
War,  of  his  determination,  is  final,  complete,  and  conclusive.  It  is, 
so  far  as  immediate  action  is  concerned,  but  it  is  not  binding  on  the 
contractor  if  he  wants  to  take  it  into  court,  unless  he  has  consented. 
Of  course,  if  they  enter  into  an  agreement,  that  is  difterent. 

Mr.  Disney.  If  you  have  a  means  of  making  him  consent,  he  will 
not  get  into  court. 

Mr.  Patterson.  If  he  signed  an  agreement,  that  is  true. 

Mr.  Disney.  Suppose  this  statute.  Judge  Pattei-son,  did  not  pro- 
vide that  the  finding  of  the  Secretary  is  conclusive;  what  would  there 
be  to  appeal  to? 

Mr.  Patterson.  If  it  did  not  provide  that? 

Mr.  Disney.  Yes. 

Mr.  Patterson.  I  do  not  think  it  does  provide  that  his  determina- 
tion is  final  and  conclusive  and  binding  on  the  contractor,  if  the  con- 
tractor protests  all  the  time  and  says,  ''No,  I  have  not  earned  any 
more  than  I  ought  to  earn." 

Mr.  Disney.  All  right 

Mr.  Patterson.  "I  do  not  owe  you  any  money  imder  this  Price 
Adjustment  Act." 

If  he  chooses  to  take  that  position,  if  he  takes  that  position,  and  the 
Secretary  of  War  issues  an  order  or  passes  an  order  saying,  "Refund 
$100,000"  and  he  does  it,  and  then  he  sues  to  recover  $100,000  that 
he  says  was  extracted  from  him. 

Mr.  Disney.  Let  us  concede  that  the  statute  does  not  make  it 
conclusive.  What  would  there  be  to  try  when  you  got  into  the  Court 
of  Claims? 
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Mr.  Patterson.  Try  the  fair  and  reasonable  value  of  the  munitions 
of  war,  the  goods  furnished  and  delivered  by  the  contractor. 
Mr.  Disney.  You  mean  a  trial  de  novo? 

Mr.  Patterson.  It  is  a  perfectly  familiar  procedure  to  me.  I  can 
think  of  many  cases  like  it,  where  an  administrative  agency  decides 
a  certain  issue  but  that  is  not  final  on  any  man  who  does  not  accept  it 
He  says,  "No,  I  would  rather  have  a  judge  say,"  and  he  just  takes  it 
to  court  and  he  tries  it. 

Mr.  Disney.  You  do  not  mean  that  this  statute  is  broad  enough  to 
give  a  man  a  trial  de  novo  in  the  Court  of  Claims,  to  try  it  on  the 
issues  involving  prices,  risk,  and  everything  that  goes  into  the  make-up 
of  a  business  transaction? 

Mr.  Patterson.  They  might  give  some  weight,  of  course,  to  what 
the  Secretary  had  decided  and  say  that  it  was  within  his  powers  to 
do  that.  I  do  not  know  about  that.  I  have  not  studied  it.  But  the 
answer  to  your  direct  question,  Mr.  Disney,  is  that  the  determination 
of  the  Secretary,  I  beheve,  is  not  final  or  binding  or  conclusive,  unless 
the  contractor  assents  to  it. 

Mr.  Disney.  Let  us  leave  that  phase  of  it  at  this  time.  I  do  not 
want  to  proceed  with  that  any  further.  If  it  is  not  final,  there  would 
be  a  trial  de  novo  before  the  Court  of  Claims;  is  that  your  position? 
I  am  trjdng  to  discuss  this  matter  as  we  would,  you  and  I  both  being 
lawyers,  let  us  say. 

Mr.  Patterson.  I  have  not  thought  that  through.  I  suppose  that 
a  court,  if  it  tried  that  issue,  would  probably  dve  a  good  deal  of 
weight  to  what  the  Secretary  of  War  had  determined.  But  if  the 
court  thought  that  he  had  acted  arbitrarily  or  capriciously,  then  they 
would  give  some  relief. 

Mr.  Disney.  One  of  the  complaints  that  we  have  here  is  typified 
in  the  testimony  of— I  believe  his  name  is  Mr.  Wolf— who  said  that 
he  was  told  by  the  Atlanta  office,  when  he  asked  for  a  statement  of 
reasons  and  facts  upon  which  the  decision  was  based,  that  your  organi- 
zation could  not  furnish  them  to  him  because  that  was  "secret  criteria." 
I  have  no  reason  to  doubt  bis  being  told  that,  because  he  did  not 
look  like  he  was  giving  us  a  yam. 

Pursuing  that  a  little  further,  under  the  statute,  you  are  not  re- 
quired, in  the  making  of  a  decision  as  to  what  are  excessive  profits, 
to  give  the  reasons  for  your  decision,  are  you? 

Mr.  Patterson.  No,  not  under  the  statute,  and  I  do  not  believe 
you  could  give  any  analysis.  You  can  talk  and  talk  and  talk  about 
it.  But  when  it  comes  down  to  the  final  pinch,  what  you  say  is, 
"Well,  in  view  of  all  these  factors,  I  think  a  profit  of  $1,000,000  is  too 
much  on  this  job  and  $500,000  would  be  enough;  based  upon  all  my 
experience  and  all  the  factors  of  the  case,  and  everything.''  Then  if 
he  says,  "Wliy,  just  tell  me  which  factors  make  it  unreasonable," 
and  so  forth,  you  know  very  well  that  that  cannot  be  done  in  all 
cases;  it  just  cannot  be  done. 

Mr.  Disney.  I  do  not  know  it,  and  I  never  heard  of  an  American 
court  that  could  not  give  a  reason  for  his  decision;  and  he  is  required 
to.  In  nearly  all  jurisdictions,  he  is  required  to  set  out  a  statement 
of  facts  and  his  conclusions  of  law. 

Mr.  Patterson.  Yes;  and  when  it  is  all  said  and  done,  after  he  has 
done  all  of  that,  he  says  down  at  the  end,  "I  therefore  find  for  the 
plaintiff  in  the  sum  of  so  much." 
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Mr  Disney.  Yes;  but  the  litigant  has  something  to  appeal  on. 

Mr'  Patterson.  But  if  the  litigant  then  comes  m  and  says,  Just 
how  much  did  you  allow  for  this  and  for  this  and  for  this,"  the  judge 
tpUs  him  to  go  and  chase  himself.  ^       „  •    j 

Mr.  Disney.  Judge,  I  am  surprised  at  you,  I  really  am  surprised 
ftt  vou;  in  fact,  I  am  astonished;  I  am  astounded. 

Mr  Patterson.  You  cannot  possibly  attribute  one  doUar  of  value 
tn  everv  single  factor  in  every  single  case,  and  put  a  dollar  tag  on  it 
and  say,  "This  is  $10  and  this  is  $20."    That  is  what  I  mean  by  saymg 

*  Mr  Disney.  If  I  felt  I  had  a  grievance  and  I  should  have  a  case 
before  you  personally  as  Under  Secretary  of  War,  and  I  contended 
vou  had  asked  of  me  a  certain  amoimt  of  money,  too  much,  and  i 
refused  to  abide  by  your  decision,  you  could  not  compel  me  under 
this  broadside  statute  to  accept  it,  then  I  would  appeal.  W  hat  kmd 
of  a  document  would  you  write  up  upon  which  I  coiild  appeal? 

Mr  Patterson.  Just  the  same  as  you  said,  when  you  get  a  finding 

of  fact  and  conclusion  of  law.    But,  as  I  understand,  you  do  not 

assign  to  each  factor  a  certain  value,  analyze  it,  break  it  down.     1 

never  Imew  a  court  in  the  world  that  did  that. 

Mr.  Disney.  I  never  knew  one  that  did  not.  i,-        t 

Mr.  Patterson.  We  are  not  talking  about  the  same  thing,  1  am 

Mr.  Disney.  What  would  you  give  me  to  appeal  on?    Would  you 

write  a  letter?  „     „  ,        i  .     ^    •      i 

Mr  Patterson.  They  would  finally  appeal  and  just  simply  say, 

on  the  whole  case,  the  profit  of  $1,000,000  that  was  earned  for  the  year 

1942  by  this  company,  in  this  case 

Mr.  Disney.  Are  excessive  profits? 

Mr.  Patterson.  No;  they  would  say  that  it  was  no  more  than  a 

fair  and  reasonable  profit.  x  x  *     +u  * 

Mr.  Disney.  You  would  say,  in  the  language  of  this  statute,  that 
this  $1,000,000  that  you  have  used  as  an  illustration,  represented  ex- 
cessive profits  because  it  was  found  on  renegotiation  to  be  excessive. 
You  are  not  prepared  to  say  whether  the  party  who  claimed  that  he 
was  aggrieved  would  have  a  trial  de  novo  m  the  Court  of  Claims, 

or  not?  "  ,         ,       XI 

Mr.  Patterson.  I  have  not  thought  that  through.     I  have  given  you 

my  impression.  .  .    i      •    xi.    i-i      *    * 

Mr.  Disney.  Suppose  you  were  sittmg  as  a  judge  m  the  Court  ol 

Mr.  Patterson.  The  judge  would  certainly  not  be  bound  by  the 
Secretary  of  War's  findings.  If  he  were  bound,  of  course,  there  is  no 
sense  in  going  at  all.  But  he  is  not  bound.  How  much  weight  he 
would  have  to  attach  to  it,  I  do  not  know. 

Mr.  Disney.  I  am  trying  to  discuss  this  with  you  as  two  lawyers. 
If  we  were  judges  on  the  Court  of  Claims,  and  we  take  a  look  at  this 
statute,  we  would  want  to  know  what  standards  formed  the  basis  for 
the  action  of  the  executive  department,  or  the  War  Department, 
would  we  not?  If  there  were  no  standards,  we  would  at  once,  as  you 
said  awhile  ago,  tell  the  litigant  to  go  and  chase  himself,  because  there 
would  be  no  means  except  a  trial  de  novo  to  determine  the  application 
of  the  law,  would  there? 
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Mr.  Patterson.  Well,  I  did  not  say  the  judge  would  tell  them  to 
go  chase  themselves.  I  said  that  if  he  made  an  unreasonable  demand 
and  opposite  each  finding  or  conclusion  put  a  dollar  sign,  I  think  the 
judge  would  tell  them  that,  and  so  he  would. 

Mr.  Disney.  I  have  made  a  lot  of  slips  like  that  myself. 

Let  me  ask  you,  are  there  any  standards  at  all  in  this  statute  for  the 
determination  of  excessive  profits? 

Mr.  Patterson.  No  specific  standards. 

Take  your  case  that  you  have  under  your  mandatory  order,  under 
the  act  passed  by  Congress,  I  beheve,  in  1940.  What  do  you  do 
there?  That  says  that  the  compensation  to  be  paid  is  to  be  fair  and 
just.  What  do  you  do  there?  Suppose  you  take  and  order  some 
munitions  and  you  set  a  price  and  you  place  the  order  with  somebody 
He  does  not  accept  it?  Of  course  he  accepts  it,  but  there  are  no 
negotiations  and  no  contract  to  ^  the  price.  The  Secretary  of  War 
fixes  $1,000,000  as  the  price  which  he  things  is  very  just.  No,  he 
does  not  break  that  down  in  the  order  and  tell  why  it  is  $1,000,000 
but  if  the  contractor  is  dissatisfied  with  that — I  do  not  mean  the 
contractor,  the  supplier,  because  he  is  not  the  contractor,  but  he  is 
supplier  or  producer— he  goes  to  court.  Congress  gave  him  that 
remedy  and  what  does  he  say?  He  simply  says  the  price  fixed  by  the 
War  Department  was  less  than  fair  and  just  and  I  want  so  many 
dollars,  being  the  fan*  and  just  price  for  the  work  I  have  done  and  the 
supplies  that  I  have  delivered.     What  else  is  there  to  it? 

Mr.  Disney.  Perhaps  that  is  subject  to  the  same  criticism  this  law 
is.     I  have  no  opinion  about  that  now. 

Mr.  Patterson.  There  is  nothing  very  imique  about  this  par- 
ticular phase  of  it  that  we  are  discussing  now.  There  are  no  standards 
set  there  except  the  standard  that  it  shall  be  fair  and  just. 

Mr.  Disney.  Now,  on  price  reductions.  Judge  Patterson:  As  I 
understand  it,  the  procurement  departments,  having  once  made  a 
contract  under  the  law,  cannot  renegotiate  a  contract  unless  there  is 
a  provision  to  that  effect  in  the  contract.  The  Bethlehem  Steel  case 
held  that. 

M.  Patterson.  Except  with  the  contractor's  consent. 

Mr.  Disney.  I  imderstand  that.  But  there  is  no  general  authority 
for  renegotiation  unless  there  are  provisions  in  the  contract,  or  by 
consent. 

Mr.  Patterson.  I  thmk  this  act  passed  in  April  1942  was  the 
starting  point  of  that. 

Mr.  Disney.  Certainly,  I  think  the  departments  should  have  the 
right  to  negotiate  any  contract.  , 

Well,  now,  do  you  consider  there  is  any  difference  in  price  reduction 
and  recapture,  either  in  procedure  or  in  principle? 

Mr.  Patterson.  No,  sir. 

Mr.  Disney.  None  whatever? 

Mr.  Patterson.  No,  sir.  I  think  two  contractors  are  on  the  same 
footing  although  one  has  actually  gotten  his  and  the  other  is  still  in  the 
course  of  work  and  hopes  to  get  it  later.  I  think  so  far  as  our  powers 
are  concerned,  we  have  just  as  much  power  and  just  as  much  obliga- 
tion to  recover  any  excess  paid  to  one  man  as  we  have  in  the  other  case, 
to  reduce  his  forward  prices. 

Mr.  Disney.  Judge  Patterson,  being  a  little  abstract  for  a  moment^ 
is  there  any  inherent  power  in  government  to  take  money  from  a 
citizen  under  our  Constitution? 


yir.  Patterson.  By  way  of  taxes? 

Mr.  Disney.  What  other  way? 

yir.  Patterson.  By  giving  him  fair  compensation. 

Mr.  Disney.  Fines,  amercements,  and  taxes. 

Mr.  Patterson.  By  giving  him  fair  compensation,  of  course,  the 
(jovernment  can  take  profit  if  it  pays  fair  compensation. 

Mr.  Disney.  Well,  the  power  to  tax  is  not  lodged  in  the  executive 
department,  is  it? 

Mr.  Patterson.  Not  in  this  one,  not  the  War  Department.  It  is 
lodged  by  Congress,  generally,  in  the  Secretary  of  the  Treasury,  is  it 
not?  Congress  has  the  power  to  tax,  of  course,  and  it  exercises  the 
power  and  directs  the  Treasury  to  collect. 

Mr.  Disney.  There  is  no  other  way  than  the  four  ways  we  have 
discussed  of  the  Government  taking  money  from  the  citizen? 

Mr.  Patterson.  I  do  not  know  of  any  other. 

Mr.  Disney.  Do  you  take  this  to  be  true,  that  we  can  delegate 
that  power  to  take  money  from  the  citizen  to  a  board? 

Mr.  Patterson.  Yes.  If  the  Government  has  overpaid  a  man,  I 
think  that  Congress  can  declare  that  the  money  should  be  recovered 
and  that  he  get  no  more  than  fair  and  just  prices  for  his  articles  and 
that  a  board  or  an  executive  agency  shall  recover  the  excess. 

Mr.  Disney.  That  is  to  say,  we  can  delegate  that  power  to  take 
money  from  the  citizen  to  a  board? 

Mr.  Patterson.  Yes. 

Mr.  Disney.  That  is  substantially  a  delegation  of  the  taxing 
power? 

Mr.  Patterson.  No.  Congress  can  take  cognizance  of  the  un- 
usual conditions  incident  to  the  conduct  of  a  great  war. 

Mr.  Disney.  Judge,  let  us  not  get  into — — 

Mr.  Patterson  (interposing).  And  to  the  likeUhood  that  in  the 
emergency  some  people  will  be  paid  too  much. 

Mr.  Disney.  Certainly,  and  we  are  all  for  that. 

Mr.  Patterson.  And  where  that  happens  the  Government  should 
recover. 

i  Mr.  Disney.  Yes. 

^  Mr.  Patterson.  They  should  recover  the  excess.     I  think  that  is 
what  has  been  done,  and  I  do  not  see  anything  unusual  about  it. 
f  Mr.  Disney.  You  know  the  Hitler  idea  of  the  decision  of  his  judges, 
do  you  not? 

i  Mr.  Patterson.  No;  I  do  not. 
'   Mr.  Disney.  Have  you  not  read  about  it? 

Mr.  Patterson.  I  have  no  doubt  it  is  pretty  bad. 
*  Mr.  Disney.  His  instructions  to  liis  judges  was  to  determine  the 
cases  according  to  "progressive  public  opinion." 

Mr.  Patterson.  I  thought  it  would  be  according  to  Hitler's  will. 

Mr.  Disney.  Well,  he  delegated  it  in  that  general  manner. 

Well,  now,  if  there  are  only  three  or  four  ways  to  take  money  from 
the  citizen,  and  one  of  them  is  a  taxing  power,  we  cannot  delegate 
that  just  promiscuously,  can  we,  by  writing  a  letter  or  something  of 
that  kind? 

Mr.  Patterson.  This  has  nothing  to  do  with  taxes. 

^r.  Disney.  I  am  talking  about  recapture  now. 

Mr.  Patterson.  I  know,  but  that  is  no  form  of  taxation. 

Mr.  Disney.  How  can  you  take  money  from  a  citizen  except  by 
taxation,  fine,  or  amercements? 
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Mr.  Patterson.  If  you  have  overpaid  him,  it  is  done  every  day 
in  civil  courts.  If  you  have  paid  a  man  too  much  money  for  an 
article,  for  a  suit  of  clothes,  and  you  did  it  by  mistake— they  call  it  a 
neutral  mistake — ^you  can  go  and  get  the  money  from  the  court 
every  time. 

Mr.  Disney.  Certainly. 

Mr.  Patterson.  That  is  a  transfer  of  money. 

Mr.  Disney.  Do  you  consider  that  a  parallel  to  this? 

Mr.  Patterson.  Yes,  pretty  much  so.  Not  an  exact  parallel,  but 
roughly  so,  yes;  a  case  where  the  Government  has  been  overcharged 
and  paid  too  much  money.  If  the  transaction  stands,  they  have 
allowed  a  man  to  become  a  millionaire,  say,  out  of  war  business,  and 
the  Government  says  that  is  bad  pubhc  poUcy.  The  money  ought 
to  be  recovered  and  no  more  than  a  fair  and  just  price  paid.  What 
is  so  shocking  about  that? 

Mr.  Disney.  I  agree  with  you  that  ought  to  be  good  public  policy. 

Now,  suppose,  Judge,  that  we  were  undertaking  to  delegate  to  your 
Board  the  taxing  power.  Suppose  we  agreed  to  do  that.  How  would 
you  do  it? 

Mr.  Patterson.  Taxing  power? 

Mr.  Disney.  Yes. 

Mr.  Patterson.  I  do  not  think  we  would  be  in  a  good  position  to 
collect  taxes  not  the  War  Department. 

Mr.  Disney.  Well,  there  is  an  opinion  shared  by  a  lot  of  people  that 
this  recapture  is  indirectly  assessing  taxes. 

Mr.  Patterson.  I  do  not  agree  with  that  at  all. 

Mr.  Disney.  It  is  apparent  that  you  do  not,  but  let  us  for  the  sake 
of  the  discussion,  if  you  will,  agree  that  that  is  the  levying  of  taxes. 
How  would  we  do  that? 

Mr.  Patterson.  I  do  not  know  hovv  you  could  do  that.  Of  course, 
it  is  not  the  levying  of  taxes. 

Mr.  Disney.  You  think  we  could  not 

Mr.  Patterson.  A  tax  is  to  be  levied  on  all  people. 

Mr.  Disney.  Yes;  that  is  what  I  am  getting  at. 

Mr.  Patterson.  Our  transactions  here  just  have  to  do  with  people 
that  we  have  had  contracts  with  and  to  whom  we  have  paid  money, 
and  by  no  means  the  general  run  of  the  people. 

Mr.  Disney.  If  we  should  attempt  to  delegate  our  power  to  tax 
which  is  lodged  here  and  no  place  else,  we  would  have  to  do  it  with 
standards  for  the  courts  to  construe,  would  we  not? 

Mr.  Patterson.  Yes. 

Mr.  Disney.  Just  as  in  the  "sick  chicken  case"  the  courts  upset  the 
N.  R.  A.  because  we  had  tried  to  delegate  legislative  power  without 
any  standards. 

Mr.  Patterson.  This  could  not  stand  as  a  taxing  act.  There  is  no 
doubt  about  that.     It  is  too  broad  and  too  general. 

Mr.  Disney.  Then,  if  it  is  an  indirect  delegation  of  power  to  tax, 
it  is  unconstitutional,  is  it  not? 

Mr.  Patterson.  That  is  an  academic  question,  Mr.  Disney, 
because  no  one  could  read  the  act  and  possibly  think  it  was  a  taxing 
act. 

Mr.  Disney.  WTiat  is  it,  pricing? 

Mr.  Patterson.  Pricing. 

Mr.  Disney.  Why  do  you  go  into  profit?    \ 

Mr.  Patterson.  It  is  a  pricing  regulation. 


y[r.  Disney.  Why  do  you  go  into  the  matter  of  profits  instead  of 
pricing  if  it  is  strictly  a  pricing  statute? 

Mr.  Patterson.  We  go  into  both — ^what  is  a  fair  price  under  non- 
competitive conditions. 

Mr.  Disney.  Yes. 

Mr.  Patterson.  And  that  is  very  frequently  measured  by  what 
profit  the  man  made  out  of  furnishing  that  article  at  the  price. 

Mr.  Disney.  Is  not  a  price  a  price?  I  cannot  understand  why  the 
Procurement  Department  would  pay  this  man  a  certain  price  for  an 
article  and  pay  that  man  a  difl'erent  price. 

Mr.  Patterson.  Well,  we  do  it  every  day. 

Mr.  Disney.  I  am  a  little  curious  to  know  why. 

Mr.  Patterson.  You  have  to  do  it  under  noncompetitive  condi- 
tions where  the  demand  is  greater  than  the  supply  and  where  you 
have  to  create  new  sources  of  production. 

Suppose  we  need  some  antiaircraft  guns.  No  one  has  ever  made 
them  before.  If  one  man  has  the  facilities,  the  plant  and  the  labor 
under  favorable  conditions,  it  might  well  be  we  would  pay  him  $1,000 
per  gun.  That  is  nothing  Uke  enough.  That  does  not  furnish  us 
with  the  number  of  those  guns  we  need,  and  there  is  another  man 
who  has  a  plant  not  so  favorably  located  farther  from  the  source  of 
the  raw  materials.  He  may  have  to  pay  his  labor  higher  wages  on 
account  of  a  higher  wage  scale  in  that  particular  neighborhood,  and 
we  might  have  to  pay  him  $1,200  for  that  article,  and  both  prices 
might  be  fair. 

Mr.  Disney.  Then  you  cannot  pay  the  same  price  for  the  same 
article? 

Mr.  Patterson.  Often  we  cannot.  I  can  show  you  a  range  on 
.50-caliber  machine  guns,  that  is,  as  I  recall  it,  from  $150  per  gun  to 
$300  a  gun,  but  we  need  them  all.  What  can  you  do?  You  could  pay 
them  all  $300,  that  is  true,  put  it  up  to  the  high  mark,  but  then  you 
would  be  paying  far  more  than  a  fair  price  to  the  man  whose  costs 
were  down  below  $150  and  yet  if  we  want  to  get  the  guns,  we  cannot 
require  them  all  to  produce  them  at  $150  because  the  cost  to  one  man 
wiU  be  away  above  that  due  to  a  lot  of  factors. 

Mr.  Disney.  I  understand.  Is  it  impossible  to  handle  that  by 
price  reductions  rather  than  recapture? 

Mr.  Patterson.  I  think  of  it  as  price  reductions,  and  always  have. 

Mr.  Disney.  It  assumes  a  different  shape  when  you  are  recap- 
turing? 

Mr.  Patterso^st.  Take  the  case  of  the  fellow  making  the  .50-caliber 
machine  gun.  Say,  for  example,  the  original  price  was  $300  a  gun, 
and  we  find  by  looking  with  him  over  his  figures  that  $200  would  be 
a  perfectly  adequate  price  for  him;  he  could  pay  all  his  costs  and 
make  a  fair  profit  at  that  figure,  I  think  of  this  renegotiation  writing 
into  that  contract  $200  instead  of  $300,  bringing  it  down  to  a  basis 
fair  to  both  parties.  That  is  all  I  consider  renegotiation.  It  may 
take  other  forms,  but  essentially  it  comes  down  to  that. 

Mr.  Disney.  I  do  not  take  issue  with  you  on  that  whatever, 
because  I  think  under  the  general  law,  you  ought  to  have  the  right  to 
renegotiate  price  reductions,  but  for  the  life  of  me  I  cannot  see  how 
nnder  any  process  other  than  tax  statute  or  some  statute  with  stand- 
ards where  you  could  take  money  from  the  citizen  and  stay  within  the 
Constitution,  and  after  all  that  is  more  important  than  all  the  profit 
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that  anybody  could  make,  not  to  violate  our  constitutional  powers  and 
processes,  if  that  is  what  we  are  fighting  for,  and  we  are. 

Mr.  Patterson.  Well,  the  Selective  Service  Act,  section  9,  you  will 
recall,  empowers  the  President  to  place  orders  for  munitions  and  to  fir 
fair  and  just  prices.  . 

Mr.  Disney.  Yes. 

Mr.  Patterson.  Against  the  will  of  the  producer  or  the  supplier 
Mr.  Disney.  Certainly.  * 

Mr.  Patterson.  If  he  finds  that  the  facilities  of  the  man  are 
adapted  to  the  production  of  those  munitions,  he  can  do  that.    Fair 
and  just,  that  is  a  pretty  broad  standard,  but  I  have  no  doubt  as  to  thp 
validity  of  that  act. 
Mr.  Disney.  Neither  have  I. 

Mr  Patterson.  The  man  has  his  recourse  in  court  if  he  does  not 
like  the  price  that  is  set. 

Mr.  Disney.  Do  you  consider  that  a  parallel  to  the  recapture  clause 
m  this  contract? 

^    Mr.  Patterson.  Yes;  I  think  so.     I  said  before  that  I  thought 
it  was  a  pretty  good  rough  parallel. 

Mr.  Disney.  It  is  a  pretty  rough  one,  I  think. 

Mr.  Patterson.  I  think  it  is  far  rougher  to  see  exorbitant  prices 
paid  and  nothing  done  about  it. 

Mr.  Disney.  Do  not  keep  hurling  that  at  us.  Not  a  man  on  this 
committee  wants  exorbitant  prices  paid. 

Mr.  Patterson.  I  am  not  hurling  it  at  anybody. 
^    Mr.  Disney.  I  get  tired  of  witnesses  on  the  part  of  the  Government 
implying  that  we  are  for  these  excessive  profits  and  I  hope  that  you 
will  not  do  it  any  more.     It  sounded  that  way  to  me,  and  I  am  the 
fellow  that  you  are  talking  to. 

Mr.  Patterson.  That  is  the  fundamental  of  this  whole  business. 
^  Mr.  Disney.  I  think  the  fundamental  is  whether  or  not  we  are  doing 
^^w-ithin  our  Constitution.  We  better  not  do  it  at  all  than  to  violate 
the  Constitution.  Even  your  Mr.  Karker  came  in  and  the  first  time 
he  opened  his  mouth  he  said,  "I  consider  this  statute  un-American,  but 
the  exigencies  of  the  occasion  require  it.''  I  am  going  to  join  with  him. 
I  consider  it  un-American,  exigencies  or  no  exigencies,  as  long  as  no 
standard  is  fixed  for  recapture  of  money  from  the  citizen  because  the 
Government  has  not  any  inlierent  right  to  take  that  money. 
\  Mr.  Patterson.  I  do  not  consider  it  un-American.  I  think  a  good 
many  parallels  could  be  found  for  this.  This  is  unique  in  and  of  itself. 
We  did  not  have  a  Renegotiation  Act  until  last  year,  but  you  can  find 
plenty  of  things  in  American  traditions  and  precedents  that  are  a 
foundation  for  it. 

Mr.  Disney.  This  statute  is  almost  as  broad  as  the  Congress  writing 
a  letter  to  the  War  Department  and  saying,  "Go  to  it  and  collect  the 
excessive  profits  in  any  manner  that  you  see  fit  and  to  the  extent  you 
see  fit" — is  it  not,  unless  there  are  standards  to  guide  you? 

Mr.  Patterson.  Well,  there  are  no  standards  in  it  except  the 
standard  that  it  shall  be  fan-  and  just,  and  I  do  not  know  what  else 
you  could  do. 

Mr.  Disney.  I  do  not  want  to  pester  you  about  it. 

Mr.  Patterson.  I  do  hope  there  will  he  no  effort  made,  though,  to 
write  into  the  law  a  lot  of  conditions  and  restrictions  and  provisos  and 
standards,  and  so  on,  because  I  am  afraid  it  will  be  unworkable  if  we  do. 


Mr.  Disney.  Well,  the  excessive-profit-tax  statute  is  not  unwork- 
able, is  it? 
Mr.  Patterson.  No,  it  is  not  unworkable. 

Mr.  Disney.  It  is  not  sufl&cient  to  meet  this  situation;  is  that  your 
judgment? 

MT.  Patterson.  Well,  I  do  not  use  it  as  a  taxing  statute.  It  is 
far  more  like  the  mandatory  order  statute. 

Mr.  Disney.  You  figure  the  excessive-profits  statute  does  not  go 
far  enough  and  take  the  exorbitant  profits.  If  it  did,  there  would  be 
no  necessity  for  recapture,  would  there,  if  the  excessive-profits  statute 
were  broad  enough? 

Mr.  Patterson.  Yes;  I  agree  with  you. 

Mr.  Disney.  If  the  excessive-profits  statute  were  broad  enough  to 
take  these  excessive  profits,  you  would  not  have  any  necessity  for 
recapture? 

Mr.  Patterson.  That  is  true,  if  you  could  get  all  the  excessive 
profits  that  might  be  paid  a  person  by  taxes  and  other  means  without 
some  collateral  ill  effect,  but  if  it  were  feasible  to  do  it,  then  there 
would  be  no  need  of  this  act. 

Mr.  Disney.  In  other  words,  if  it  could  be  done,  there  would  be 
no  need  of  this  act.     It  could  be  done  by  excessive  profits. 

Mr.  Patterson.  That  is  true. 

Mr.  Disney.  And  no  excess-profits  statute  would  be  valid  under 
our  Constitution  unless  it  set  the  standard  for  the  collection  of  those 
excessive  profits;  is  that  true? 

Mr.  Patterson.  That  is  true. 

Mr.  Disney.  No  excess-profits  tax  would  be  valid  unless  it  set 
standards  for  the  collection  of  those  excessive  profits? 

Mr.  Patterson.  I  think  that  is  true. 

Mr.  Disney.  You  know  that  is  true. 

Mr.  Patterson.  I  suppose  it  is  true.     I  am  not  a  tax  expert. 

Mr.  Disney.  That  is  an  astounding  statement.  I  will  quit  on  that. 
You  know  that  is  true,  that  in  order  to  have  an  excess  profits,  it  has 
got  to  conform  to  standards  for  its  collection. 

Mr.  Patterson.  I  do  not  dispute  that. 

My  attention  is  called  by  Mr.  Macintosh — this  is  taxation  and  I  do 
not  know  much  about  it — but  under  section  722  it  says: 

In  any  case  in  which  the  taxpayer  establishes  that  the  tax  computed  under  this 
subchapter  (without  the  benefit  of  this  section)  results  in  an  excessive  and  dis- 
criminatory tax  and  establishes  what  would  be  a  fair  and  just  aniount  representing 
normal  earnings  to  be  used  as  a  constructive  average  base  period  net  income  for 
the  purposes  of  an  excessive-profits  tax  based  upon  a  comparison  of  normal  earn- 
ings and  earnings  during  an  excessive-profits  tax  period,  the  tax  shall  be  deter- 
mined by  using  such  constructive  average  base  period  net  income  in  lieu  of  the 
average  base  period  net  income  otherwise  determined  under  this  subchapter. 

That  seems  to  say  "fair  and  just." 

Mr.  Disney.  By  whom?  • 

Mr.  Patterson.  It  is  the  collector  of  internal  revenue  or  the 
Bureau  of  Internal  Revenue.  I  do  not  know.  It  seems  to  us  to  be 
pretty  broad  language. 

Mr.  Disney.  Of  course  it  is  broad,  but  the  standard  is  there. 

Mr.  Patterson.  Original  standard ;  yes. 

Mr.  Disney.  And  there  is  a  process  by  which  they  can  follow 
through  the  Bureau  of  Internal  Revenue  into  the  tax  court  and  from 
the  tax  court  into  the  appellate  court. 
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Mr.  Patterson.  If  you  carry  me  far  afield  into  taxes,  you  have  me 
at  a  disadvantage. 

Mr.  Disney.  I  am  not  trying  to  put  you  at  a  disadvantage.  I  am 
trying  to  talk  to  you  as  a  lawyer.  I  take  this  position  to  make  it 
clear:  First,  we  need  to  take  these  exorbitant  jH-ofits,  take  them  100 
percent,  not  traffic  with  them,  and  I  take  the  position  that  when  you 
set  aside  by  your  renegotiation  procedure  the  excessive  profits  tax 
statute  and  the  post-war  credit  statute,  which  is  substantially  in  the 
finding,  we  run  squarely  into  the  delegation  of  the  taxing  power  which 
cannot  be  delegated  except  by  certain  standards.  That  is  the  only 
position  I  have  on  it.     I  am  not  trying  to  annoy  you  about  it. 

Mr.  Patterson.  You  are  a  tax  expert.  I  am  not,  and  I  do  not 
want  to  get  into  tax  stuff. 

Mr.  Disney.  On  the  renegotiation  where  you  do  not  recapture, 
you  do  not  have  to  have  any  standards,  but  on  recapture  you  have 
to  have  standards  because  the  money  taken  from  a  citizen  must  be 
done  under  constitutional  processes,  and  I  will  add  further,  notwith- 
standing the  claim  that  no  formula  can  be  written,  I  think  that  a 
formula  can  be  written  to  meet  every  one  of  these  cases  with  reason- 
able accuracy.  If  it  cannot  be  done,  then  there  is  a  shortage  of 
brain  power  aroimd  here. 

The  Chairman.  Mr.  McLean. 

Mr.  McLean.  Judge  Patterson,  Mr.  Karker  told  us  that  of  all  the 
contracts  that  had  come  into  the  War  Department,  40  percent  of 
them  did  not  require  any  renegotiation  at  all.  He  also  told  us  of  the 
other  60  percent  there  was  an  average  of  16^  percent  of  excess  profits 
recovered. 

I  asked  him  if  there  were  not  some  flagrant  cases  on  what  somebody 
called  the  fringe  of  10  percent  of  the  unpatriotic  people  that  raised 
the  average  against  the  chap  whose  percentage  might  have  been 
around  1  percent,  somewhere  in  a  zone  that  might  be  called  reasonable 
for  a  margin  of  error. 

My  thought  is  that  this  is  a  bad  time  to  be  creating  class  prejudice 
against  American  business  by  creating  the  impression  that  it  is  neces- 
sary to  have  a  statute  to  recover  excessive  profits  and  that  all  business 
must  be  subject  to  that  sort  of  investigation. 

Would  you  not  say  that  the  results  of  the  operation  of  this  rene- 
gotiation act  have  established  the  capacity  and  the  integrity  of 
American  industry  in  the  war  effort  to  at  least  90  percent  of  those 
who  are  called  upon  to  bring  their  facilities  to  the  Government? 

Mr.  Patterson.  Yes.  American  industry  has  done  a  superb  job 
in  this  war,  there  is  no  question  about  it. 

Mr.  McLean.  In  my  district,  I  just  put  down  here  15  of  the 
largest  and  most  important  manufacturers  in  the  country  that  are 
located  there,  their  plants,  and  the  place  is  all  decorated  with  Army, 
Navy,  «,nd  Maritime  Commission  award  banners.  They  have  got  so 
many  banners  up  there  that  it  is  interfering  with  the  war  effort,  and 
the  War  Department  sent  up  word  that  they  had  to  reduce  the  time 
that  was  given  to  the  ceremonies  incident  to  the  awards.  The  War 
Department  said  they  could  use  only  21  minutes  as  against  31  minutes 
for  having  the  ceremony. 

Mr.  Patterson.  I  did  that  myself.  I  had  had  a  lot  of  complaints 
that  the  ceremony  was  too  long  and  the  speakers  had  to  be  a  little 


^nre  brief  in  what  they  said,  that  some  of  them  were  too  long-wmded. 
The  people  are  all  standing,  you  know,  the  employees  and  so  on. 
^  Mr  McLean.  I  am  glad  to  know  the  source  of  the  order,  and  I 
win  not  hold  it  against  you,  but  the  way  they  brought  about  the 
Suction  in  time  was  to  take  the  Congressmen  off  the  list  of  promment 

^^Mr^PATTERSON.  That  was  not  covered  in  our  order  sir 

Mr'  McLean.  Now,  to  get  back  to  renegotiation.  We  have  a  rule 
m  New  Jersey  that  true  valu^we  call  it  true  value-and  as  near  as 
we  have  been  able  to  get  to  it,  it  is  what  a  person  willing  and  able  to 
buy  was  willing  to  pay  to  a  person  who  was  wiUing  but  not  compelled 
to  sell.  That  is  about  as  close  as  we  can  get  to  the  value  that  ought 
in  he  T3ut  on  property  when  it  is  assessed  for  taxation. 

tLu  there  is  another  rule  that  fixes  responsibility-To  do  what  a 
reasonable  man  would  do  at  the  same  time  and  place,  and  under  the 
ame  circumstances,  and  then  there  is  the  long  Ime  of  public  utility 
eases  that  have  gotten  into  the  courts  and  the  courts  have  said  that 
all  that  a  public  utility  is  entitled  to  for  the  services  rendered  to  the 
Dublic  is  the  cost  of  production  plus  a  reasonable  profat.  I^ey^ry 
to  get  at  what  a  reasonable  profit  is,  and  they  got  around  in  New 
Jersey  for  a  while  to  7  percent.  The  public  utility  rate-regulatmg 
legislation  was  passed  in  the  reform  era  of  1900  and  they  have  not  yet 
been  able  to  determine  what  is  reasonable  profit  so  far  as  pubUc 
utilities  are  concerned,  and  they  take  them  into  court  on  the  theory 
that  the  public  has  an  interest  and  it  is  the  obligation  of  the  court  to 
exercise  its  prerogatives  in  behalf  of  the  public,  to  protect  the  public 
interest.  It  just  seems  to  me  that  there  is  a  lot  of  commotion  about 
that  matter  that  would  be  well  not  to  be  agitated  just  at  this  tune 
when  you  consider  the  necessity  for  some  process  to  prevent  prohteer- 
ing,  I  look  at  this  differently  than  you  do.  I  look  at  this  as  a  statute 
of  frauds.  I  think  it  is  aimed  at  fraud.  It  is  aimed  at  that  kind  of 
fraud  that  results  from  a  man  receiving  more  than  he  is  entitled  to 
by  deceptive  methods  and  cleverness.  t^   j 

Mr.  Patterson.  I  do  not  think  it  is  lunited  to  that.  I  find  per- 
fectlv  sincere  manufacturers,  producers,  and  suppliers  who  thinK 
they  are  entitled  to  earn  40  or  50  percent.  They  think  they  are 
They  think  that  they  are  entitled  to  earn  that  much  on  their  invested 
capital  or  net  worth  because  they  say,  "Look  what  we  have  done. 
We  have  invented  this  short  cut.  We  have  a  new  system  of  doing 
this.  We  have  taken  a  very  unusual  risk.  We  are  handling  large 
explosives.'^  And  those  things  are  all  true,  but  where  1  come  to  a 
difference  of  opinion  with  them  is  this— how  much  are  they  entitled 
to  for  those  factors?  That  is  not  a  question  of  fraud,  ihey  sm- 
cerely  and  honestly  believe  that  they  have  contributed  that  much 
and  what  they  have  contributed  is  worth  that  much  money.  ^ 

Mr.  McLean.  There  is  a  point  where  honest  difference  of  opinion 
and  ethical  conduct  differ  from  deception  and  various  devices  which 
are  resorted  to  to  mislead  the  procurement  officers  under  existmg 

cb-cumstances. 

Mr.  Patterson.  Those  oases  are  rather  rare. 

Mr.  McLean.  But  murder  is  sort  of  rare. 

M^r  Patterson    -Yes*'  • 

Mr!  McLe\n.  But  we  have  a  statute  against  murder.  All  you 
have  to  do  if  you  do  not  want  to  be  punished  under  that  statute  is 
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not  to  commit  murder.  It  is  always  the  few  cases  that  cause  the 
most  trouble. 

I  have  said  that  this  act  has  proven  the  capacity  and  integrity  of 
the  average  American  businessman. 

Mr.  Patterson.  We  also  have  plenty  of  cases  where  salaries  of 
officers  have  been  raised,  oh,  $100,000  a  year  when  they  had  been 
getting  $15,000  or  $5,000.  Of  course,  that  is  not  any  concern  of 
ours  except  as  it  operates  to  reduce  net  profit,  and  they  say,  "We 
made  only  so  much."  We  say,  "We  know,  but  you  have  put  your 
salaries  away  up  just  this  year,"  and  in  good  faith  they  think  that  is 
all  right  and  they  say,  "No;  I  am  worth  that  much.     I  earn  that." 

After  all,  when  it  is  all  said  and  done,  you  come  back  to  the  state- 
ment that  the  soldiers  are  serving  for  $51  a  month,  and  if  that  be 
demagoguery,  make  the  worst  of  it. 

Mr.  McLean.  I  came  to  Congress  in  1933  and  served  on  the  Military 
Affairs  Committee,  and  they  were  still  talking  about  the  excess  profits 
that  were  made  out  of  the  kst  war,  and  the  scandals  that  had  resulted 
from  the  cost-plus  contracts. 

That,  as  I  understand  it,  is  what  we  are  seeking  to  avoid  this  time. 

Mr.  Patterson.  Yes;  it  is. 

The  Chairman.  Mr.  Robertson. 

Mr.  Robertson.  Some  of  the  witnesses  appearing  before  us  have 
expressed  the  opinion  that  if  renegotiation  be  continued  on  the 
present  basis  war  manufacturers  wiU  not  be  left  with  sufficient  re- 
serves to  meet  the  post-war  problems  and  obligations.  Of  course,  I 
know  you  believe  in  our  system  of  private  enterprise  and  prefer  to 
see  post-war  employment  given  by  private  enterprise  rather  than  by 
the  Government  and  you  no  doubt  have  been  giving  it  some  thought 
in  connection  with  renegotiation  and  the  effect  it  will  have  on  the 
financial  status  of  these  companies  after  the  war  is  over. 

I  would  hke  for  you  to  give  me  some  estim-ates  of  what  you  think 
the  present  provisions  for  post-war  reserves  will  amount  to  in  dollars. 
I  am  not  going  to  ask  you  to  prophesy  how  long  the  war  will  last,  but 
for  the  sake  of  argument,  let  us  assume  the  war  will  last  through  1944 
and  war  spending  will  continue  on  substantially  the  present  scale  until 
at  least  Germany  is  defilnitely  out  of  the  picture. 

I  wish  you  would  give  us  your  estimate  of  the  post-war  refund  of 
the  10  percent  of  excess-profits  taxes,  and  to  what  extent  that  would 
be  affected  by  renegotiation,  assuming,  as  I  say,  the  war  will  continue 
through  1944. 

Mr.  Patterson.  Our  best  estimates  are  that  by  the  end  of  1944  the 
post-war  credit  will  aggregate  almost  $2,000,000,000.  That  is  the 
10-percent  post-war  credit.  That  may  be  reduced  to  the  extent  that 
post-war  credits  are  used  in  connection  with  the  reduction  of  indebted- 
ness by  the  taxpayer. 

Mr.  DiNGELL.  Ten  percent  of  the  profit  or  10  percent  of  the 
contract? 

Mr.  Patterson.  Ten  percent  of  the  excess  profits  tax,  $2 ,000,000,000. 

Mr.  Robertson.  Can  you  make  any  estimate  as  to  what  the  cor- 
porations will  have  left  after  the  payment  of  taxes  and  the  distribution 
of  dividends  for  the  war  years  of  1941,  1942,  1943,  and  1944,  if  they 
pursue  the  present  dividend  poUcy  which  I  think  is  conservative  and 
commendable? 


Mr  Patterson.  I  thmk  that  the  figures  used  by  Mr.  Randolph 
Paul  of  the  Treasury,  estimate  net  income  after  taxes  and  the  pay- 
rlj  of  dividends  of  all  corporations  showing  net  income  were 
S  302  000,000  for  1941;  $5,100,000,000  for  1942;  $6,050,000  000  for 
1043  and  assuming  that  the  1944  figures  are  the  same  as  those  for 
1Q43  the  total  corporate  income  retained  after  taxes  and  after  divi- 
ipnds  for  those  years  would  be  $21,502,000,000. 

Mr  Robertson.  And  adding  to  that  the  statutory  post-war  refund, 
you  would  have  a  total  of  $24,250,000,000. 

Mr.  Patterson.  Yes.  .      ,  ,,  ^ 

Mr  Robertson.  What  is  the  amount  m  dollars  of  emergency 
facilities  under  certificate  of  necessity  subject  to  amortization? 

Mr.  Patterson.  Down  to  the  end  of  August  they  were  nearly 

^  kr. '  Robertson.  If  the  war  lasts  through  1944,  will  that  total 
amount  be  deducted  from  net  profits  before  taxes? 

Mr  Patterson.  Well,  those  are  5-year  provisions,  I  thmk.  I  can- 
not say  whether  that  total  would  be  deducted  by  the  end  of  1944,  but 
a  very  large  part  of  it  would,  of  course.   ,      .^    ,  i      '      ^  i     * 

Mr.  Robertson.  Well,  the  law  provides  if  the  war  does  not  last 
5  years,  they  can  shorten  the  period  in  which  they  ask  for 

Mr.  Patterson.  Yes;  that  is  true.     The  $5,000,000,000  would  be 

Mr.  Robertson.  As  a  matter  of  fact,  does  not  the  War  Department 
in  renegotiating  take  into  consideration  the  right  of  corporations  to 
deduct  a  certain  percentage  of  emergency  facilities? 

Mr.  Patterson.  Yes.  .       ^    xi_  ..  u  • 

Mr.  Robertson.  And  would  you  see  any  objection  to  that  being 
written  into  the  law  in  order  that  we  may  be  sure  that  all  renegotiators 
make  that  type  of  allowance? 

Mr.  Patterson.  No  objection  to  that. 

Mr.  Robertson.  No  objection  to  that,  and  if  that  is  $5,000,000,000, 
how  much  have  we  got  the  total  up  to? 

Mr.  Patterson.  $28,000,000,000. 

Mr.  Robertson.  $28,502,000,000. 

Now,  do  you  know  what  excess-profits  taxes  for  1943  and  1944  will 
amount  to  on  the  basis  of  our  current  assumption? 

Mr.  Patterson.  I  think  the  estimate  is  $13,000,000,000,  the  figure 
I  have,  for  1943  and  1944. 

Mr.  Robertson.  How  much  of  those  war  taxes  are  subject  to  be 
refunded  to  corporations  if  their  earnings  after  the  war  within  a  2- 
year  period  fall  below  their  excess-profits  credit  which  is  either  their 
base  period  or  their  invested  capital  allowance? 

Mr.  Patterson.  The  entire  amount  of  it. 

Mr.  Robertson.  If  corporations,  then,  make  less  than  their  normal 
income  at  any  time  between  2  years  after  the  war  is  over,  they  will 
have  refunded  in  addition  to  $28^02,000,000  to  which  we  have  already 
referred,  so  much  of  their  $13,000,000,000  of  war  taxes  as  may  be 
necessary  to  bring  their  2  years  of  war  operations  up  to  normal. 

Is  there  any  other  comment  that  you  wish  to  make  on  the  provisions 
we  have  made  by  law  to  cushion  the  effect  of  reconversion  on  the 
productive  enterprise  of  the  Nation? 

Mr.  Patterson.  I  think  I  said  yesterday  that  whether  any  pro- 
vision should  be  made  in  view  of  the  very  considerable  provisions 
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already  made  by  tax  relief  is  a  matter  for  very  thorough  considera- 
tion;  that  more  has  been  done  already,  I  think,  than  is  commonly 
appreciated. 

Mr.  Robertson.  Do  you  think  it  would  be  out  of  line  for  the 
farmers  of  this  country  to  ask  Congress  to  provide  that  for  2  years 
after  the  war  they  will  be  assured  of  the  cost  of  production  plus  normal 
profits? 

Mr.  Patterson.  I  cannot  say  that  I  do. 

Mr.  Robertson.  In  dealing  with  renegotiation  we  are  dealing 
principally  with  corporations,  but  I  am  elected  principally  by  farmers 
and  I  cannot  forget  their  welfare  in  this  picture.    That  is  all.  ' 

The  Chairman.  Mr.  Carlson. 

Mr.  Carlson.  Mr.  Secretary,  I  think  I  know  it  is  the  sincere  hope 
and  desire  of  every  member  of  this  committee  to  assist  you,  not  to 
hinder  you,  in  your  work. 

You  made  the  statement  that  you  hoped  there  would  not  be  some 
standard,  restriction  placed  in  this  act  so  it  would  interfere  with  the 
work  you  are  doing.  We  might  be  in  accord  with  you,  but  we  need 
your  assistance  too. 

Now,  there  are  so  many  complaints  coming  in  to  the  members  of 
this  committee,  and  I  think  they  are  honest,  sincere,  and  just.  Just 
today  in  your  statement  I  believe  you  mentioned  the  fact  that  you  do 
not  renegotiate  contracts  where  some  public  pricing  agency,  or  regula- 
tory body,  has  set  prices.  Is  that  a  new  regulation  or  have  you  been 
doing  that  in  the  past? 

Mr.  Patterson.  I  think  it  had  to  do  with  primary  contracts  with 
public  utilities  which  are  regulated  by  a  public-service  commission 
and  where  the  prices  are  set  by  that  commission. 

Now,  I  had  some  other  things  here  I  said,  and  let  me  get  it. 

Mr.  Carlson.  That  is  No.  3,  and  I  agree  with  you  on  that.  No.  4, 
read  that. 

Mr.  Patterson.  Yes. 

Contracts  and  subcontracts  for  commodities,  the  minimum  price  for  the  sale 
of  which  has  been  fixed  by  a  public  regulatory  body 

Mr.  Carlson.  Do  I  undeistand  the  Office  of  Price  Administration 
would  be  a  public  regulatory  body? 

Mr.  Patterson.  They  do  not  fix  minimum  prices.  They  fix 
ceiling  prices  and  I  understand,  or  think,  that  the  reference  here  is 
primarily  to  coal.  Commodities  affected  by  an  O.  P.  A.  ceiling  are 
not  necessarily  immune  from  renegotiation. 

Mr.  Carlson.  I  know  that  you  have  not  done  it  in  the  past,  and 
I  wondered  if  it  was  a  new  policy  that  you  expected  to  get  into. 

Mr.  Patterson.  No,  sir. 

Mr.  Carlson.  We  had  the  secretary  of  the  National  Millers  testify 
here  last  Saturday.  Mr.  Sydney  Anderson  testified  that  the  profit 
under  flour  ceiling  prices  under  O.  P.  A.  is  around  15  cents  a  barrel, 
yet  their  mills  are  being  requested  to  get  information  together  for 
renegotiation.  I  do  not  think  anyone  would  believe  that  15  cents 
a  barrel  which  is  under  the  price  ceiling  would  be  excessive  profit. 

Mr.  Patterson.  Of  course,  there  are  many  cases  where  the  profit 
per  unit  is  small,  but  due  to  the  vast  amount  purchased  by  the  War 
Department,  the  profits  paid  by  the  contractor  we  believe  to  be  ex- 
cessive.   Quite  a  good  many  of  those  cases  cpme  to  our  attention. 


Mr  Carlson.  Of  course,  that  gets  to  be  agam,  as  we  enter  mto  this 
discussion,  a  difference  of  opinion.  Fifteen  cents  a  barrel  to  a  miller 
•c  fl  very  small  profit.  The  same  situation  would  prevail  in  the  textile 
■nHustrv  The  chairman  mentioned  a  textile  case  yesterday,  and  he 
M  not  paint  the  case  as  bad  as  it  was.  Mr.  Moore  had  a^contract  for 
«5i50  000.  The  actual  net  return  was  $1 ,670,  according  to  Mr  Moore  s 
statement,  instead  of  $10,000  gross.  My  thought  was.  Could  we  not 
pLinate  some  of  these  commodities  or.  articles  from  renegotiation 
that  are  standard,  and  where  they  have  prices  set  by  regulatory 

^Vr  Patterson.  Well,  at  one  time  I  thought  so.  No  one  else  was 
readv*  to  agree  with  me.  The  Navy  did  not,  the  Maritime  Coimnis- 
sion  did  not,  and  a  lot  of  people  in  my  own  shop  did  not.  Ihey 
thou<^ht  that  where  the  articles  were  standard  commercial  articles  the 
nrices  were  more  or  less  list  prices,  but  nevertheless  the  profits  realized 
by  those  producers  on  sales  to  the  Government  m  a  vast  volume  might 
be  exorbitant  and  excessive,  and  I  have  come  around  to  their  pomt 

^  Mr  Carlson.  That  is  causing  considerable  irritation  so  far  as  this 
law  is  concerned.  Today,  you  can  go  out  into  the  small  country 
towns  of  5,000  population,  and  there  you  will  find  farm  implement 
dealers  who  have  sold  repair  parts,  tractor  blocks,  and  some  new 
equipment  aU  under  price  ceilings.  Some  of  these  firms  do  not  have 
over  three  or  four  employees.  Their  business  is  farm  machinery, 
yet  they  are  receiving  lettei-s  from  Washington,  D.  C,  to  go  through 
their  sales  and  their  stocks  and  get  ready  for  renegotiation  Ihey 
have  sold  some  parts  to  contractors  who  were  building  air  bases  at 
nearby  towns.  I  realize  that  you  have  a  $100,000  limitation,  and  you 
will  immediately  say  that  they  have  sold  $100,000  worth  of  goods,  but 
it  was  sold  under  price  ceilings.  They  handled  it  really  for  the  ad- 
vantage and  the  benefit  of  a  contractor  who  was  there  trying  to  get 
repah-s  and  equipment.  Some  of  these  folks  are  m  serious  dilhculty, 
and  I  can  give  you  their  names. 

Mr.  Patterson.  I,  myself,  have,  I  beheve,  put  myself  on  record  m 
favoring  a  $500,000  limitation  per  annum  because  I  agree  with  you, 
that  the  bookkeeping  and  keeping  the  records,  and  so  on,  in  many  of 
these  smaller  cases  where  the  transactions  with  the  Government  are 
not  considerable,  we  would  be  warranted  in  ignoring  them  altogether. 

There  is  one  thing  that  I  have  been  stricken  by,  although  it  is  not 
appropriate  considering  what  you  have  just  said,  one  of  the  things 
that  I  have  been  stricken  by  is  the  great  mcreases  m  salary.  These 
concerns  are  all  paying  their  officers  large  increases  m  salaries.  It  is  a 
very  common  practice.  I  have  seen  it  run  up  from  $5,000  to  $50,000 
all  of  a  sudden,  and  they  seem  to  think  that  ought  to  come  out  of 
profits  and  the  Government  in  effect  pays  that.  It  is  a  very  common 
thing,  and  I  do  not  thmk  we  have  to  make  allowances  for  that  on 
renegotiation  to  that  extent.  A  man  has  got  to  be  a  whale  of  a  good 
man  to  earn  that  much  money.  . 

Mr.  Carlson.  What  about  the  taxing  statute  in  regard  to  increases 
in  salary  that  cannot  be  justified.  Does  not  the  Bureau  of  Internal 
Revenue  have  ample  authority  to  disallow  those  salaries? 

Mr.  Patterson.  Yes,  they  can,  of  course,  for  tax  purposes,  but 
they  can  disallow  so  far  as  a  deduction  of  corporate  gross  income  la 


\\ 


Ui 


858 


RENEGOTIATION  OP  WAR  CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


■  I    ' 
I  '     t 


lit 


.1 


i 

i  I 


I 


concerned,  and  as  I  understand  it,  the  corporation  would  pay  thg 
same  tax.     Nevertheless,  the  practice  seems  to  go  on. 

Mr.  Carlson.  I  am  not  trying  to  defend  these  high  salaries,  but 
we  have  an  overlapping  of  the  work  of  the  Bureau  of  Internal  Revenue 
and  the  Renegotiation  Division  of  the  War  Department,  and  it  seems 
to  me  they  ought  to  be  correlated  a  little  more  closely. 

Mr.  Patterson.  We  do  pretty  well.  There  are  a  lot  of  things  al- 
lowed bv  them  under  their  regulations  that  we  follow. 

Mr.  Carlson.  Then  you  mentioned,  too,  that  you  were  concerned 
in  a  question  that  Mr.  Disney  brought  up  about  not  so  much  the 
return  of  money  but  the  outgo,  the  great  expenditure  of  Government 
money.  Well,  now,  one  of  the  general  complaints  I  have,  and  I 
have  visited  personally  several  factories  and  talked  to  manufacturers 
throughout  the  country — not  around  Washington,  D.  C,  or  having 
someone  call  in  my  office — but  I  actually  visited  these  manufacturers 
and  they  tell  me  the  present  renegotiation  procedure  encourages 
waste,  additional  expense,  it  hoards  manpower.  In  your  statement 
yesterday — I  was  somewhat  amazed  to  read  it — and  you  state  that 
taxation  does  that. 

Mr.  Patterson.  I  say  that  all  I  meant  was  this:  That  when  you 
get  up  in  taxes  to  a  very  high  figure,  say  on  a  corporation,  the  tendency 
there  is  to  say,  **Well,  everything  above  that  goes  to  the  Treasury 
anyway,  and  I  might  as  well  get  mine,  so  let  us  double  or  triple  some 
salaries."     I  think  that  is  the  tendency. 

Mr.  Carlson.  That  is  just  what  they  are  saying  out  there  now  about 
renegotiation.     I  have  talked  to  folks  who  say,  "What  is  the  use?" 

Mr.  Patterson.  I  do  not  get  that. 

Mr.  Carlson.  I  will  give  you  a  concrete  case.  T  will  not  mention 
any  names.  You  have  renegotiated  this  man.  He  took  advantage 
of  paying  cash  on  all  of  his  invoices  and  saved  a  large  sum  of  money. 
Now,  your  renegotiators  came  along  and  fined  him  for  that  saving 
by  actually  taking  some  money  away  from  him  that  he  might  well 
have  had  if  he  let  this  large  sum  of  money  be  added  to  total  expendi- 
tiu*es. 

Mr.  Patterson.  We  have  always  made  every  eflort  to  reward 
incentive.  I  think  that  probably  Mr.  Karker  spoke  of  that  when  he 
was  here,  by  allowing  a  higher  percentage  of  profit  to  a  low-cost 
producer,  and  we  do  not  believe  the  charge  is  sound,  that  wo  encourage 
wastefulness. 

Mr.  Carlson.  Well,  what  about  the  thought  then  that  the  con- 
tractor keeps  a  large  number  of  people  on  his  pay  roll  on  the  theory 
that  it  does  not  make  any  difference,  the  Government  pays  the  cost 
and  we  are  going  to  be  renegotiated  anyway,  the  more  I  spend  the 
better  off  I  will  be  in  the  final  analysis.  That  is  the  situation  we 
meet  every  day  out  in  the  country. 

Mr.  Patterson.  Well,  if  that  is  true,  it  is  a  point  to  be  concerned 
about,  there  is  no  doubt  about  that. 

Mr.  Carlson.  I  am  greatly  concerned  about  it,  and  I  have  some 
support  and  I  think  Mr.  Baruch's  report  which  was  released  last 
Friday  and  published  in  last  Friday's  Congressional  Record  is  some- 
what of  an  indictment  of  this  cost-plus-fixed-fee  contract,  and  after  all 
that  I  what  we  are  doing  on  the  theory  that  it  does  not  make  much 
difference  how  much  we  will  spend,  we  will  be  renegotiated,  and  to 
me  that  is  a  severe  indictment.     I  am  not  going  to  take  time  to  read 
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sentence  or  two  out  of  his  statement,  but  I  think  it  is  about  tune 
*    began  to  pay  some  attention  to  this  problem.     I  am  serious 

Mr  Patterson.  I  know.  I  read  his  statement.  We  have  never 
Hpfended  the  cost-plus-fixed-fee  contract.  We  have  to  resort  to  it 
from  time  to  time,  in  exceptional  cases,  and  we  want  to  contmue  to 
^ave  the  power  to  do  so  where  we  thmk  it  vital,  but  our  policy  is  to 
discourage  the  use  of  it.  .      .  i     *    i 

Mr.  Carlson.  Is  it  not  the  general  practice  instead  of  the  excep- 
tional cases  now?  ^    i      n     a  t     x.    -  *> 

Mr.  Patterson.  Do  you  mean  the  cost-plus-iixea-iee  basis  .^ 

Mr.  Carlson.  Yes. 

Mr.  Patterson.  No.  Almost  all  our  contracts  are  on  a  hxed-price 
basis  We  do  have  contracts  on  a  cost-plus-fixed-fee  basis,  largely  in 
aircraft,  and  for  very  special  reasons.  One  of  the  reasons  is,  suppose 
that  you  produce  a  new  type  of  plane,  a  brand  new  type.  No  one 
knows  within  any  reasonable  range  what  the  cost  of  that  plane  to 
produce  is  going  to  be,  and  if  he  has  not  set  a  price,  he  would  set  one 
so  far  above  cost  that  it  could  not  be  called  a  reasonable  price.  In 
those  cases  we  go  on  to  a  cost-plus-fixed-fee  basis  with  him,  and  give 
very  careful  supervision  to  what  his  costs  are,  particularly  the  labor 
costs.  It  is  not  an  ideal  form  of  contract.  No  one  in  the  War 
Department  views  it  as  one. 

Mr.  Carlson.  My  thought  is  that  your  department,  and  i  do  not 
hke  to  offer  any  criticism,  depends  too  much  on  renegotiation.  Your 
procurement  division,  I  think,  has  had  plenty  of  time  now  to  work  out 
some  of  these  problems  and  they  should  be  most  careful  in  their  con- 
tracts. They  should  be  careful  when  they  let  a  contract  by  competi- 
tive bid  with  at  least  3  to  15  contractors  bidding— construction  work, 
for  instance— they  will  bid  close,  yet  it  is  let  with  the  understanding 
that  you  are  going  out  to  renegotiate.  It  seems  to  me  that  could  be 
eliminated  at  this  stage  of  the  war. 

Mr.  Patterson.  Mr.  Marbury  is  on  the  purchasing  section. 

Mr.  Carlson.  I  do  not  like  to  be  critical,  but  I  find  this  to  be  true. 

Mr.  Marbury.  I  do  not  believe,  Mr.  Carlson,  that  there  is  any 
poHcy  followed  of  letting  at  any  old  price  and  then  renegotiatmg. 
That  is  just  as  bad  as  you  say  it  is,  and  the  instructions  of  the  War 
Department  have  been  to  the  effect  that,  whenever  a  contractor  says, 
"Well,  let  me  have  it  at  this  price  because  if  it  is  too  much  you  can 
recapture  it  by  renegotiation,"  that  we  are  to  say,  "Absolutely  not. 
We  do  not  want  to  have  to  renegotiate  you,  and  we  intend  to  fix  a 
price  where  you  will  not  need  any  renegotiation."  That  is  hard  to 
do  in  many  cases.  . 

Mr.  Carlson.  I  am  glad  to  get  your  statement.  My  thought  is 
that  you  have  had  plenty  of  opportunity  for  experimental  costs.  If 
you  do  not  stop  it,  I  think  Congress  should  stop  it. 

Mr.  Marbury.  It  is  not  that  simple.  •  There  are  so  many  things 
that  we  do  not  know  how  to  price.  There  are  articles  that  are  built 
today  on  which  you  get  as  many  as  20  or  30  changes  between  the 
time  when  the  contract  is  let  and  the  item  is  finally  delivered,  changes 
t>rought  about  by  knowledge  which  is  gained  from  action  in  the 
field.  You  can  do  your  best  to  fix  the  cost  but  you  do  not  know 
within  a  very  substantial  margin  what  it  is  that  you  are  going  eventu- 
ally to  get.     Every  plane  that  comes  out  of  Willow  Run  today  goes 
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to  a  modification  center  where  it  is  eventually  rebuilt,  I  mean  sub 
stantially  changed  and  modified.  Every  plane.  Now,  that  shows 
you  the  changes  that  take  place.  The  modification  centers  you  are 
familiar  with.  That  is  an  illustration  of  the  fact  that  you  are  not 
just  ordering  so  many  shoes  of  a  certain  kind.  There  you  should  be 
able  to  fix  your  price,  certainly. 

Mr.  Carlson.  I  have  no  quarrel  with  that  at  all,  but  if  you  follow 
that  through  with  cotton  goods,  flour,  repair  parts  to  machinery ^ 

Mr.  Marbury.  There  you  will  run  into  the  difficulty  that  these 
people  want  to  maintain  their  profits  because  they  are  afraid  to  break 
down  their  prices. 

Mr.  Carlson.  We  have  an  Office  of  Price  Administration. 

Mr.  Marbury.  They  fLx  the  price  on  the  basis  of  over-all  and  not 
on  the  basis  of  the  individual,  and  in  many  instances  a  man  can  make 
very  large  profits  on  O.  P.  A.  ceilings  and  they  know  they  are  getting 
too  much  but  they  say,  "I  cannot  lower  that  price." 

Mr.  Carlson.  How  about  in  competitive  bids? 

Mr.  Marbury.  Well,  that  is  true  even  there. 

Mr.  Carlson.  W^ell,  I  am  just  a  little  surprised.  I  think  there 
ought  to  be  a  little  closer  cooperation. 

Mr.  Patterson.  That  is  true. 

Mr.  Carlson.  It  is  just  a  different  situation.  We  represent 
those  people  and  they  come  to  us  with  their  complaints  and  they  are 
honest  and  sincere. 

And  then,  there  is  this  manpower  shortage  situation.  Here  is  an 
actual  case,  and  I  could  give  you  a  lot  of  names.  There  was  a  boy 
that  went  to  work  and  he  started  welding  manifolds  on  exhausts.  He 
had  a  physical  infirmity  through  infantile  paralysis  in  one  of  his  limbs, 
but  he  welded  56  of  those  the  first  day.  The  foreman  comes  along  the 
next  day  and  says,  "Thirty-two  is  the  number  that  you  are  to  weld." 
He  welded  56  the  first  day.  He  could  have  gone  even  higher,  yet  he 
had  to  weld  32. 

I  talked  to  some  airplane  manufacturers  about  some  of  these  things 
and  they  said,  "Oh,  well,  it  does  not  make  any  difference,  we  are  being 
renegotiated  down  to  where  it  does  not  make  any  difference  what  we 
do.^'    And  that  is  an  unfortunate  situation. 

That  is  all. 

The  Chairman.  Mr.  Camp. 

Mr.  Camp.  Mr.  Secretary,  I  am  particularly  interested  in  the 
industry  that  is  in  my  district.  Of  course,  I  represent  a  cotton 
textile  district,  and  had  the  pleasure  this  summer  of  making  a  couple 
of  minute-and-one-half  speeches  at  these  awards.  As  you  know,  the 
cotton  textile  industry  has  an  abundance  of  raw  products,  the  price 
of  which  can  be  ascertained  at  any  moment  because  it  is  regulated  by 
an  exchange,  and  they  have  a  civihan  market  which  will  take  their 
output.  The  mills  that  are  furnishing  Government  supplies  are  doing 
so  at  less  profit  than  if  they  \^re  furnishing  all  civilian  supplies.  I  am 
wondering  if  that  is  not  a  special  classification.  They  tell  me  that  they 
have  spent  a  great  deal  of  time  with  the  Price  Administration  in  the 
fixation  of  ceiling  prices,  that  their  contracts  are  all  let  by  competitive 
bid,  and  that  the  act  of  negotiation  with  them  has  not  resulted  in  their 
havmg  to  turn  back  any  large  sum  of  money,  but  has  cost  them  often- 
times as  much  expense  to  get  up  the  data  for  renegotiation  as  the 
Government  recaptures. 
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i  went  into  the  oflBce  of  one  large  cotton  mill  that  is  perhaps  devot- 
\^<f  less  than  20  percent  of  its  full  output  to  Government  material, 
an^d  they  showed  me  a  room  in  which  they  had  4  auditors  and 
18  young  ladies  and  men  engaged  in  separating  the  cost  items  of 
this  20  percent  that  went  to  the  Government. 

Now,  they  are  complaining  to  me,  most  of  them,  of  the  terrific 
amount  of  worry,  expense  and  time  taken  up  by  renegotiation.  It 
seems  to  me  that  if  they  are  furnishing  these  goods  at  competitive 
bids  at  prices  below  the  0.  P.  A.  ceilmg  from  goods  manufactured 
from  a  raw  product  of  which  there  is  no  scarcity  whatsoever,  that  the 
Government's  procurement  agents  should  know  enough  about  the 
cost  of  those  goods  to  place  contracts  there  without  forcing  these 
people  to  go  to  the  expense  of  renegotiation. 

I  have  had  one  or  two  of  these  officers  who  have  been  through  re- 
neofotiation  make  the  complaint  that  the  renegotiation  board  was 
unfair.  They  said  that  they  seemed  to  be  businessmen  who  know  in- 
dustrial practices,  customs,  but  they  say  that  the  expense  of  it,  the 
time  required  of  them  is  more  than  the  Government  is  getting  back 
from  procurement.  It  does  seem  to  me  they  could  fix  the  price  with- 
out having  to  subject  these  companies  to  renegotiation.  I  think  that 
that  would  hold  true  in  the  flour  field  and  maybe  in  some  other  fields, 
but  after  all  the  field  that  I  have  looked  into,  textiles,  it  seems  that 
that  stands  alone. 

I  would  like  to  know  what  your  idea  about  that  is,  and  also  if  these 
contractors  who  are  furnishing  textile  suppHes  are  not  doing  it  at  a 
loss  as  a  patriotic  duty. 

Mr.  Patterson.  I,  myself,  believe  that  the  need  for  price  adjust- 
ment is  not  as  urgent  in  the  case  of  cotton  textiles  as  it  is  in  many 
other  articles  of  a  strictly  munitions  character.  However,  I  have 
before  me  a  typical  case  of  a  concern  in  cotton  textiles.  The  average 
profits  before  1940  about  7K  percent,  and  in  1942,  25  percent. 

Mr.  Camp.  That  is  on  sales? 

Mr.  Patterson.  Profits  have  gone  up  faster  than  sales.  I  do  not 
say  that  is  a  case  that  cries  out  for  relief,  although  I  think  the  price 
adjustment  law  has  a  place  to  operate  there.  The  sales,  the  net  sales, 
have  gone  up  3  times  and  profits  about  10  times. 

Mr.  Camp.  Of  course,  you  know  that  machinery  is  running  night  and 
day.  They  complain  about  that.  They  say  they  have  no  way  of 
measuring  what  the  damage  to  their  machinery  is.  It  has  not  been 
allowed  by  the  renegotiation  board. 

Mr.  Patterson.  I  understand  the  wear  and  tear  has  been  allowed. 

Mr.  Camp.  They  say  it  has  on  the  old  percentage  and  they  say  that 
where  machinery  runs  night  and  day  that  depreciation  and  deterioration 
are  much  greater  than  they  would  be  if  it  were  run  a  period  and  allowed 
to  rest. 

Mr.  Patterson.  Mr.  Hirsch  knows  a  good  deal  about  cotton  textiles 
^nd  I  believe  he  can  answer  that  question  that  has  to  go  particularly 
With  that  industry. 

Mr.  Hirsch.  Whenever  any  such  suggestion  is  made,  it  is  gone  into, 
^^^  if  there  is  accelerated  depreciation,  it  is  invariably  allowed; 

Mr.  Camp.  It  is  not  done  in  every  case.  Would  not  one  man's 
Machinery  wear  out  the  same  as  another's? 
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Mr.  Hirsch.  It  is  according  to  the  kind  of  machine   involved. 
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in  far  better  shape  than  at  the  beginning  of  the  war.     They  have  kept 
up  their  looms,  spindles,  and  machinery. 

Mr.  Camp.  There  have  been  no  new  machines  put  in? 

Mr.  Patterson.  Some  new  machines  have  been  put  in,  but  not  a 
great  many. 

Mr.  Camp.  A  few? 

Mr.  HiRscH.  But  the  upkeep  in  the  cotton-textiles  industry  is 
such  that  they  are  going  to  come  out  of  the  war,  in  most  instances 
that  have  come  within  our  observation,  with  far  better-equipped 
mills  than  they  had  when  the  war  started. 

Mr.  Camp.  I  would  like  to  know  about  this  typical  case  that  you 
have  there,  whether  or  not  that  contract  was  let  on  a  competitive  basis 

Mr.  HiRSCH.  I  do  not  have  any  information  as  to  that  before  me! 

Mr.  Camp.  If  they  are  let  on  a  competitive  basis  and  the  price  they 
are  let  at  is  less  than  the  O.  P.  A.  ceiling,  would  there  be  any  chance  of 
any  extraordinary  profits  being  made? 

Mr.  HiRSCH.  I  think  the  figures  speak  for  themselves  on  that.  A3 
agamst  an  average  profit  of  $1,220,000  before  taxes  for  the  period  1936 
to  1939,  they  had  a  profit  in  1941  under  the  price  ceiling  of  $12,563,000. 
In  other  words,  their  per-unit  profit  went  up  from  7.4  to  25.4. 

Mr.  Camp.  Of  course,  you  do  not  know  how  much  of  a  running  back 
in  that  period  from  1936  to  1939 

Mr.  HiRSCH  (interposing).  Yes;  we  have  the  amount  they  ran. 
They  ran  $16,472,000,  averasre,  as  against  49,891,000. 

Mr.  Camp.  I  am  not  speaking  of  units,  I  am  speaking  of  the  hours. 

Mr.  HiRscH.  If  there  is  any  deduction  whatsoever  that  they  claim 
because  of  excessive  use  or  break-down  of  machinery,  or  even  deferred 
maintenance,  those  items  are  gone  into  and  in  every  proper  instance 
they  are  allowed  as  cost. 

Mr.  Camp.  Do  you  have  there  now  how  much  that  firm  was  asked 
to  turn  in  after  renegotiation? 

Mr.  HiRscH.  No,  that  has  not  been  renegotiated  yet. 

Mr.  Camp.  In  the  case  of  canning  manufacturers,  the  War  Depart- 
ment is  buying  all  caimed  vegetables  at  prices  below  the  ceihng  set 
by  the  Price  Administration;  is  that  not  true? 

Mr.  Patterson.  I  believe  so. 

Mr.  Camp.  Is  that  not  another  industry  that  would  ahnost  be  on 
the  same  footing  as  textiles? 

Mr.  Patterson.  Well,  something  like  it,  yes;  furnishing  a  standard 
product  to  us. 

Mr.  Camp.  It  is  a  product  also  that  the  Army  procurement  agents 
have  been  buying  throughout  the  year  and  there  could  be  no  question 
about  anything  new  about  it. 

Mr.  Patterson.  That  is  right.  Both  are  bought  by  the  Quarter- 
master Corps,  that  is  right,  in  far  larger  quantity  than  ever  before, 
that  is  about  the  difference. 

Mr.  Camp.  Do  you  not  thmk  that  there  could  be,  in  the  interest 
of  time  and  manpower  savmg,  an  exception  made  for  some  of  these 
standard  products? 

Mr.  Patterson.  I  do  not  think  we  have  exempted  canned  or  non- 
perishable  goods.  I  do  think  that  we  have  exempted  perishable 
goods.  We  have  not  exempted  those.  That,  of  course,  was  very 
carefully  considered  by  the  supply  services  and  by  the  Price  Adjust- 
ment Board  people,  and  a  distinction  was  made  between  perishable 


foods  and  nonperishable  foods.     I  do  not  know  the  basis  of  it,  but  I 
have  no  doubt  of  its  soundness. 

j^lr.  Camp.  Judge  Patterson,  one  of  the  presidents  of  one  of  these 
large  textile  mills  told  me  that  he  would  rather  have  given  a  price 
lower  than  he  did  when  he  entered  into  his  contract  than  to  have  to 
ffo  to  the  expense  and  worry  that  his  force  was  put  to  to  get  up  the 
records  for  the  renegotiation,  and  he  wondered  why  a  price  could  not 
be  fixed  that  would  eliminate  the  renegotiation.     That  is  all. 

Mr.  Woodruff.  Mr.  Secretary,  it  has  been  intimated  during  these 
hearings  that  there  was  a  possibility  of  the  renegotiating  authorities 
having  been  given  an  amount  that  they  should  get  from  renegotiating 
contracts.     Can  you  give  us  any  light  on  that? 

Mr.  Patterson.  I  know  nothing  of  that.  I  would,  I  suppose,  be 
the  one.  I  would  be  the  culprit  if  anything  of  that  kind  occurred, 
and  I  have  not  told  them  of  any  target  that  they  must  hit. 

Mr.  Woodruff.  There  would  be  no  target  in  this  situation? 

Mr.  Patterson.  No,  sir;  none  at  all. 

Mr.  Woodruff.  I  have,  and  I  think  others  have,  attempted  during 
these  hearings  to  get  information  as  to  whether,  when  you  renegotiate 
contracts,  and  you  perceive  like  conditions  existing  among  all  those 
eno:aged  in  a  given  activity,  you  treat  them  all  alike? 

Mr.  Patterson.  They  compare  in  every  case  where  possible  the 
prices  paid  to  different  producers  of  like  articles. 

Mr.  Woodruff.  What  do  you  do  then?  In  other  words,  you  base 
your  proceedings  upon  the  actual  cost  of  production,  do  you? 

Mr.  Patterson.  Yes. 

Mr.  Woodruff.  In  the  event  that  one  contractor  of  a  given 
group,  all  manufacturing  the  identical  thing,  produces  for  very  much 
less  than  the  other  contractors — and  that,  of  course,  occurs  frequently, 
I  understand? 

Mr.  Patterson.  Yes,  sir. 

Mr.  Woodruff.  Just  what  do  you  do  in  that  instance?  Do  you 
still  apply  your  cost  of  production  and  allow  tlie  contractor  to  have 
the  same  percentage? 

Mr.  Patterson.  No. 

Mr.  Woodruff.  That  you  allowed  the  others  to  have? 

Mr.  Patterson.  No.  I  understand  that  in  the  case  of  a  low-cost 
producer,  he  has  a  better  case  for  margin  of  profit  than  a  high-cost 
producer. 

Mr.  Woodruff.  In  other  words,  you  do  not  believe  in  penalizing 
eflSciency;  is  that  correct? 

Mr.  Patterson.  That  is  right.  We  try  not  to  make  the  contract, 
in  essence,  a  cost-plus-fixed-fee  contract.  I  have  no  doubt  that  Mr. 
Karker  went  into  that  at  some  length,  because  I  know  it  has  always 
been  a  point  that  he  has  had  great  faith  in. 

.  Mr.  Woodruff.  Unfortunately,  Mr.  Secretary,  I  was  not  in  the 
city  at  the  time  he  appeared  before  the  committee,  and  I  have  not  as 
yet  had  an  opportunity  to  read  his  testimony,  but  if  he  has  gone  into 

Mr.  Patterson.  I  do  not  know  that  he  has. 

Mr.  Woodruff.  I  will  consult  the  record. 
.  Mr.  Patterson.  They  say  he  did.     He  would  know  far  more  about 
It  than  I  would. 

Mr.  Cooper.  I  think  he  did. 

Mr.  Woodruff.  That  is  all,  Mr.  Chairman. 
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The  Chairman.  Mr.  Dingell  is  recognized. 

Mr.  Dingell.  Mr.  Chairman,  I  may  be  able  to  finish  with  the 
Secretary  before  the  committee  recesses,  but  I  may  have  to  forei^o 
some  questions  that  I  did  want  to  ask  my  good  friend  here,  Judgp 
Patterson.  ^ 

Briefly,  I  want  to  cover  first  some  of  the  principles  that  were 
brought  out*  here  in  questions,  to  see  whether  we  cannot  have  an 
understanding. 

Two  Florida  contractors,  Mr.  Secretary,  appeared  here  and  claimed 
with  regard  to  certam  work  which  they  performed  for  the  War  Depart 
ment,  that  there  were  losses  sustained,  in  at  least  one  of  the  instances- 
but,  at  any  rate,  if  I  am  in  error  on  that,  they  did  object  to  renegotia' 
tion  with  regard  to  competitive  bid  jobs. 

Now,  I  am  of  the  opinion  that  if  a  contractor  obtains  a  job  through 
the  War  Department;  if  he  makes  a  bid  in  open  competition,  ancrif 
that  bid  is  too  high,  the  War  Department  has  the  right  to  throw  out 
all  bids  and  start  all  over  again.  Then  assuming  that  that  is  done 
and  the  second  bid  advertisement  is  published,  and  a  large  number 
of  contractors,  including  the  original  ones,  come  into  the  bidding, 
and  enter  their  bids  with  a  marked  reduction  in  the  amount,  the 
low  bidder  gets  the  contract.  Then  after  completion  of  the  contract, 
the  War  Department  assumes  that  he  made  too  much  money. 

It  seems  to  me  it  is  not  altogether  fair,  where  a  man  assumes  all 
of  the  risks,  has  no  particular  special  advantage,  makes  his  bid  in 
open  competition,  that  he  be  renegotiated.  I  think  at  least  in  an 
instance  of  that  kind  we  ought  to  depend  on  the  excess-profits  tax 
to  take  a  substantial  amount  of  that  money  away  from  him,  money 
that  he  obtained  as  profits  on  the  job.  I  do  not  believe  he  ought  to 
be  renegotiated. 

What  is  your  opinion  on  that? 

Mr.  Patterson.  You  make  out  a  pretty  fair  case,  and  I  will  agree 
that  the  need  for  price  adjustment  is  not  as  strong  in  the  case  of 
competitively  bid  contracts  as  it  is  in  the  case  of  contracts  which  are 
let  by  ordinary  negotiation.  And  yet  I  believe  that  in  times  like 
these,  where  the  play  of  competitive  forces  does  not  necessarily  give 
you,  as  it  would  normally,  a  price  which  will  be  fair  and  just,  in  the 
sense  that  the  contractor  will  make  no  more  than  a  reasonable  profit 
out  of  it — I  do  not  believe  in  times  like  these  you  can  afford  to  exempt 
those  contracts  from  reneogitation;  because  we  have  had  instances 
where,  in  spite  of  competitively  bid  work  on  construction  contracts, 
high  profits  have  resulted. 

But  I  will  go  along  with  you  in  the  thought  that  those  are  not  the 
prime  cases  that  need  price  adjustment;  not  nearly  as  much  as  the 
ones  that  are  arrived  at  by  private  negotiation. 

Mr.  Dingell.  But  you  still  insist  that  because  of  conditions, 
possibly  due  to  the  fact  that  there  are  more  jobs  than  contractors 
now,  it  is  still  possible  that  under  the  low-bidder  method 

Mr.  Patterson.  I  do  believe  that. 

Mr.  Dingell.  It  is  still  possible  to  have  an  excessive  profit  which 
justifies  renegotiation. 

Mr.  Patterson.  I  do  believe  that.  And  I  could  put  it  this  way: 
Even  in  the  contracts  that  are  arrived  at  as  a  result  of  competitive 
bidding,  on  account  of  the  unusual  conditions  of  the  times,  that 
situation  mav  also  be  true. 


"Sir,  Dingell.  I  grant  that  there  is  something  to  what  you  say. 
I  But  yet  I  do  not  believe  that  we  ever  had  that  in  mind  at  the  time  we 
considered  or  voted  on  the  question  of  renegotiation. 

Mr.  Patterson.  Generally,  Mr.  Dingell,  there  have  been  more  of 
these  construction  jobs  than  there  have  been  takers  for  them.    That 

is  the  difference.  i  .  i       i_     • 

Mr.  Dingell.  And  that  makes  possible,  of  course,  a  higher  basic 

price  being  obtained  under  the  competitive  bidding  method. 
These  people  to  whom  I  have  referred  mean  nothing  to  me.    I 

never  saw  them  before  until  they  testified  here.     But  I  thought 

they  had  something  in  their  complaint. 
Ut.  PATT;ERSONr  Ordinarily,  if  a  fellow  loses  on  one  of  those  in 

Florida,  in  the  next  week  or  2  weeks  he  may  pick  one  up  in  Michigan. 

That  is  no  longer  true,  of  course,  because  the  construction  program 

has  tapered  off.     But  I  am  speaking  of  conditions  as  they  were  in  1941 

and  1942. 

Mr.  Dingell.  Now,  my  friend  from  Arkansas,  Mr.  Mills,  had  a  case 
that  I  thought  was  very  interesting.  He  showed  where  a  certain 
contractor  got  a  substantial  job  from  the  War  Department,  and  I  guess 
he  made  a  substantial  profit.  The  War  Department  renegotiated  him. 
He  had  no  objection  to  that.  I  believe  they  took  away  from  him 
$300,000.  Then  on  the  basis  of  the  renegotiated  price,  they  asked  him 
']i  he  would  not  take  additional  contracts.  So  he  did.  He  ran  into 
a  spell  of  bad  weather  and  other  risks,  and  just  went  to  the  point  of 
bankruptcy.  Today  that  man  would  be  tickled  to  death  if  he  could 
renegotiate  on  the  basis  of  all  of  his  jobs  with  the  War  Department,  in 
order  to  make  a  dollar  and  save  himself  from  bankruptcy. 

My  belief  is,  and  I  said  so  to  my  friend  here,  that  it  is  the  policy 
and  it  should  be  the  policy — and  if  it  is  not  we  ought  to  make  it — 
that  in  an  instance  of  that  kind  the  contractor  would  be  renegotiated 
or  over-all  re-renegotiated.  Is  not  that  allowable,  in  your  estimation, 
Judge,  under  your  present  policy  or  procedure,  that  that  fellow  could 
actually  make  petition  to  have  his  problems  re-renegotiated? 

Mr.  Patterson.  I  think  the  better  procedure  would  be  to  adjust 
the  price  on  the  second  contract,  if  it  is  a  proper  case  for  it. 

^Ir.  Dingell.  That  is  what  I  mean;  I  mean  some  sort  of  procedure 
whereby  a  poor  fellow  might  save  himself  from  bankruptcy. 

Mr.  Patterson.  And  we  have  the  power  to  do  that. 

Mr.  Dingell.  And  you  have  the  power  to  do  that? 

Mr.  Patterson.  We  have. 

Mr.  Dingell.  Then  he  has  some  recourse,  if  he  can  prove  his  case? 

Mr.  Patterson.  Yes,  sir. 

Mr.  Dingell.  That  is  all  I  am  interested  in,  because  I  do  not  want 
to  see  injustice.  I  do  not  even  know  the  person  that  the  gentleman 
was  talking  about.     But  I  am  glad  to  hear  you  say  that. 

Mr.  Patterson.  Yes,  sir. 

Mr.  Dingell.  Now,  Judge,  I  want  to  go  into  a  matter  which  you 
?nd  I  discussed  at  the  time  that  we  considered  the  resolution  provid- 
^^  for  amortization.  You  recall  at  that  time  that  I  asked  specifically 
about  certain  plants  in  the  city  of  Detroit  which  were  available  and 
^oi  being  used. 

Mr.  Patterson.  I  do  recall. 

Mr.  Dingell.  At  that  time  I  believe  that  the  total  amount  of 
expenditures — so  far  as  I  remember;  I  have  no  notation  on  it  to  refer 
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to — the  defense  plants  which  were  financed  by  the  Government  werp 
something  like  $3,000,000,000.  I  understand  that  since  that  time  you 
have  reached  the  tremendous  figure  of  some  $20,000,000,000  for  new 
plant  construction  financed  by  the  Government  and  covered  bv 
amortization  where  necessary.  That  I  think  is  about  the  top.  j 
understand  it  has  been  tapered  off  and  probably  will  not  reach  much 
above  that.  In  fact,  I  understand  many  of  the  contracts jfor  new 
plants  have  been  canceled. 

But  what  I  am  interested  in  knowing,  or  finding  out  about,  is  the 
state  of  aft'au-s  with  regard  to  some  of  the  plants  that  at  that  time  I 
was  definitely  assured  by  you,  I  believe,  and  by  others,  that  it  was 
the  policy  of  the  Department  to  use,  as  they  were  existing  facilities 
before  building  new  plants.  ' 

I  have  been  watching  the  one  plant  that  I  have  mentioned  in  an 
offhand  manner— that  is  the  Studebaker  plant,  the  old  E.  M.  F.  plant, 
which,  according  to  my  records,  after  an  inquiry  by  Wesson,  who  I 
believe  was  Chief  of  Ordnance— which,  as  I  say,  was  acceptable  in 
every  sense.  But  after  a  periodic  check  on  this  plant  it  still  stands 
pretty  much  as  it  did  at  that  time.  It  is  used  partially  by  Chrysler, 
I  think,  which  has  a  httle  part  of  it;  and  the  Minnesota  Mining  Co! 
has  a  part  of  it,  and  the  Michigan  National  Guard  has  a  part  of  it. 
The  old  W.  P.  A.  sewing  project  used  a  part  of  it,  but  that  is  gone. 
All  the  rest  of  them  could  be  cleared  out  of  there.  But  the  plant,  for 
all  practical  purposes,  stands  precisely  as  it  did  at  that  time. 

Now,  we  are  on  the  brink  of  considering  a  new  tax  bill  of  about 
$12,000,000,000.  I  am  not  convinced  that  we  can  produce  any  such 
amount  in  view  of  oiu-  previous  experience.  What  I  would  like  to 
know  is  just  why  some  of  these  plants  were  not  being  used  m  view  of 
the  assurances  that  we  received,  and  why  new  plants  were  being  built 
when  these  plants  were  available. 

I  do  not  want  to  be  misunderstood.  I  have  the  highest  confidence 
in  your  word,  in  your  integrity,  m  your  judgment.  But  something, 
either  dehberately  or  otherwise,  has  gone  wrong  after  we  on  this  com- 
mittee were  assured  that  certain  facilities  available  would  be  used. 
They  were  not  used,  and  I  want  to  know  why,  and  after  17  additional 
billions  of  dollars  were  expended  for  construction.  I  want  to  know 
why  the  plants  of  this  kind  could  not  be  used  when  they  were  there 
and  ready  for  use. 

Mr.  Patterson.  I  recall  your  mentioning  this  very  plant  I  think 
about  2  years  ago  at  a  hearing  here. 

Mr.  DiNGELL.  Yes,  sir;  it  was  very  early  in  the  program. 

Mr.  Patterson.  And  you  have  correctly  and  accurately  stated 
the  War  Department  policy  of  using  existmg  structures  rather  than 
building  new  ones,  wherever  the  existing  structures  were  adequate  to 
do  the  work. 

I  have  not,  myself,  followed  the  history  of  that  Studebaker  Building 
in  Detroit,  but  I  can  find  it  for  you  and  find  out  what  has  been  done, 
and  if  nothing  has  been  done,  why. 

Mr.  DiNGELL.  But,  Judge  Patterson,  it  is  a  little  late  to  do  any- 
thing to  correct  it  now.  If  I  am  able,  myself,  to  detect  one  example 
like  that,  I  am  quite  convinced  that  the  War  Department  somewhere 
else  has  been  doing  that  same  thing,  perhaps  all  along  the  line,  and 
then  I  have  a  right  to  be  very  resentful,  because  I  have  been  voting 
for  every  dime  that  the  War  Department  wanted  and  for  every  dime 


♦hnt  the  Navy  Department  wanted  with  only  one  condition,  that  we 
*,o  out  and  whip  the  Hun.  But  I  did  not  want  a  single  dollar  of  the 
taxpayer's  money  squandered  for  new  construction  until  existing 

P^  AUl^Uime  I  pointed  out  that  there  were  being  built  plants  for  the 
Ridck  people  in  Chicago  and  the  Studebaker  people  in  Indiana  and 
S  all  over  the  country;  and  my  contention  was  that  they  should 
we  fir^t  used  existing  idle  facilities.  I  was  assured  that  that  was 
fhP  Dolicy  of  the  War  Department,  precisely  as  we  have  been  assured 
hat  it  was  the  poHcy  of  the  War  Department  to  aid  and  assist  smaU 
business,  but  many  (if  them  are  still  complaining  that  they  are  on  the 

'"S'SteIson.  Well,  that  is  the  policy  of  the  War  Department. 
I  think  the  poUcy  was  a  sound  poUcy.  I  am  not  gomg  to  sit  here 
And  tell  vou  that  no  errors  were  made  in  the  application  ot  tuat 
nolicv  I  have  no  doubt,  in  fact  I  know  of  instances,  where  there 
were  facilities  built  that,  knowing  the  facts  we  know  now,  we  would 
not  have  built.  But  the  best  I  can  do  on  this  one  is  to  get  you  a  state- 
ment of  the  reasons  why  that  particular  piece  of  property  was  not 
availed  of  any  more  than  appears  to  have  been  the  case. 

Mr  DiNGELL.  I  am  not  going  to  hang  my  hat  on  any  one  particular 
case  or  one  object  of  disappointment.  I  am  gomg  to  allow  for  errors 
and  for  many  of  them.  I  am  stUl  going  to  go  along  with  you  on  your 
word  and  on  my  faith  in  you,  and  with  our  objective  m  mind. 

But  when  we  get  telegrams  like  this-or  copies  of  them  from  the 
War  Department— that  is  another  question: 

Reurteletype  December  20,  1941—6:55  p.  m. 

Sr  Rpcker/J  E  D.  referring  to  telephone  conversation  with  polonel  Green- 
ba?m  rSrding  Studebaker  Building  at  Detroit.  Facilities  suitable  for  light 
work  suc^h  arimmunition  items.  FacUities  not  used  heretofore  for  any  war 
™k  because  Sings  housed  W.  P.  A.  sewing  projects  and  carpenter  shop 
Facilities  previo^^^^^  known  as  E.  M.  F.  plants,  now  known  as  Studebaker  plant 
No  tare  notXng  ^  war  work,  present  owner  Studebaker  Realty  Corporation 
of  Michigan.  ^t.  Col.  Crane. 

I  do  not  have  any  interest  in  the  Studebaker  Corporation.  But 
what  I  was  interested  in,  and  I  was  bound  to  be,  was  the  constant 
demand  for  more  and  more  and  more  tax  money. 

In  this  connection  I  should  also  like  to  put  m  this  copy  of  a  telegram 
from  Wesson  to  Col.  Richard  Z.  Crane,  and  a  list  of  Detroit  mdustrial 
properties  now  available. 

(The  telegram  to  Colonel  Crane  is  as  follows:) 

Reurteletype  No.  100280,  December  19,  1941,  referring  to  telephone  conversa- 
tion witrSonelGreenbaum,  office  of  the  Under  S^f  T.^'U  li^eTsuulbl^  fo^^ 
Studebaker  Building  at  Detroit,  request  report  as  to  whether  facilities  suitabl^^^^^^ 
any  Ordnance  Department  or  other  war  work  and  if  so,  what,  a°^^/,^  «^»^\^^1^^^^ 
not  used  heretofore  because  of  physical  condition  of  premises  nature  of  manage- 
ment, or  otherwise.  Verify  whether  facilities  are  known  as  E.  ^.F  plants  and 
advise  whether  present  owner  is  doing  any  war  work,  either  subcontracting  or 
otherwise.     Expedite  reply.  Wesson. 

(The  list  of  Detroit  industrial  properties  referred  to  by  Mr.  DingeU 

is  as  follows:) 

Hall  Lamp  Co.,  Lawton  and  Buchanan,  approximately  lOO^^OPn^^i'^''^  ^^!  w 
Levine  Waste  Paper  Co.,  Dallas  and  Grand  Trunk  Railroad,  74,000  square  feet. 
Bundy  Tubing  Co.,  10951  Hern  Avenue,  108,000  square  feet. 
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Gordon  Baking  Co.,  Vermont  and  Ferry  Park,  160,000  square  feet. 
A.  Harvey  &  Sons,  First  and  Woodbridge,  70,000  square  feet. 
Old  Post  Office,  rear  of  Michigan  Central  Depot,  135,000  square  feet. 
Studebaker  Plant,  Piquette  and  John  R.,  208,000  square  feet. 
Studebaker  Plant,  139  South  Clark,  261,000  square  feet. 

I  am  told  that  the  War  Department  and  the  Navy  Department 
have  allocated  and  authorized  some  $203,000,000,000  unexpended 
with  a  total  of  over  $300,000,000,000  which  had  been  appropriated 
to  date  by  the  Congress  since  the  outbreak  of  the  war.  This  huge 
reservoir  of  money  is  still  untouched  and  unused,  and  here  we  are 
going  to  be  called  upon  for  more  money.  I  do  not  know  just  where 
we  are  going  to  get  it.  I  am  going  to  insist  that  we  save  $6  000 . 
000,000  and  raise  $6,000,000,000,  and  I  think  that  is  about  as  far  as 
I  am  going  to  go. 

I  am  going  to  go  on  the  premise  that  a  dollar  saved  is  a  dollar  earned 
I  may  weaken  on  that  if  I  am  convinced  that  we  have  got  to  go  beyond 
that.    But  then  I  am  going  to  have  to  be  shown  where  we  are  gomg  to 

fet  that  money.  I  am  ^oing  to  ask  some  questions  here,  and  I  hope 
Ir.  Chairman,  we  will  have  an  opportunity  to  talk  to  the  War 
Department  with  regard  to  some  of  the  things  that  have  been  rankling 
my  make-up,  such  as  the  expenditure  with  regard  to  the  Pentagon 
Building.  I  think  Congress  authorized  $32,000,000  and  I  think  the 
War  Department  spent  over  $70,000,000.  They  built  27  bridges, 
altered  the  entire  northeastern  part  of  the  State  of  Virginia,  and 
much  of  it  I  think  is  about  as  sensible  as — well,  I  do  not  have  anything 
to  compare  it  with,  to  be  perfectly  candid.  But  to  me  it  was  just 
perfectly  senseless. 

We  have  created  a  transportation  problem  and  the  average  one  of 
us  who  goes  out  there  is  completely  lost.  I  have  gone  out  there  and 
tried  to  get  to  a  certain  highway,  just  the  other  day,  on  official  busi- 
ness, and  I  was  going  around  in  circles.  Everywhere  I  went  it  said, 
"No  left  turn,''  "No  right  turn."  You  cannot  get  through  there  unless 
you  have  a  guide. 

Mr.  McLean.  It  sounds  like  you  were  renegotiated. 

Mr.  DiNGELL.  Well,  I  was  in  a  bad  way,  I  can  tell  you  that.  But 
I  would  Uke  to  ask  some  questions  about  some  of  these  things,  because 
to  me  they  have  a  direct  bearing  on  the  amount  of  money  we  are  going 
to  be  called  upon  to  raise. 

Mr.  Chauinan,  I  had  several  other  questions  here,  but  I  think  I  will 
forego  them. 

Mr.  Secretary,  I  want  you  to  understand  that  there  is  nothing 
personal  so  far  as  my  questioning  you  today  is  concerned.  As  I 
say,  I  have  the  very  highest  regard  for  you  and  I  think  you  stand  ace 
high  with  the  entire  membership  of  this  committee.  But  I  do  want 
to  express  disappointment  over  the  assurances  given  to  the  committee 
before,  that  were  not  carried  out,  so  far  as  I  can  see.  There  may  be 
some  real  reason  wliich  might  justify  the  lack  of  action.  But  you 
will  recall,  and  the  record  will  show,  that  I  gave  you  the  information 
that  there  were  available  at  that  time  the  list  of  plants  which  I  a  few 
moments  ago  put  into  the  record. 

There  were  many,  many  hundreds  of  thousands  of  square  feet  of 
available  space.  Just  how  many  of  those  plants  were  really  used,  I 
do  not  know. 


The  underlying  cause  of  my  objection  here  is  something  that  was 
hvansht  out  by  Mr.  Rockwell,  of  the  Timken-Detroit  Axle  Co. 

He  brought  out  before  the  committee,  Mr.  Secretary,  that  with 
«4  000  000  depreciated  capital  assets,  the  Timken-Detroit  axle  con- 
Lm  that  had  always  cooperated  with  you— and  mcidentally  he 
«noke  very  highly  of  the  Army  as  a  whole,  and  particularly  of  his 
pVnerience  with  the  Regular  Army— they  could  produce  $150,000,000 
to  $170  000,000  worth  of  axles  on  this  $4,000,000  of  capital.  Yet 
the  War  Department  went  to  General  Motors  and  insisted  that  they 
build  plants  costing  about  $30,000,000  with  which  they  would  be 
able  to  produce  $60,000,000  worth  of  axles  and  transmissions.  In 
other  words.  General  Motors  was  expected  to  produce  $2  worth  of 
material  for  every  dollar  invested,  and  here  was  a  concern  producing 
on  the  basis  of  approximately  $40  worth  of  material  for  every  dollar 

of  investment.  ,  . 

It  seems  to  me  the  logical  thing  would  have  been  to  do  everything 
possible  to  expand  an  organization  such  as  the  Timken-Detroit  Axle 
Co  and  tell  them,  'Tou  go  and  take  over  some  existing  facility  like 
the  Studebaker  plant,"  which  has  stood  there  like  a  ghost;  and,  mmd 
you  it  would  have  been  suitable  for  that  purpose,  because  I  know  that 
they  produced  automobiles  there  20  years  ago,  and  parts  of  the 
Timken  plant  were  no  more  modern  than  that  one.  But  instead  of 
that  the  War  Department  tried  to  get  the  General  Motors  Corpora- 
tion'to  do  something  that  these  people  were  admirably  fitted  to  pro- 
duce. The  only  thing  that  happened  was  that  General  Motors  said 
they  could  not  undertake  any  more  contracts— that  they  were  spread 

too  thin.  ^^^       -  1    •!  J 

Now,  whenever  we  go  out  and  give  you  $30,000,000  and  you  budd 
a  plant,  that  is  $30,000,000  that  I  have  got  to  sweat  to  get  out  of  the 
taxpayers'  pockets  and  I  do  it  very  reluctantly.  I  have  gone  along 
here  to  the  point  where  I  cannot  go  much  further,  and  I  have  got  to 
do  some  postauditing. 

I  hope  vou  will  not  assume  that  I  have  been  trying  to  give  you  any 
lecture.  I  just  want  you  to  know  my  views,  Mr.  Secretary,  m  order 
that  you  might  better  understand  my  position. 

Mr.  McLean.  Mr.  Chairman,  at  the  request  of  the  Honorable 
Lane  D.  Powers,  of  New  Jersey,  I  submit  for  the  record  a  letter  from 
Mr.  N.  F.  S.  Russell,  president  of  the  United  States  Pipe  &  Foundry 
Co.,  of  Burlington,  N.J.  ,  •      ,  j 

The  Chairman.  Without  objection,  it  may  be  inserted  m  the  record 

at  this  point. 
(The  letter  referred  to  is  as  follows:) 

United  States  Pipe  &  Foundry  Co., 

Burlington,  N.  J.,  September  S,  1943. 

Hon.  Wesley  E.  Disney, 

United  States  Representative, 

Committee  on  Ways  and  Means,  „,    ,  .  ^   ^ 

New  House  Office  Building,  Washington,  D.  C. 
Sir:  The  fact  that  the  Committee  on  Ways  and  Means  intends  to  begin  hear- 
ings with  reference  to  renegotiation  of  contracts  on  September  9,  1943,  prompts 
Dae  to  write  you  and  express  our  ideas  on  this  much  debated  subject. 

Our  thoughts  on  this  matter  have  been  very  much  along  the  Ime  of  the  study 
naade  by  Mr  J  F.  Lincoln,  president  of  the  Lincoln  Electric  Co.,  who  has  sug- 
gested that  any  contract  or  subcontract  for  standard  commercial  products  be 
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exempted  from  renegotiation,  provided  such  products  have  the  following  char 
acteristics:  '" 

(1)  Have  a  general  peacetime  use  ia  industry;  and 

(2)  Were  made  or  sold  by  the  conlractor  or  subcontractor  prior  to  January  i 
1941,  pursuant  to  a  standard  published  price  list  and  are  now  being  sold  as  thp 
same  product  pursuant  to  a  standard  published  price  list;  and 

(3)  Are  manufactured  or  sold  by  mora  than  one  independent  manufacturer  as 
a  competitive  product;  and 

(4)  Are  sold  at  standard  published  list  prices  equal  to  the  lowest  standard  puh. 
lished  list  prices  of  any  manufacturer  or  seller  of  the  same  products;  and 

(5)  Were  at  the  time  the  contract  or  subcontract  was  made  subject  to  a  ceiling 
price  fixed  by  a  Federal  governmental  agency.  ° 

.  Our  feeling,  in  general,  is  that  no  renegotiation  law  can  be  applied  fairly  to  all 
industry  because  it  is  impossible  to  give  full  consideration  to  those  factors  peculiar 
to  the  industry  or  those  relating  especially  to  the  individual  company.  To  illus- 
trate  this  thought  it  is  necessary  to  elaborate  further  on  the  particular  situation 
of  our  own  company. 

As  you  know,  the  general  theory  of  renegotiation  is  based  on  the  assumption 
that  any  excessive  profits  due  to  war  business  should  be  returned  to  the  United 
States  Government.  In  1942  only  about  7  percent  of  our  business  was  munitions 
although  the  volume  of  our  business  in  our  regular  peacetime  products,  pipe  and 
fittmgs,  was  considerably  higher  than  in  the  period  that  the  Government  has 
selected  as  normal  for  the  1936-39  years. 

During  1942,  the  first  year  to  whfch  the  renegotiation  law  apphes,  a  substantial 
part,  over  50  percent,  of  our  business  in  pipe  and  fittings  was  represented  by  de- 
mands for  either  temporary  projects,  such  as  Army  cantonments,  or  pipe  laid  for 
industrial  companies  whose  business  had  expanded  because  of  war  conditions 
During  this  period,  our  regular  customers,  which  are  principallv  municipalities 
and  privately  owTied  waterworks,  either  have  not  been  able  to  buy  our  product 
or  have  refrained  from  doing  so  because  of  restrictions  on  building  and  restrictions 
on  the  use  of  other  materials  which  made  it  impracticable  for  them  to  take  care 
of  anything  approacliing  their  normal  requirements.  As  a  result,  when  the  tem- 
porary demand  for  cast-iron  pipe  was  supplied  in  1942,  our  business  was  greatly 
curtailed  until  at  the  present  time  it  is  below  50  percent  of  the  1942  level. 

Thus,  you  can  easily  see  to  renegotiate  our  company  on  the  basis  of  1942,  when 
practically  all  of  the  business  resulting  from  the  w  ar  demand  which  lasted  for  a 
very  short  period,  is  unfair.  Furthermore,  no  consideration  has  been  given  to 
two  very  important  factors. 

1.  Cast-iron  pipe  has  certain  indestructible  characteristics  which  give  it  a  long 
life  and  this  means  that  a  large  volume  of  pipe  supjjlied  for  temporary  projects 
will  be  dug  up  from  the  ground  by  others  when  the  war  is  over  and  will  be  sold 
in  competition  with  new  pipe  manufactured  by  us.  The  result  is  bound  to  be  a 
severe  curtailment  of  our  business  and  demoralization  of  the  price  structure. 

2.  Pipe  laid  for  industrial  purposes  will  not  be  required  again  as  a  large  number 
of  the  industries  supplied  have  anticipated  their  pipe  demand  for  manv  vears 
and  thus  the  normal  flow  of  our  product  to  them  will  have  to  wait  with  a  resulting 
curtailment  of  our  business. 

To  consider  our  1942  profits  as  exorbitant  not  only  ignores  the  fact  that  these 
profits  should  be  offset  against  the  factors  referred  to  above,  but  ignores  the  fact 
that  a  comparison  of  the  1936-39  period  with  our  1942  volume  of  business  is  un- 
reasonable. 

It  is  a  well-known  fact  that,  although  general  industry  in  1936-39  recovered  to  d 
point  where  the  volume  of  earnings  was  around  the  1938-39  level,  the  building 
industry,  the  cast-iron  pipe  industry  and  our  business  in  particular  experienced  a 
very  slow  recovery  by  comparison  and  the  1936-39  level  was  only  about  half  of 
that  of  the  volume  of  business  done  in  the  period  represented  by  the  late  1920's. 

For  the  reasons  referred  to  in  this  letter  and  for  other  reasons  presented,  we  have 
registered  a  plea  with  the  Philadelphia  Ordnance  District,  with  whom  we  are 
carrying  on  renegotiation  proceedings,  to  be  entirely  exempted  from  renegotiation. 
We  do  not  know  whether  this  plea  will  be  given  the  consideration  which  we  feel 
it  deserves.  If  not,  we  may  have  a  substantial  portion  of  our  profits  of  1942  taken 
away  from  us  at  a  time  when  we  should  be  able  to  set  aside  a  substantial  amount  of 
the  earnings  from  that  year  as  a  reserve  against  the  bad  years,  which  we  feel  are 
sure  to  come,  when  we  will  be  restricted  by  competition  from  the  salvaged  pipe  and 
curtailed  by  the  lack  of  demand  from  customers  who,  in  1942,  bought  several 
years'  pipe  in  advance  of  normal  requirements. 


We  shall  be  pleased  to  present  evidence  iii  detail  supporting  the  facts  referred 
.„  in  this  letter  if,  in  your  opinion,  it  will  b  ^Ip  to  bring  more  light  on  the  matter 
Jo  be  discussed  before  your  committee.  ' 

N.  F.  S.  Russell,  President. 

(After  an  informal  discussion  off  »tlie  record.) 

Mr.  Cooper.  Mr.  Chairman,  I  move  the  committee  recess  until  3:30. 

The   Chairman.  Without   objection,    the   committee   will  recess 

until  3:30.  .:, 

(Whereupon  the  committee  took  a  recess  until  3:30  p.  m.) 

AFTER   RECESS 

The  committee  reconvened  at  3  p.  m.,  pursuant  to  the  taking  o£ 
recess,  Hon.  Robert  L.  Doughton  (chairman)  presiding. 

The  Chairman.  Mr.  Simpson. 

Mr.  Simpson.  Mr.  Secretary,  I  understand  that  you  are  in*  favor 
of  the  amendment  which  would  raise  to  $500,000  the  limit  below 
which  on  annual  business  there  would  be  no  renegotiation. 

Mr.  Patterson.  Yes,  sir. 

Mr.  Simpson.  And  I  understand  you  also  supported  the  amendment 
which  would  require  reports  be  made  by  contractors  and  subcon- 
tractors doing  business  under  Government  contract. 

Mr.  Patterson.  Yes.  We  do  that  for  our  own  ease  of  adminis- 
tration, and  also  to  relieve  as  many  contractors  and  subcontractors 
as  promptly  without  any  further  ado. 

Mr.  Simpson.  I  heard  you  say  to  Mr.  Carlson,  I  believe,  that  one 
of  the  purposes  in  raising  the  limit  to  $500,000  is  to  lessen  the  amount 
of  paper  work  that  need  be  done  by  the  smaller  businessmen. 

Mr.  Patterson.  That  is  the  sole  reason  for  it. 

Mr.  Simpson.  Is  it  your  intention,  and  I  assume  it  is,  that  a  con- 
tractor or  subcontractor  having  less  than  $500,000  worth  of  business 
will  not  be  called  upon  to  make  that  statement  to  which  reference  is 
made  in  the  second  amendment? 

Mr.  Patterson.  That  is  right. 

Mr.  Simpson.  Good.  Now,  several  times  during  your  testimony 
you  have  mentioned  that  contract  prices  may  be  negotiated  or  raised 
upward;  is  that  correct? 

Mr.  Patterson.  Yes,  sir. 

Mr.  Simpson.  What  is  the  basis  upon  which  you  determine  whether 
to  increase  or  not? 

Mr.  Patterson.  That  is  in  the  procm-ement  regulation,  and  Mr. 
Marbury  is  more  familiar  with  that  than  I  am.  In  general  it  is  where 
the  procurement  of  the  articles  would  be  delayed,  I  believe,  unless  an 
upward  adjustment  were  given  to  the  contractor  where  we  have  need 
for  the  article,  but  if  it  is  broader  than  that,  Mr.  Marbury  can  say  so, 

Mr.  Simpson.  May  I  ask  this:  If  the  basis  upon  which  it  is  increased 
is  a  question  of  delivery,  it  is  then  not  a  question  of  whether  or  not  the 
contractor  has  made  a  bad  bargain ;  in  other  words,  whether  or  not  he 
18  losing  money. 

Mr.  Patterson.  Only  as  that  affects  delivery.  If  we  need  an  article 
badly  and  the  man  is  in  financial  straits,  of  course  we  are  not  going  to 
^t  it  under  those  conditions  and  we  have  the  power  under  the  First 
•^ar  Powers  Act  to  raise  the  price. 
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¥[•  Simpson.  It  must  follow  that  where  the  contractor  has  made 
bad  bargam,  and  has  been  renegotiated  and  is  thereafter  performing 
a  contract  at  a  price  where  he  is  losing  money,  and  speed  of  delivery  « 
not  essential,  then  mider  your  policy  there  will  be  negotiation  un. 
ward  of  his  contract  price?  ' 

Mr.  Marbury.  Excuse  me.  You  cannot  state  it  quite  so  categori- 
cally as  that.  In  the  procurement  regulations  we  have  laid  down  the 
general  basis  upon  which  an  upward  adjustment  will  be  made.  The 
authonty  is  that  of  the  First  War  Powers  Act  to  amend  or  modify 
contracts  without  regard  to  provision  of  law  where  it  will  facilitate  the 
prosecution  of  the  war.  We  have  to  have  some  basis  for  the  finding 
that  the  upward  adjustment,  which  means  giving  away  the  Govern- 
ment's money  without  any 

Mr.  Simpson  (interposing).  That  is  what  I  am  asking  you. 

Mr.  Marbury.  We  have  to  have  a  basis  of  finding  in  relation  to 
the  facilitation  of  the  prosecution  of  the  war.  There  are  a  number 
of  circumstances  under  which  that  may  develop.  The  most  obvious 
one  is  the  one  the  Under  Secretary  has  mentioned  where  you  would 
not  get  the  goods  otherwise  because  the  man  will  be  forced  out  of 
business  because  of  financial  difficulties. 

Mr.  Simpson.  Well,  in  the  case  that  was  mentioned  by  another  in 
this  committee  where  as  a  result  of  renegotiation  a  procurement  price 
had  been  lowered  for  subsequent  deliveries  under  the  contract  and 
the  contractor  had  a  loss  as  a  result  of  the  reduction  in  price,  then 
there  is  no  basis  upon  which  that  price  can  be  increased  unless  the 
provisions  of  the  War  Powers  Act  are  met. 

Mr.  Marbury.  I  think  that  is  so.  That  is  not  recognized  by  us 
as  a  renegotiation  law.  It  is  another  process.  It  is  part  of  getting 
deliveries  and  modifying  the  contract  under  the  First  War  Powers 
Act  rather  than  under  the  renegotiation  law, 

Mr.  Simpson.  I  think  it  unfair  to,  after  free  competition,  set 
price  on  an  article;  renegotiate  it  downward  with  a  consequent  loss 
on  future  deliveries  of  the  contractor. 

Mr.  Marbury.  That  all  depends  upon  the  conditions.  If  it  were 
a  common  condition  that  we  were  paying  too  little  for  what  was 
delivered  to  us,  there  would  be  great  merit  in  what  you  say,  but  that 
is  not  the  common  condition.  The  common  condition  is  we  are  pay- 
ing too  much  and  exorbitant  profits  are  being  made  by  contractors 
rather  than  too  little  profit,  or  a  loss. 

Mr.  Simpson.  I  have  one  other  thing  that  bothers  me  more  tJian 
any  of  the  other  questions,  and  that  is  this:  You  have  mentioned,  and 
other  men  from  the  departments  have  mentioned,  that  the  time  will 
doubtless  come  when  the  public  will  criticize  you  and  the  different 
Price  Adjustment  Boards  for  having  been  too  liberal  in  your  awards 
to  these  individual  companies.  Does  that  roughly  express  your 
opinion? 

Mr.  Patterson.   Yes;  I  believe  so. 

Mr.  Simpson.  I  am  interested  in  knowing  how,  when  you  appear 
before  a  committee  some  time  in  the  future  and  the  comnlittee  starts 
inquiring  why  you  allowed  so  much  in  an  individual  case,  you  will 
explain.  I  think  you  will  be  in  an  awkward  position  in  case  you  say, 
"I  simply  guessed  that  this  was  the  amount  of  money  that  company 
should  have  had."  It  adds  a  double  emphasis  to  my  opinion,  in 
which  I  know  there  are  other  members  that  agree,  that  there  should 
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hP  some  standard  to  which  you  can  pomt  at  that  time  to  defend  your- 
Sf  •  to  which  we  can  likewise  point  to  justify  the  fact  of  renegotiation. 

Mr  Patterson.  I  would  welcome  some  standard  imder  which  we 
could  work,  but  we  tried  and  tried  a  year  ago  to  develop  standards 
and  it  was  the  final  consensus  of  opinion  that  the  cases  varied  so  and 
differed  so  that  no  common  standard  could  be  adopted. 

Mr.  Simpson.  And  you  are  still  of  that  opinion? 

Mr.  Patterson.  Yes.  I  am  sorry  it  is  so.  It  would  be  a  good 
deal  of  comfort  to  me  if  I  had  one  that  I  could  use. 

Mr.  Simpson.  That  is  all. 

The  Chairman.  Mr.  Cooper. 

Mr.  CoOper.  Mr.  Secretary,  you  agreed  in  response  to  a  request 
by  Mr.  Maloney,  of  Louisiana,  to  prepare  and  present  to  the  w)m- 
mittee  an  analysis  of  cases  that  have  been  presented  or  discussed  by 
witnesses  appearing  at  these  hearings.     You  agreed  to  do  that. 

Mr.  Patterson.  That  is  under  way. 

Mr.  Cooper.  I  am  sure  that  that  would  be  helpful  to  us  because 
after  all  to  get  a  clear  picture  and  an  acccurate  understanding  of  these 
matters,  you  have  to  look  to  these  individual  cases,  do  you  not? 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  Now,  I  understood  you  to  say  that  two  cases  were 
considered  by  you  personally. 

Mr.  Patterson.  That  is  right. 

Mr.  Cooper.  One  of  them,  I  believe  you  stated,  was  the  Wamer- 
Swasey  Company  case. 

Mr.  Patterson.  Yes,  sir. 

Mr.  Cooper.  Would  you  be  kind  enough  to  give  us  the  pertment 

information  on  that  case? 

Mr.  Patterson.  I  have  all  the  figures  on  the  case  before  me  and  1 
will  give  you  what  I  deem  the  salient  ones,  but  of  course  I  would  be 
glad  to  distribute  the  figures  to  the  committee. 

That  was  a  case  where  the  average  annual  profits  before  taxes  over 
the  4  years  1936  to  1939  were  $1,900,000,  where  in  1942  those  profits 
before  taxes  were  $20,000,000.  I  am  omitting  the  small  figures  at  the 
€nd. 

Mr.  Cooper.  Just  give  it  to  me  in  round  numbers,  if  you  please. 

Mr.  Patterson.  And  where  after  taxes  profits  were  $1,400,000, 
and  in   1942,    after   taxes,   $5,000,000.     Even   after   renegotiation, 

$3,900,000.  ^     ^ 

Now,  all  the  figures  are  here.  There  are  a  great  many  other  figures. 
I  can  answer  any  question  about  the  figures,  Mr.  Cooper,  but  perhaps 
I  can  hand  this  up  to  you  and  you  can  select  what  you  want. 

Mr.  Cooper.  I  say  to  you  frankly,  Mr.  Secretary,  there  seems  to 
be  some  whispermg  around  here  about  this  company,  and  there  seems 
to  have  been  the  idea  on  the  part  of  some  people  they  had  been  dealt 
with  rather  severely.  That  has  been  the  rumor  and  report  around 
here.  For  my  part,  I  like  to  get  the  truth  about  these  things,  about 
all  of  these  cases,  because  if  I  can  get  the  truth  about  something, 
why,  I  can  reach  a  conclusion  that  at  least  satisfies  me. 
Mr.  Patterson.  Those  figures  are  beyond  dispute  and  beyond 

controversy. 

Mr.  Cooper.  Now,  it  shows  then  that  this  company,  the  net  sales 
<i"ring  the  base  period— 1936  to  1939— the  average  was  $7,464,500. 

Mr.  Patterson.  Yes. 
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Mr.  Cooper.  In  1940  the  net  sales  were  $19,127,000:  in  lQ4i 
$34,904,000;  in  1942,  $51,626,000.  '       '  ^^^' 

Mr.  Patterson.  Those  are  the  figures. 
Mr.  Cooper.  And  as  you  have  previously  pointed  out,  their  profit. 

^f^^oS  ^^''^''  ^^"^  ^^®  ^^^^  P^™^^   1^36  to   1939,  the  average  wa 
$1932,000;  1940,  $7,075,000;  1941,  $14,689,000;  1942,  $20,076  000 

Mr.  Patterson.  I  nught  point  out  these  figui-es  do  not  includp 
sales  made  to  Defense  Plant  Corporation  because,  of  course,  at  thp 
time  those  sales  of  tools  were  made  to  that  company— one  of  Mr 
Jesse  Jones^  companies— those  sales  were  not  renegotiable  at  that 
tune.  They  have  been  made  so  by  an  amendment  which  took  effect 
m  July  of  this  year,  so  we  omitted  all  of  those. 

Mr.  Cooper.  This  is  just  for  the  War  Department? 

Mr.  Patterson    These  are  War,  Navy,  and  Maritime  Commission 

Mr.  Cooper.  The  three  that  were  included  prior  to  the  amendment 
last  July? 

Mr.  Patterson.  Yes. 

•  ^u  ^^^:Intosh.  I  think  perhaps  we  had  better  correct  that  tech- 
nically. The  sales  are  all  included,  but  the  results  of  prospective 
renegotiation  ol  the  Reconstruction  Finance  Corporation  business 
are  not  included  so  that  if  there  is  a  further  recovery  by  reason  of  the 
renegotiation  of  the  R.  F.  C.  business,  there  would  be  some  further 
reduction  m  the  net  after  taxes  after  renegotiation. 

Mr.  Cooper.  I  see.  But  as  the  situation  now  stands,  they  have 
some  profits  in  addition  to  what  is  reflected  here  because  they  had 
some  contracts  with  the  Defense  Plant  Corporation  that  are  not  taken 
into  consideration  here;  is  that  the  point? 

Mr.  Macintosh.  The  profits  are  all  reflected  here.  Judge  Pat- 
«Q^onn  ^^^®  ^  ^^^^  ^^  P^^^*^  ^^*®^  ^^^^^  ^^^  ^^^^^  renegotiation  of 

Mr.  Cooper.  Yes. 

Mr.  Macintosh.  That  figure  is  the  one  that  might  be  changed 
as  a  result  of  renegotiation  of  the  Reconstruction  Finance  Corporation 
business. 

Mr.  Cooper.  I  see. 

Mr.  Macintosh.  In  other  words  that  might  be  reduced  by  some 
additional  amount  if  there  were  further  refunds  requested  by  reason 
of  the  Reconstruction  Finance  Corporation  business  and  it  was 
estimated  at  the  time  of  the  hearing— I  think  we  can  mention  this— if 
the  Reconstruction  Finance  Corporation  business  were  renegotiable 
and  the  same  basis  of  refund  were  to  apply,  there  would  be  a  request 
for  a  refund  of  an  additional  amount  of  approximately  $6,000,000, 
which  would  reduce  the  figure  of  $3,900,000  by  something  in  excess  of 
perhaps  an  additional  one  million  and  a  quarter  dollars. 

Mr.  Cooper.  Then,  it  shows  that  the  profits  of  this  company  after 
taxes  during  the  base  period  years  of  1936  to  1939,  inclusive,  the 
average,  was  $1,427,000. 

In  1940  the  profits  after  taxes  amounted  to  $3,371,000. 

In  1941  profits  after  taxes  amounted  to  $4,930,000. 

In  1942  profits  after  taxes  amounted  to  $5,461,000. 

And  then  you  say  after  renegotiation  the  profits  in  1942  amounted 
to  $3,900,000. 

Mr.  Patterson.  That  is  right. 

Mr.  Cooper.  Is  that  the  situation? 
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I»Jow,  it  also  shows  that  the  net  worth  of  the  company  at  the  start 
qI  the  year,  the  base  period  1936  to  1939—1  see  the  letters  "N.  A." 
Mr.  Macintosh.  Not  available. 
Mr.  Cooper.  In  1940,  $6,027,000;  in  1941,  $7,769,000;  in  1942, 

$11,125,000. 

The  percentage  of  profits  to  net  worth  not  available  in  the  base 
period,  1936  to  1939,  but  in  1940  they  made  a  percentage  of  profits 
to  net  worth,  1940,  56  percent;  in  1941,  63.5  percent;  in  1942,  49.1 

percent.  ,     i.   , 

That  was  the  net  profit  to  the  net  worth  of  the  company. 

So  I  ask  unanimous  consent  to  include  this  statement  in  the  record. 

The  Chairman.  Without  objection,  that  may  be  included  as  a  part 
of  the  testimony. 

(The  statement  above  referred  to  is  as  follows:) 

The  Warner  &  Swasey  Co, 


1.  Net  sales 

2.  Profits  before  taxes 

3.  Percent  of  sales  (line  2  to  line  1) 

4.  Profits  after  taxes 

5.  Net  worth  at  start  of  year ..- 

6.  Percent  of  profits  to  net  worth  (line  4  to 

lines) ----- 

7.  Total  company  facilities  at  end  of  year  (net). 

8.  Emergency  facilities  at  end  of  year  (gross) 

(included  in  line  7) 

9.  Government  facilities 

10.  Dividends. 

11.  Total  compensation  of  executives. 

12.  Number  of  men  included  in  line  11. - 

13.  Refund  proposed  to  company 

14.  Estimated  net  cost  of  refund  to  company 

after  taxes 


1942 


$51,626,000 

$20, 076, 000 

38.8 

$5,461,000 

$11,125,000 

49.1 
$4,256,000 

$4,042,000 
$3, 355, 000 
$1, 292, 000 
$309,000 
5 
$5,500,000 

$1,634,000 


1941 


$34,904,000 

$14,689,000 

42.1 

$4,930,000 

$7,769,000 

63.5 
$4,166,000 

N,  A. 

N.  A. 

$1, 633, 000 

$319, 000 

5 

N.  A. 

N.  A. 


1940 


$19,027,000 

$7,075,000 

37.2 

$3,371,000 

$6,027,000 

56.0 
$3,766,000 

N.  A. 

N.  A. 

$1, 530, 000 

$302,000 

5 

N.  A. 

N.A. 


1936  to  1939 
average 


$7, 464, 500 

$1,932,000 

25.9 

$1,427,000 

N.A. 

N.A. 
N.A. 

N.A. 

N.A. 

$479,000 

N.A. 
N.A. 
N.A. 

N.A. 


N.  A.  denotes  Not  Available  or  Not  Applicable. 

Mr.  Patterson.  We  got  a  refund  of  $5,500,000  as  a  result  of  re- 
negotiation.    That  is  in  line  No.  13. 

Mr.  Cooper.  In  line  No.  13  it  shows  in  1942  refund  proposed  to 
the  company,  $5,500,000. 

Mr.  Patterson.  That  was  accepted  by  the  company. 

Mr.  Cooper.  That  was  accepted  by  the  company? 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  Now,  Mr.  Secretary,  excessive  profits  have  been  made 
out  of  the  war  effort. 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  There  is  no  doubt  about  that. 

Mr.  Patterson.  There  is  utterly  no  doubt  of  that. 

Mr.  Cooper.  And  that  has  been  done  in  spite  of  present  tax  laws? 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  All  right.  Everybody  professes  the  belief  that  there 
should  be  no  excessive  profits  made  and  retained  out  of  this  war  effort, 
but  when  it  comes  to  the  accomplishment  of  this  objective,  there 
s-ppears  to  be  a  difference  of  opinion. 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  That  is  the  situation,  is  it  not? 

Mr.  Patterson.  It  seems  to,  yes. 
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Mr.  Cooper.  Now,  the  renegotiation  law  is  intended  to  accomplisli 
this  purpose  of  not  allowing  excessive  profits.  That  is  the  puroosp 
of  it,  IS  it  not?  1-     F  ae 

Mr.  Patterson.  That  is  right. 

Mr.  Cooper.  Do  you  know  of  any  better  method  that  could  bp 
adopted?  ^^ 

Mr.  Patterson.  No,  sir. 

Mr.  Cooper.  And  it  is  your  conviction  that  this  law  is  necessary 
to  prevent  excessive  profits?  ^ 

Mr.  Patterson.  That  is  my  opinion. 

Mr.  Cooper.  I  thank  you. 

Mr.  Patterson.  I  believe  also  that  the  work  of  admmistering  the 
law  is  m  capable  hands.  We  do  not  have  young  boys  on  this  work 
or  people  who  are  out  of  touch  with  industry  and  commercial  affairs 
We  have  taken  pams,  and  I  think  the  other  departments  have  also" 
to  place  the  work  m  the  hands  of  men,  not  only  in  industry  but  in 
commerce  and  in  the  practical  affairs  of  a  working  world.  The 
charge  has  been  made  before  this  committee  of  arrogance  and  refusal 
to  bear  fairly  with  the  facts,  and  I  believe  those  statements  are 
entirely  unfounded  and  I  would  be  glad  indeed  to  submit  to  the 
committee  a  list  of  the  people  that  work  for  the  War  Department 
on  this,  with  their  qualifications  and  experience.  I  would  say  that 
they  would  measure  up  to  any  reasonable  expectation  that  could 
be  put. 

Mr.  Cooper.  I  ask  consent  that  that  be  included  in  the  record 
The  Chairman.  Without  objection,   it  will  be  mcluded  in  the 
record. 

(The  list  above  referred  to  will  be  found  at  the  end  of  Mr.  Patter- 
son s  statement.) 

Mr.  Cooper.  Now,  Mr.  Secretary,  the  renegotiation  law  vests  this 
discretionary  authority  with  the  Secretary  of  War,  among  others 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  I  understand  that  he  had  delegated  that  responsibility 
to  you  as  Under  Secretary. 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  And  that  you  in  turn  have  delegated  a  part  of  that 
responsibihty  to  the  Price  Adjustment  Board. 

Mr  Patterson.  Yes.  It  all  comes  under  the  Price  Adjustment 
iJoard,  Mr.  Cooper.  There  are  price-adjustment  sections  sub- 
ordinate to  the  Board  m  the  supply  services  of  the  Army— the  Air 
Force,  for  instance,  and  the  Price  Adjustment  Section.  The  burden 
of  the  work  is  such  that  that  is  the  most  feasible  way  of  organizing 
to  do  the  work.  The  Ordnance  Department  has  one,  and  the  various 
held  agencies  of  the  Army,  like  the  Ordnance  office  in  Birmingham, 
they  have  price-adjustment  men,  and  the  Air  Force  office  at  Wichita. 
Ihat  is  the  best  way  to  carry  forward  the  work,  make  contracts  with 
the  various  contractors,  and  the  men  in  those  offices  are  famiUar  with 
local  conditions.  They  are  all  representative  men,  men  of,  I  believe, 
the  highest  character  and  qualifications. 

Mr.  Cooper.  Is  it  not  a  part  of  your  duties  and  responsibilities  as 
Under  becret^ry  of  War  to  have  charge  of  procurement  and  supplies 
for  the  War  Department? 

Mr.  Patterson.  Yes  and  we  tie  as  closely  as  we  can  the  work  of 
price  adjustment  to  the  work  of  procurement,  because  a  great  deal  of 
it  comes  right  together. 


For  example,  a  great  many  of  the  price  adjustments  that  have  been 
made  by  the  Price  Adjustment  Board  and  the  price  adjustment  sec- 
tions have  been  in  the  form  of  reductions  of  forward  prices  by  some 
rontractors.  Well,  obviously  that  bears  very  closely  on  the  work  of 
the  procurement  officers,  and  I  feel  that  this  is  only  one  phase  of 

^^Mr  Cooper.  Then,  in  practical  effect,  you  are  really  the  respon- 
sible official  of  the  War  Department  to  have  supervision  over  procure- 
ment for  our  Army  at  this  time? 

Mr.  Patterson.  Yes. 

Mr.  Cooper.  It  is  your  job  to  see  that  this  Army  of  ours  m  this  war 
is  provided  with  what  is  necessary  to  conduct  the  war? 

Mr.  Patterson.  Yes.  xirr     t>        i.        * 

Mr  Cooper.  And  as  the  responsible  official  of  the  War  Department 
in  charge  of  this  you  do  exercise,  I  assume,  the  degree  of  supervision 
over  this  work  that  is  necessaiy  to  satisfy  you  as  to  the  type  of  work 
that  is  being  done? 

Mr.  Patterson.  I  do. 

Mr.  Cooper.  Now,  just  one  other  question,  if  I  may,  please,  Mr. 
Secretary,  on  the  point  of  Mr.  Simpson's  inquiry  about  the  first  amend- 
ment suggested,  that  is,  to  increase  the  amount  of  $100,000  to  $500,000 
and  to  be  exempt  from  renegotiation;  also,  the  second  amendment 
about  the  reports  desired  to  be  submitted. 

Are  you  prepared  to  express  an  opinion  as  to  how  many  contracts 
that  would  let  out  of  renegotiation? 

Mr  Patterson.  Those  would  be  the  contractors  with  an  annual 
business  with  the  War  Department  between  $100,000  per  annum  and 
$500,000  per  annum,  because  all  imder  $100,000  per  annum  are 
already  out. 

Mr.  Cooper.  Yes.  ,   .     , 

Mr.  Patterson.  I  think  the  esthnate  I  have  heard  is  between 
3,000  and  4,000,  I  understand. 

Mr.  Cooper.  Between  3,000  and  4,000  contractors,  contractors 

that  would  be  let  out? 

^Tr  Pattf'rson    Y^es 

Mr!  Cooper.  We  have  understood  all  through  this  consideration 
that  one  contractor  may  have  more  than  one  contract,  but  that 
would  let  out  between  3,000  and  4,000  contractors  from  renegotiation. 

Mr.  Patterson.  That  is  the  estimate. 

Mr.  Cooper.  I  thank  you. 

The  Chairman.  Mr.  Knutson. 

Mr.  Knutson.  Mr.  Secretary,  I  am  sorry  that  I  was  not  here  to 
hear  your  statement  yesterday,  but  I  was  confined  to  my  home  by 
ilhiess. 

However,  I  have  read  your  statement  quite  carefully.  Mr.  Cooper 
interrogated  you  on  the  delegation  of  power.  As  I  understand  it,  the 
power  to  renegotiate  was  vested  by  the  President  in  the  Secretary. 

Mr.  Patterson.  By  Congress,  by  the  act. 

Mr.  Knutson.  It  was  vested  in  the  appropriate  Secretary. 

Mr.  Patterson.  It  was  not  vested  in  the  President.  It  was 
vested  directly  by  Congress  in  the  Secretary  and  the  Chairman  of  the 
Maritime  Commission. 

Mr.  Knutson.  They  in  turn  tiu-ned  it  over  to  Under  Secretanes; 

is  that  right? 
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Mr.  Patterson.  Yes,  to  me  in  the  War  Department,  Under 
Secretary  Forrestal  in  the  Navy  Department.  I  do  not  know  about 
the  Maritime  Commission.     I  think  Admiral  Land  still  has  it. 

Mr.  Knutson.  The  Army  and  the  Navy  are  the  two  biff  buver^s? 

Mr.  Patterson.  Yes.  ^ 

Mr.  Knutson.  The  Secretaries  in  turn  turned  it  over  to  Under 
Secretaries,  and  they  in  turn  turned  it  over  to  price  adjustment  boards? 

Mr.  Patterson.  Under  his  supervision,  yes. 

Mr.  Knutson.  And  they  in  turn  turned  it  over  to  field  renre- 
sentatives?  ^ 

Mr.  Patterson.  In  a  measure. 

Mr.  Knutson.  Can  you  tell  us  who  in  turn  they  have  turned  it 
over  to? 

Mr.  Patterson.  That  is  only  true  in  a  measure. 

Mr.  Knutson.  I  understand. 
•  ^^t  PATTERSON.  They  keep  their  hand  on  the  work,  but  the  actual 
job  of  assemblmg  matenal  and  making  field  contracts  is  as  you  stated 

Mr.  Knutson.  In  other  words,  then,  that  becomes  Government  by 
delegated  power. 

Mr.  Patterson.  That  is  right. 

Mr.  Knutson.  You  stated  this  morning,  I  believe,  that  you  have 
full  knowledge  of  only  two  renegotiations? 

Mr.  Patterson.  That  is  right. 

Mr  Knutson.  How  do  you  reconcile  that  statement  with  the 
fact  that  you  just  said  you  kept  your  hands  on  all  these  renegotiations? 

Mr.  Patterson.  No;  I  did  not  say  I  kept  my  hands  on  all  these 
cases.  I  do  not  know  any  thing  about  a  great  many  cases.  I  know  all 
about  the  policies  because  they  are  not  arrived  at  except  after  dis- 
cussion with  me,  and  I  set  them.  I  know  about  the  over-all  work  of 
the  Board.  I  could  not  possibly,  myself,  conduct  all  the  cases  without 
assistance.  I  just  could  not  do  it.  No  work  would  go  forward  that 
way,  and  that  is  not  pecuhar  to  renegotiation.  That  is  true  concem- 
mg  everything  else  in  the  War  Department. 

Mr.  Knutson.  How  would  you  feel,  Mr.  Secretary,  if  you  were  in 
the  manufacturing  business  and  filing  contracts  or  about  to  bid  on  a 
contract  with  the  Government,  a  large  contract  that  might  make  or 
break  you,  and  before  you  bid  you  knew  that  that  contract  would  be 
subject  to  approval  or  disapproval  by  someone,  you  knew  not  whom— 
he  might  be  a  defective  with  poHtical  pull,  he  might  be  a  pink  who  did 
not  believe  m  the  profit  system,  he  might  be  a  good  many  things- 
how  would  you  feel  if  your  fate  was  going  to  rest  in  such  a  man's 
hands? 

Mr.  Patterson.  That  has  always  been  true.  It  is  true  right  today. 
It  has  been  true  all  along  of  the  original  job  of  placing  contracts,  or 
what  we  call  procurement.  The  contract  is  made  in  most  cases  by 
negotiations  between  the  contracting  officer,  of  the  Ordnance  Depart- 
ment and  the  producer.  It  is  not  made  as  a  general  rule  by  General 
Campbell,  Chief  of  Ordnance,  or  General  Somervell,  or  by  me,  al- 
though the  poHcies  under  \^  hich  that  contract  is  made  are  set  by  Gen- 
eral Campbell,  General  Somervell,  and  myself. 

Mr.  Knutson.  Your  statement,  Mr.  Secretary,  contains  two  very 
serious  indictments  that  I  think  should  be  called  to  the  attention  of  the 
district  attorney  as  well  as  of  Congress. 

Mr.  Patterson.  I  do  not  know  what  they  are. 


Mr.  Knutson.  I  will  refresh  yom-  memory.  If  you  will  turn  to 
pa^e  2  of  your  statement  to  the  committee,  paragraph  2. 

Mr.  Patterson.  Yes. 

Mr.  Knutson.  Now,  how  in  the  world  do  they  ever  come  to  enter 
into  such  contracts  where  there  is  a  500-percent  profit? 

Mr.  Patterson.  These  were  cases  presented  to  the  House  Naval 
Affairs  Committee  last  summer. 

Mr.  Knutson.  They  had  previously  been  negotiated  with  the 
Procurement  Division.  We  are  not  interested  in  the  House  Naval 
Affairs  Committee.  • 

Mr.  Patterson.  These  cases,  whether  they  are  War  Department 
cases  or  Navy  Department  cases,  I  do  not  know. 

Mr.  Knutson.  You  cite  them.  Certainly  you  would  not  cite  cases 
you  do  not  know  anythmg  about. 

Mr.  Patterson.  I  just  know  what  was  developed  before  the  House 
Naval  Affairs  Committee. 

Mr.  Knutson.  Were  you  not  sufficiently  interested  to  know 
whether  they  were  in  your  own  Department  or  in  some  other  depart- 
ment? ,  TWT  XN 

Mr.  Patterson.  I  am  informed  that  they  are  Navy  Department 
cases. 

Mr.  Knutson.  All  right. 

Mr.  Patterson.  But  I  do  not  make  any  point  of  that. 

Mr.  Knutson.  You  certainly  do.  You  introduced  it  in  your  state- 
ment. 

Mr.  Patterson.  I  did  not  make  any  point  of  the  fact  that  they 
were  Navy  rather  than  War  Department  cases. 

Mr.  Knutson.  No,  no,  no;  the  effect  on  the  taxpayer  is  the  same. 

Mr.  Patterson.  We  have  got  cases  just  as  bad  in  our  own  depart- 
ment. 

Mr.  Knutson.  All  right.  Now,  you  say  that  the  net  worth  of  this 
company  as  of  June  30,  1940,  was  $956,000.  That  was  1940,  before 
Pearl  Harbor. 

Mr.  Patterson.  Which  case  is  that? 

Mr.  Knutson.  I  am  talking  about  the  one  on  page  2. 

Mr.  Patterson.  There  are  two  here,  the  first  case? 

Mr.  Knutson.  The  first  case,  second  paragraph. 

Mr.  Patterson.  Yes. 

Mr.  Knutson.  Do  you  know  whether  this  company  expanded 
their  plant  facilities  or  capital  structure  since  we  got  into  the  war  in 
order  to  take  care  of  these  contracts? 

Mr.  Patterson.  I  do  not  know  anything  about  these  cases  except 
the  facts  covered  in  these  paragraphs. 

Mr.  Knutson.  That  is  most  amazing,  that  you  use  them  as  examples 
and  yet  you  do  not  know  anything  about  them. 

Mr.  Patterson.  I  know  these  figures,  these  facts.  These  facts 
were  developed  before  another  committee. 

Mr.  Knutson.  All  right,  then.     I  will  not  press  that  any  further. 

I  see  that  you  do  not  know  anything  about  it.  Let  us  go  on  to 
something  else. 

Mr.  Patterson.  I  did  not  admit  that. 

Mr.  Knutson.  You  said  you  did  not  know  anything  about  it,  and 
I  know  you  are  a  truthful  man,  and  I  am 
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am  willing  to  take  your  word  for 
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Mr.  Patterson.  All  right.    Let  it  go. 

Mr.  Knutson.  Who  appoints  these  procurement  boards? 

Mr.  Patterson.  I  do  not  know  what  you  mean  by  procurement 
boards. 

Mr.  Knutson.  Boards  that  enter  into  these  contracts. 

Mr.  Patterson.  No  boards  do. 

Mr.  Knutson.  I  stand  corrected;  procurement  officers.  Who 
appoints  them? 

Mr.  Patterson.  The  War  Department  appoints  them. 

Mr.  Knutson.  Well,  that  is  a  pretty  big  institution. 

Mr.  Patterson.  Well,  of  course,  they  are  commissioned  in  the 
various  services ;  they  are  commissioned  in  the  Ordnance  Department 
the  Quartermaster  Corps,  and  the  Signal  Corps. 

Mr.  Knutson.  Who  selects  them? 

Mr.  Patterson.  Oh,  quite  a  variety  of  ways.  Some  of  them  are 
graduates  of  the  officers'  candidate  school;  they  come  up  from  the 
ranks;  some  of  them  have  been  in  the  Regular  Army  for  years;  some 
of  them  come  in  from  civilian  life  as  a  result  of  recruiting  done  by  a 
branch  of  The  Adjutant  General's  Office,  and  in  most  cases  pass  the 
scrutiny  of  the  Craig  Board. 

Mr.  Knutson.  Are  they  selected  haphazardly? 

Mr.  Patterson.  I  do  not  think  so. 

Mr.  Knutson.  Who  selects  them? 

Mr.  Patterson.  They  are  selected  in  a  variety  of  ways. 

Mr.  Knutson.  Well,  can  we  not  get  down  to  a  central  nerve 
structure  and  find  out.  Reversing  this  delegation  of  power,  let  us 
get  to  who  appoints  them. 

Mr.  Patterson.  I  can  give  you  an  exhaustive  statement  of  the 
ways  in  which  officers  of  the  Army  receive  commissions.  I  can  do 
that  orally,  I  believe,  but  I  might  omit  one  or  two  ways. 

Mr.  Knutson.  I  am  not  interested  in  conmiissioning  of  officers. 
I  am  interested  in  knowing  who  enters  into  these  contracts. 

Mr.  Patterson.  That  is  how.     They  are  contracting  officers. 

Mr.  Knutson.  Appointed  by  whom? 

Mr.  Patterson.  Under  the  supervision  of  the  Chief  of  Ordnance, 
the  Quartermaster  General,  and  assigned  to  duties  by  them.  The 
man  may  be  an  Infantry  officer  transferred  to  the  Ordnance  Depart- 
ment. 

Mr.  Knutson.  Who  appoints  the  Chief  of  Ordnance? 

Mr.  Patterson.  The  President. 

Mr.  Knutson.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Lynch. 

Mr.  Lynch.  Mr.  Secretary,  of  course  you  know  no  matter  where 
you  stand,  as  a  part  of  the  administration,  you  would  still  be  wrong 
m  the  eyes  of  some  people.    You  appreciate  that. 

Now,  this  morning  you  gave  a  few  brief  minutes  to  your  travels  in 
the  South  Pacific  and  you  spoke  of  the  high  morale  of  the  troops  while 
the  committee  was  gathered  here.  I  wonder  if  you  were  before  a 
similar  gathering  of  troops  again  in  the  South  Pacific,  if  you  were 
before  them  and  you  told  them  about  these  excessive  profits  that  have 
been  made,  taking  into  account  this  company  that  has  been  so  badly 
treated,  the  Warner-Swasey  Co.,  and  showed  that  their  profits  had 
gone  up  from  $1,900,000  for  the  base  years   1936   to   1939  up  to 


$20  096,000  before  taxes  in  1942,  and  you  took  a  couple  more  exam- 
nles  about  the  man  with  a  net  worth  of  $600,000  who  made  a  profit 
jn  1  year  on  that  of  $700,000,  and  of  the  men  who  have  had  their 
salaries  increased  from  $12,000  a  year  to  $75,000  and  to  $100,000 
and  more,  do  you  think  if  you  recited  those  facts  to  that  group  of 
soldiers  that  their  morale  would  be  as  high  after  you  told  them  about 
it  as  before? 

Mr.  Patterson.  I  do  not  think  so. 

Mr.  Lynch.  Do  you  not  think  that  when  your  organization  haa 
brought  to  the  United  States  Treasury,  either  directly  or  indirectly, 
by  reason  of  your  renegotiations  some  $2,000,000,000  and  the  Navy 
bv  reason  of  renegotiation  has  reduced  costs  to  an  amount  of  $1,300,- 
000,000,  making  a  total  of  approximately  $4,000,000,000,  do  you  not 
think  that  the  Renegotiation  Act  has  worked  pretty  well  msofar  as 
those  one-thu-d  cases  that  have  thus  far  been  renegotiated? 

Mr.  Patterson.  Yes. 

Mr.  Lynch.  You  realize  that  the  $4,000,000,000  that  I  have  ]ust 
mentioned  is  about  27  percent  of  the  goal  of  the  present  War  bond  drive. 
Do  you  realize  that? 

Now,  I  think  that  you  have  done  a  splendid  job. 

Mr.  Secretary,  do  you  not  see  any  distinction  between  pricing  and 

Mr.  Patterson.  Yes.     I  do  not  think  this  has  anything  to  do  with 

taxing  at  all.  ,       i  i       i       j 

Mr.  Lynch.  Is  this  not  a  method  that  has  been  used  and  developed 

in  your  Department  and  the  other  departments  to  arrive  at  what  are 

fair  prices  that  the  Govermnent  should  pay  for  the  material  that  it 

buys? 

Mr.  Patterson.  It  is  entirely  a  question  of  prices. 

Mr.  Lynch.  And  under  those  circumstances,  is  there  any  doubt  m 
your  mind  that  especially  since  the  time  when  the  President  declared 
even  a  limited  emergency,  that  this  act  would  be  perfectly  constitu- 
tional under  those  circumstances? 

Mr.  Patterson.  I  have  no  doubt  of  its  constitutionality. 

Mr.  Lynch.  Now,  as  a  result  of  renegotiation,  have  you  had  any 
falling  off  in  production? 

Mr.  Patterson.  Not  that  I  know  of.    I  do  not  think  that  we  have- 

at  all. 

Mr.  Lynch.  If  there  was  any  falling  off  as  a  result  of  that,  you 
undoubtedly  would  have  heard  about  it  through  your  subordinates; 
is  that  correct? 

Mr.  Patterson.  Yes. 

Mr.  Lynch.  There  have  been  threats,  however? 

Mr.  Patterson.  I  have  heard  people  say  that  it  had  that  effect, 
but  I  do  not  believe  it. 

Mr.  Lynch.  There  have  been  threats  by  some  of  these  manufac- 
turers to  the  effect  that  unless  they  did  not  get  their  profits  as  they 
want  them,  they  would  not  continue  to  manufacture.  Have  you 
beard  of  those? 

Mr.  Patterson.  I  have  not  heard  that. 

Mr.  Lynch.  Did  you  see  that  telegram  of  Mr.  Lincoln  of  the 
Lincoln  Electric  Co.  that  seemed  to  intunate  that  is  what  would 
bappen  in  his  company? 
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Mr.  Patterson.  No.  Of  course,  we  have  power  to  place  orders 
mandatory  orders,  with  anyone  quahfied  to  fill  them  at  prices  to  be 
fixed  by  the  War  Department  with  recom-se  to  the  courts  if  anyone  is 
not  satisfied  with  the  price  so  set  by  the  War  Department. 

Mr.  Lynch.  There  is  no  doubt  in  your  mind,  and  I  loiow  there  is 
no  doubt  in  mine,  that  anybody  who  is  not  satisfied  with  what  the 
War  Department  or  the  Navy  Department  awards  them  as  a  fair 
and  reasonable  fee  can  go  into  court  and  have  their  day  in  court 
Do  you  agree  to  that? 

Mr.  Patterson.  Yes. 

Mr.  Lynch.  Now,  if  you  have  an  exact  formula,  or  if  you  have  a 
standard,  that  would  in  eft'ect  bring  us  back  to  just  exactly  where  we 
do  not  want  to  be,  that  is,  the  cost  plus,  would  it  not? 

Mr.  Patterson.  If  there  could  be  standards  fixed  that  were  work- 
able and  would  fit  all  cases,  I  would  be  glad  to  see  them  set.  I  have 
had  some  of  the  men  in  whom  I  have  the  very  greatest  confidence  try 
to  develop  such  standards,  and  it  seems  clear  as  a  result  of  the  whole 
thing  that  you  could  not  do  it  and  Congress  has  not  done  it  in  case 
after  case,  in  other  laws.  It  has  always  used  the  words  "compensation 
fair  and  just,  prices  fair  and  reasonable."  That  is  what  we  are  trying 
to  do  now. 

Mr.  Lynch.  You  have  heard  a  great  deal  of  crybabying  around  here 
on  the  part  of  industry  and  others  who  are  pampering  industry  to  a 
certain  extent,  in  my  opinion,  with  respect  to  giving  back  their  exces- 
sive profits.  Do  you  know  of  any  instance  where  the  financial 
structure  of  a  company  has  been  so  affected  that  its  continuance  in  war 
work  has  been  impaired  by  reason  of  renegotiation? 

Mr.  Patterson.  No. 

Mr.  Lynch.  That  is  all. 

The  Chairman.  Mr.  Dewey. 

Mr.  Dewey.  Mr.  vSecretary,  I  would  like  to  read  a  paragraph  of 
your  statement  beginning  on  page  25. 

I  might  sum  up  my  views  on  the  subject  of  renegotiation  in  a  few  words.  After 
all  is  said  and  done,  the  fact  remains  that  excessively  high  prices  were  set  in 
many  contracts  for  war  material  entered  into  by  the  War  Department  and  in 
many  subcontracts  entered  into  by  various  prime  contractors.  This  was  not 
the  particular  fault  of  anyone.  The  items  to  be  produced  were  new  in  many 
instances,  and  the  contractors  did  not  know  what  the  manufacturing  costs  would 
come  to.  In  other  cases  the  item,  though  not  new,  had  never  been  produced  in 
large  quantities,  and  the  economies  to  be  realized  in  mass  production  were  not 
comprehended  when  the  contract  was  made.  Experience  has  shown  that  the 
prices  were  high  and  that  the  contractors  have  made  exorbitant  profits  from  war 
business. 

I  have  here  a  publication  prepared  under  the  supervision  of  the 
Director  of  the  Purchasing  Department  of  the  A.  F.  S.,  August. 
1943,  Army  Services  Forces,  Service  Manual,  M-601,  and  in  regard 
to  the  matter  of  profits,  on  page  25  thereof,  I  am  going  to  read  two 
paragraphs,  the  first  one  of  which  is  as  follows: 

One  of  the  most  important  components  of  price  is  found  in  the  charges  for  profit. 
Although  profits  may  constitute  only  a  small  percentage  of  the  total  price,  they 
have  a  substantial  effect  upon  the  contractor's  incentive  to  reduce  cost.  Because 
of  the  strategic  position  of  profits,  the  general  policy  of  the  War  Department  is 
to  use  profits  as  a  means  to  encourage  increased  production,  higher  eflSciency  and 
lower  costs.  If  profits  are  too  high,  the  contractor's  organization  may  lose  a 
good  part  of  its  drive  to  increase  volume.     The  necessity  for  greater  effort  is 
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Ipssened.     If  the  profit  margin  were  assured  to  the  contractor  regardless  of  what 
the  cost  might  be,  the  usual  measures  that  control  cost  would  be  removed. 

A  Uttle  while  ago  I  was  very  much  interested  in  yoiu*  statement  that 
the  matter  of  profits  was  but  one  of  the  various  items  of  this  whole 
matter  of  providing  the  war's  supplies,  and  that  procurement  was  of 
equal  importance. 

Now,  we  have  been  sitting  here  almost  two  and  a  half  weeks,  and 
until  you  made  that  statement  I  had  not  heard  the  matter  of  procure- 
ment or  prices  brought  up.  It  has  been  all  excessive  profits,  the 
recapture  of  profits,  excessive  profits,  or  losses  by  contractors,  but 
never  pricing,  and  I  would  like  to  ask  now  a  Httle  as  to  what  is  the  type 
of  organization  that  you  have  that  sets  the  prices  on  the  various  items 
that  are  to  be  purchased  by  the  War  Department. 

Mr.  Patterson.  Of  course,  initially,  before  1940,  we  bought  prac- 
tically everything  on  competitive  bid.  Congress  in  1940  very 
wisely  relieved  us  from  the  obligation  of  buying  everything  on 
open  competitive  bids  on  account  of  the  great  need  of  haste  in  the 
equipping  of  the  armed  forces,  and  it  allowed  us  to  do  it,  naake  con- 
tracts by  negotiations  as  well  as  by  open  competitive  bidding.  We 
have  both  systems  now.  In  appropriate  cases  we  still  buy  on  com- 
petitive bid,  but  in  a  large  part  of  our  procurement  of  mimitions— 
well,  like  firearms,  airplanes  and  things  of  that  sort  that  are  not 
standard,  staple  articles,  we  buy  them  on  negotiated  contracts  where- 
by the  contracting  6fficer,  say  he  is  of  the  Ordnance  Department, 
makes  contact  with  the  concern  equipped  to  make  machine  guns. 
They  may  come  in  and  ask  for  a  machine-gun  contract,  or  he  may  go 
to  them,  and  they  arrive  on  a  form — of  course  the  form  is  set,  it  is  a 
printed  form  and  being  printed  it  follows  a  standard  form — and  they 
arrived  at  the  terms  of  that  contract.  They  fill  in  the  provisions  as 
to  the  price,  the  kind  of  delivery,  and  so  forth.  That  is  the  average 
way  that  they  make  a  contract  today. 

On  other  things  of  Quartermaster  procurement  that  are  standard, 
more  in  line  with  civilian  products,  where  there  are  a  number  of 
sources  of  supply  and  it  does  not  require  much  in  the  way  of  unique 
equipment  to  produce  it,  we  still  make  them  on  a  competitive  bid. 

Mr.  Dewey. 'Is  there  any  coordination  between  the  renegotiation 
branch  and  the  procurement  branch  of  the  War  Department? 

Mr.  Patterson.  Yes;  very  close  coordination.  The  Price  Adjust- 
ment Board  keeps  in  touch  with  the  people  who  put  out  that  regulation 
there  that  you  read.  The  Director  of  Procurement  of  the  Army 
Services  Forces,  and  with  a  similar  set-up  in  the  Army  Air  Forces,  and 
then  on  down  in  the  services — the  Ordnance  Department,  all  of  these 
district  offices  where  we  have  price  adjustment  sections  are  primarily 
procurement  offices  with  a  price  adjustment  section  in  them. 

Mr.  Dewey.  I  know  that  you  are  just  spending  much  energy,  and  I 
believe  that  the  whole  department  is,  to  get  people  to  renegotiate.  I 
am  wondering  whether  as  much  thought  and  study  is  given  to  the  pur- 
chasing as  there  is  to  the  renegotiation.  In  other  words,  here  is  a 
company  that  may  have  a  higher  price,  but  through  study  and  care 
is  making  a  saving  of  manpower  and  material.  They  might  be  a  little 
^ligher,  and  their  profit  might  be  a  little  higher  due  to  that  price.  An- 
other concern  might  employ  far  more  manpower  and  be  wasteful  of 
material,  but  have  a  lower  price. 
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Mr.  Patterson.  I  would  like  to  give  you  one  point. 

Mr.  Dewey.  Yes. 

Mr.  Patterson.  The  concern  that  has  the  lower  cost  in  many 
materials  almost  always  quotes  you  a  lower  price,  and  the  price  in 
the  contract  is  generally  lower  although  the  profit  of  that  man  may 
be  higher.  ^ 

-  Mr.  Dewey.  I  know  of  some  cases  where  the  price  is  higher  with 
less  manpower  because  it  means  the  putting  in  of  machinery  which 
I  suppose  is  figured  in  the  cost  of  the  article  produced. 

Mr.  Patterson.  That  is  possible. 

Mr.  Dewey.  In  that  case  you  will  have  a  higher  price,  but  a  very 
much  lower  man-hour  service  and  material. 

Mr.  Patterson.  That  is  possible. 

Mr.  Dewey.  Now,  the  reason  that  I  read  you  the  first  paragraph  of 
vour  summary,  I  am  in  thorough  sympathy  with  the  necessity  of 
having  had  renegotiations  in  1942,  because  just  as  you  well  set  forth, 
there  were  so  many  imponderable  and  unkno^vn  quantities  in  the 
matter  of  getting  into  this  tremendous  production.  I  am  now  won- 
dering whether  in  1943,  or  at  such  a  time  as  can  be  made  operative,  if 
the  procurement  oiSicers  will  not  have  had  sufficient  experience  to 
price  a  little  closer  and  then  to  have  in  each  one  of  the  contracts  a 
reconsideration  of  the  contract  price  after  a  certain  portion  of  the 
contract  has  been  filled;  in  other  words,  in  that  way,  have  a  pre- 
renegotiation  rather  than  a  post-renegotiation. 

Mr.  Patterson.  Well,  we  have  developed  a  form  of  contract  and 
we  tender  it  to  our  contractors  where  they  will  have  a  firm  price.  If 
the  contract  covers  a  year,  there  will  be  a  firm  price  for  the  first  4 
months  and  then  an  adjustment  of  the  price  by  mutual  assent  for  the 
next  4  months,  and  then  another  one  for  the  final  4  months.  Some 
contracts  have  been  made  on  that  basis.  We  think  it  is  a  contract 
fair  to  both  parties  with  a  minimum  of  interference. 

Mr.  Dewey.  Why  cannot  that  be  appHed  to  all  contracts  from  here 
on  in? 

Mr.  Patterson.  A  lot  of  the  contractors  do  not  want  it. 
Mr.  Dewey.  Well,  now  why?    Have  they  expressed  any  reason? 
Mr.  Patterson.  Well,  it  is  different,  and  I  do  not -know  why  they 
do  not. 

Mr.  Marbury.  The  allocations  involved  in  the  determination  of 
unit  costs — when  people  have  a  large  number  of  contiacts,  they 
shrink  from  that.  Then  again  they  have  the  feeling  that  you  follow 
them  down  pretty  close.     Some  of  them  are  taking  it. 

Mr.  Dewey.  I  would  think  it  could  be  shown  to  most  persons— if 
the  testimony  we  received  here  from  a  great  number  of  contractors 
who,  after  the  whole  operation  is  done  and  complete  and  their  sup- 
posed profit  has  been  mostly  expended  to  pay  excessive  profits  tax— 
I  think  it  could  be  shown  to  most  people  it  would  be  to  their  advantage 
to  have  a  continuing  reconsideration  of  what  the  fair  profits  would  be 
rather  than  let  the  matter  hang  over  their  heads  for  at  least  a  year 
after  the  termination  of  the  contract. 

Mr.  Marbury.  We  thought  so  too,  but  the  reception  of  that  idea 
has  not  been  as  enthusiastic  as  you  would  suppose.  Most  of  them 
prefer  one  over-all  renegotiation  once  a  year.  That  is  the  bulk  of 
them  that  prefer  that. 
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Mr.  Dewey.  You  state  here  in  this  M-601  very  definitely  that 
profits  are  the  incentive  to  production  and  save  manpower  and 
various  other  items.  I  would  think  that  a  closer  touch  with  the 
manufacturer  with  pre-renegotiation  would  do  the  job,  and  if  he 
increases  liis  production  and  steps  it  up  he  will  give  lower  prices. 

Have  you  carefully  brought  those  matters  out?  In  other  words, 
are  you  giving  as  much  thought  to  pricing  and  care  to  pricing  as  you 
are  to  renegotiation?  The  law,  I  think,  mentions  excessive  profits. 
Would  you  be  willing  to  put  in  '^close  prices"  in  the  law  instead  of 
"excessive  profits"?  In  other  words,  this  law  seems  to  operate  only  in 
one  way,  to  recapture  what  is  known  as  excessive  profits  rather  than 
to  save  money  for  the  Government  by  lowering  prices. 

Mr.  Patterson.  Most  of  it  is  the  other  way,  Mr.  Dewey.  Most  of 
it  is  reduction  of  prices  on  undelivered  portions  of  contracts.  I  think 
that  statement  attached  to  the  last  page  of  these  remarks  of  mine 
show  that.  It  is  the  last  page,  cash  recoveries,  about  $1,400,000,000 
and  price  reductions — that  means  on  contracts  entered  into  but  on 
which  delivery  and  payments  have  not  yet  been  made — $1,549,000,000. 
I  agree  with  you  it  is  a  matter  of  prices,  but  where  you  do  not  have  the 
setstandards  in  ordinary  times  governed  by  competitive  conditions, 
one  of  the  measures  of  what  is  a  fair  price  is — what  profit  did  it  net 
the  seller.     That  is  where  profits  come  in. 

Mr.  Dewey.  I  agree  with  that  thoroughly,  but  it  seems  to  me  that 
holding  out,  if  you  please,  is  a  natural  thing  and  there  is  nothing 
wicked  in  a  manufacturer  wanting  to  get  a  little  more  if  he  reduces  the 
price  through  his  own  efforts.  It  seems  to  me  that  would  get  the 
job  done  at  less  cost  and  with  greater  efficiency. 

I  would  be  willing  to  go  before  the  boys  in  Guadalcanal  and  tell 
them  that,  and  I  think  they  would  imderstand  it  if  they  thought  that 
they  were  going  to  get  more  munitions.  After  all,  those  boys  are 
going  to  be  coming  back  and  hoping  to  find  the  institutions  of  the 
country  ready  to  receive  them  and  give  them  jobs,  and  I  am  thinking 
that  probably  if  we  had  this  pre-renegotiation  we  might  set  up  adequate 
reserves  in  each  company. 

I  am  not  quite  so  impressed  with  the  figures  that  have  been  read 
this  morning  that  my  colleague  and  very  good  friend  from  Vhginia 
read,  $29,000,000,000  of  reserves  that  would  be  on  hand  in  the  indus- 
try of  this  country  to  rehabilitate  them.  I  would  like  to  know  how 
those  are  divided  up.  I  think  you  will  find  in  the  big  shops,  where 
there  are  probably  adequate  reserves,  but  it  is  the  thousand  and  one 
little  factories,  that  give  the  employment  of  the  country,  they  may 
not  have  those  adequate  reserves  and  it  is  for  that  reason  I  believe  if 
you  could  have  pre-renegotiation  adequate  reserves  for  the  future 
ini?ht  also  be  considered  at  the  same  time. 

Mr.  Patterson.  Here  is  one  point  of  view  that  has  been  presented 
to  me.  Take  an  article,  it  may  be  standard  or  semistandard.  The 
price  paid  now  for  one  reason  or  another,  prdbably  because  of  mass 
production,  yields  a  high  profit  to  the  producer.  The  producer  would 
prefer  to  sell  that  at  that  price  and  be  renegotiated  out  of  a  part  of  it 
rather  than  reduce  that  price.  That  is  a  fairly  common  attitude. 
He  would  rather  have  a  renegotiation  than  a  reduction  in  that  price 
in  the  first  instance  so  that  there  would  not  be  any  renegotation. 
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The  reason,  I  suppose  is  when  it  comes  down  they  are  afraid  that  after 
the  war  is  over  and  you  have  more  normal  production  volume,  they 
cannot  raise  the  price  up  again  if  they  have  once  reduced  it.  I  suppose 
that  is  it. 

Mr.  Dewey.  It  might  be  that.  I  feel  that  in  the  high  position  of 
authority  that  you  have  over  industry  at  thp  present  time,  there  is  a 
certain  responsibility  on  your  part  and  your  price-fixing  officers  and 
renegotiators  to  also  talk  with  these  people  as  to  the  future,  and  if  they 
take  that  attitude  that  they  would  rather  have  a  huge  sum  renego- 
tiated from  them  and  recaptured  and  leave  them  no  excess-profits  tax 
with  no  post-war  credit,  they  are  going  to  be  in  a  sorry  place,  as  many 
of  them  are. 

Now,  you  take  this  case  of  the  Wamer-Swazie  Co.  I  know  nothing 
about  the  company,  and  these  figures  show  a  rather  big  advance  in 
operation  and  in  earnings,  but  as  I  take  it,  I  think  that  company 
manufactures  largely  rather  heavy  machinery;  does  it  not? 

Mr.  Patterson.  Machine  tools,  and  a  very  excellent  producer  of 
them. 

Mr.  Dewey.  Of  course,  this  war  might  last  for  1  or  2  more  years 
but  that  machinery  will  last  for  30  years.  We  can  go  to  any  plant 
in  the  country  today  and  see  lathes  25  to  30  years  old  being  used. 
In  other  words,  as  was  well  brought  out  by  one  of  the  witnesses,  these 
heavy  purchases  of  machinery  are  going  to  so  fill  the  market  that  I 
do  not  know  where  companies  like  this  are  going  to  find  markets  for 
their  heavy  machinery  and  heavy  tools  for  many  years  to  come. 

Mr.  Patterson.  The  machine-tool  industry  is  likely  to  face  some 
serious  problems  in  the  post-war  period.     I  know  that. 

Mr.  Dewey.  I  am  not  trying  to  offend  or  make  any  statement  at 
all  about  the  recapture  of  the  5K  billion  dollars.  I  do  not  know  any- 
thins:  about  it.  But  if  I  were  that  company  I  would  certainly  like  to 
build  up  a  rather  heavy  reserve  while  I  was  saturating  my  market 
for  the  next  25  years. 

Mr.  Patterson.  Yes. 

Mr.  Dewey.  And  so  I  just  only  say  this,  that  this  company  may 
not  be  placed  in  the  position  of  being  an  evil  doer  because  it  has  made 
big  profits  brought  about  by  a  tremendous  increase  of  sales. 

Mr.  Patterson.  I  never  said  they  were. 

Mr.  Dewey.  There  was  the  implication  made  that  they  were 
pretty  wicked  people. 

Mr.  Patterson.  The  case  was  not  brought  up  by  me. 

Mr.  Dewey.  I  am  not  putting  these  words  in  your  mouth,  but 
there  was  testimony  to  that  effect  here,  and  in  closing  T  would  like  to 
offer  this  suggestion — that  very  considerable  thought  be  given  to  the 
pricing  end  with  the  hope  that  you  can  have  prenegotiation  of  prices 
take  the  place  of  renegotiation  of  contracts,  post  ipso  facto. 

Mr.  Patterson.  I  agree  with  you.  In  no  war  yet  that  I  know  of 
have  we  had  normal  jMices  on  Government  purchases  of  munitions 
for  the  Army  forces.  It  was  not  true  in  the  Civil  War;  it  was  not 
true  in  the  World  War,  and  it  has  not  been  true  in  this  war.  It  seems 
to  be  a  very  difficult  thing  to  arrive  at. 

Mr.  Dewey.  One  thing  more  that  I  neglected,  and  I  do  not  want 
to  take  too  much  time,  but  this  is  an  important  point,  I  beheve. 


Mr  Marbury  is  here,  and  he  and  I  had  a  discussion  on  the  termination 
of  contracts.  I  was  talking  the  other  evening  with  an  individual 
^ho  runs  a  successful  industry  in  Detroit.  He  had  a  37-mm  projector 
cancelation  in  which  he  had,  I  beheve,  about  a  $350,000  cancelation 
item.  In  his  contract  was  a  formula  for  cancelation,  as  I  under- 
stand. The  canceling  authorities  came  in  and  offered  him  $25,000  to 
cancel  a  $350,000  contract.  Then  they  jumped  it  to  $100,000, 
paying  no  attention  whatsoever  to  the  formula  which  he  kept  pointing 
to  in  the  contract,  but  this  was  a  case  of  "take  it  or  go  to  the  Court 
of  Claims."  Well,  I  do  not  know  what  he  has  done.  I  assmne  that 
he  has  thought  that  probably  $100,000  now  would  be  better  than  as 
income  to  his  grandchildren.  I  would  like  to  ask  if  you  are  thinking 
of  that  and  how  you  are  getting  on,  Mr.  Marbury,  and  if  you  are 
going  to  keep  close  to  the  formula  once  it  is  set  up?  Who  can  deviate 
from  a  formula  in  a  contract,  and  by  what  right? 

Mr.  Marbury.  The  formula  in  the  first  place  does  not  give  an 
answer  which  can  be  determined  by  mere  mathematical  process.  The 
formula  calls  for  cost  accounting  determinations,  which  involve  wide 
areas  of  judgment.  In  negotiating  a  settlement — which  is  the  way 
that  termination  settlements  are  made  and  must  be  made  if  they  are 
to  be  done  within  a  reasonable  time  and  time  within  which  we  have 
got  to  make  them  if  industry  is  to  get  the  money  to  reconvert— the 
negotiated  settlement  is  based  on  the  claim  presented  which  follows, 
under  the  instructions,  the  outline  of  the  formula,  but  there  will,  of 
necessity,  be  room  for  differences  of  opinion,  room  for  trading,  room 
for  a  business  negotiation.  I  cannot  speak  of  a  case,  of  what  happened 
in  a  specific  case,  without  knowing  more  about  it. 

Mr.  Dewey.  It  looks  like  pretty  good  horse  trading  when  they 
start  in  with  an  offer  of  $25,000  and  come  up  to  $100,000  and  the 
other  fellow  is  asking  $350,000. 

Mr.  Marbury.  I  can  give  you  some  general  figures.  In  the  settle- 
ments that  have  been  made  where  the  cases  have  been  carefully  pre- 
pared by  accountants  and  attorneys  who  are  familiar  with  the 
matter,  the  payments  have  reached  pretty  close  to  100  percent  of 
the  amount  of  the  claim.  In  the  bulk  of  the  cases,  in  the  bulk  of 
those  that  have  been  settled,  the  payments  have  aggregated,  I  think 
I  can  say  in  the  whole  of  the  settlements,  75  percent  of  the  claims, 
and  I  can  only  say  that  your  informant  must  have  had  a  very  dif- 
ferent conception  of  what  his  rights  were  under  the  contract  from  that 
which  other  contractors  have  if  he  was  offered  only  one-third  of  what 
he  thought  he  was  entitled  to.     He  is  an  exception  to  the  rule. 

Mr.  Dewey.  I  am  delighted  to  hear  that  is  your  experience  and 
that  is  the  policy,  because  when  we  come  to  the  termination,  that  is 
when  we  are  going  to  build  up  to  the  future  conversions  to  peacetime, 
and  if  we  can  do  that  speedily  and  with  some  liberality  of  thought,  I 
think  it  would  be  helpful  to  all  of  these  companies  in  reestablishing 
themselves. 

The  Chairman.  Mr.  McGranery. 

Mr.  McGranery.  Mr.  Secretary,  one  of  the  things  that  I  hear 
contractors  complain  about  is  the  failure  of  negotiators  to  allow  them 
an  allowance  for  accelerating  depreciation.  Have  you  got  any  thought 
on  that  matter? 
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Mr.  Patterson.  I  do  not  know  what  you  mean. 

Mr.  McGranery.  They  complain  that  the  way  that  they  are  now 
working  their  facilities  perhaps  in  ordinary  times  might  be  workin? 
m  8-hour  shifts.  Now  they  are  going  along  perhaps  all  the  wav 
through.  They  tell  me  they  have  no  future  aUowance  other  than 
for  an  8-hour  shift.  ^ 

Mr.  HiRscH    That  is  not  correct.     They  always  allow  the  fuU 
allowance  the  Treasury  would  allow  and  m  some  instances  more 
Mr.  McGranery.  Do  you  use  as  a  basis  of  standard  the  Treasury 

Mr.  HiRscH.  As  the  standard,  althouj^h  there  have  been  some 
exceptions,  but  no  exception  that  I  know  of  where  it  has  been  less  than 
what  the  Treasury  has  allowed. 

^l'  '"^Jc^K^/ERY.  I  see.  Now,  Mr.  Secretary,  whUe  you  were  away 
on  tlie  battlefronts  we  had  witnesses  appearing  here  who  told  this 
committee  that  the  renegotiation  law  should  be  repealed  and  their 
reason  was  that  it  threw  them  all  out  of  gear;  they  were  not  able  to 
determme  then*  annual  reports  with  any  degree  of  accuracy  Tester 
day  naornmg  I  picked  up  a  publication  called  Post  Outlook.  It  is 
published  by  Standard  &  Poor  Corporation  of  New  York,  and  they 
are  the  largest  mvestment  advisory  company  in  this  country  and  I 
want  to  read  you  what  they  said.  It  is  headed  "Kenegotiation  Altered 
u  ew  xveport/S. 

Most  companies  had  set  aside  ample  reserves  to  cover  settlement  with  Govern- 
ment— few  required  downward  revision  of  reported  net. 

It  goes  on  to  say: 

iQ^  the  officials  handling  renegotiation  make  more  rapid  progress  in  clearing  up 
1942  settlements,  it  is  becoming  possible  to  evaluate  the  effects  of  their  decisions 
(generally  speaking,  they  are  much  less  drastic  than  had  been  feared 

l-ew  companies  have  announced  the  amount  of  the  refund  required  to  the 
Government,  the  majority  contenting  themselves  by  saying  that  such  settlements 
r.Ifff'T^J^  covered  by  reserves  and  that  net  results  as  reported  for  last  year  were 
unaffected.  In  these  instances,  it  h  impossible  to  arrive  at  a  true  figure  for  1942 
net  income;  the  assumption  is  that  it  was  generally  understated 
o^iH?  *;3"^^"^  ^^  cases  renegotiation  wa.s  completed  before  the  annual  reports  to 
fiooi  Ai  ""^  ^**^  -fu^fu^'  forbidding  adjustment  of  results  to  reflect  accurately 
final  settlement  with  the  Government.  In  some  others,  the  results  of  renegotia- 
tion have  been  released  after  publication  of  annual  reports,  and  a  relatively  large 
proportion  of  th^e  few  required  downward  revisions  of  1942  profits.  The  prin- 
T'^l^T^T''!  ^^**  have  so  reported  are  listed  in  the  following  tabulation  which 
™1  J -o. ^^""^  ""^  renegotiation  on  their  net  profits.  The  impression  created  that 
r!^^?f  ^  ^e^"»i«d  a  large  number  of  companies  to  revise  their  earnings 

reports  downward,  however,  is  erroneous.  ^6 

There  is  attached  28  companies  that  show  theu*  reported  net  per 
share,  and  I  am  gomg  to  ask  unanimous  consent,  Mr.  Chairman,  to 
mclude  that  as  a  part  of  the  record. 

The  Chairman.  Without  objection,  it  will  be  included  as  part  of  the 
record. 
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American  Car  &  Foundry.. 

American  Locomotive. - 

Atlas  Powder - 

Auto-Ordnance - 

Bridgeport  Brass - 

Clark  Equipment 

Cleveland  Graphite  Bronze 

Continental-Diamond  Fibre 

Crosley  Corporation 

Crucible  Steel - 

Diamond  T  Motor. .- 

Eaton  Manufacturing 

General  American  Transportation. 

Hercules  Powder 

Kennecott  Copper 

Kingston  Products. 

Marcbant  Calculating  Machine... 
Midvale. 


1942  net  per  share 


As 

reported 


National  Cash  Register 

Noblitt-Sparks - 

Philco  Corporation 

Pittsburgh  Screw  &  Bolt 

Pullman — 

Remington  Arms 

Reo  Motors 

Reynolds  Spring 

L.  S.  Starrett.- 

Weston  Electric  Instrument. 


$12.09 
4.90 
5.90 
1.37 
1.48 
4.12 
4.24 
1.42 
3.54 
7.26 
4.85 
4.95 
3.34 
3.81 
4.51 

.28 
3.29 
6.23 
1.93 
3.63 
1.61 

.65 
3.14 

.42 
85 
16 
9.46 
3.29 


After 
renegotia- 
tion 


2. 
1. 


i$7.28 
3.37 
5.90 
1.37 
1.36 
3.68 
3.94 
1.33 
3.18 
7.26 
4.64 
«4.31 
3.27 
3.81 
4.51 

.22 
2.70 
4.30 
1.83 
3.47 
1.61 

.58 
2.88 

.42 
2.71 

.94 
8.8a 
2.67 


1  Year  ended  Apr.  30, 1942. 

« 64  cents  additional  deducted  from  prior  reserves 


Mr.  McGranery.  That,  Mr.  Secretary,  sort  of  speaks  very  well,  I 
would  say,  for  renegotiation,  coming  from  a  very  reputable  house 
whose  business  it  is  to  evaluate  these  reports.     That  is  all. 

The  Chairman.  Mr.  Reed. 

Mr.  Reed.  You  would  not  tell  me  to  "go  chase  myself"  for  asking  a 
few  questions,  would  you? 

Mr.  Patterson.  No,  sir. 

Mr.  Reed.  You  have  had  quite  an  experience  in  this  renegotiation. 

1  do  not  know  just  how  many  companies;  I  have  forgotten.  Has  there 
been  a  meeting  of  these  negotiators  poolmg  their  experience  so  that 
you  could  possibly  formulate  an  opinion  as  to  the  set  of  principles 
that  you  could  follow?    Have  you  prepared  anything  of  that  kmd? 

Mr.  Patterson.  Yes;  we  have  had  for  montlis  now  meetings  every 

2  weeks  with  the  Navy  and  the  Maritime  Commission  and  more 
recently  the  Procurement  Division  of  the  Treasury  Department. 
Within  the  War  Department  every  few  months  we  have  had  meetings 
where  most  of  the  people  working  on  price  adjustment  work  get 
together.  It  will  be  a  3-day  meeting,  and  they  go  over  the  whole 
business.  The  meetings  are  held  in  Pittsburgh,  Cleveland,  Chicago, 
New  York — some  central  point  where  they  all  gather  and  they  go 
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over  their  problems.  That  work  is  very  well  organized.  Thev  also 
put  out  with  the  Navy  sets  of  principles  which  have  been  commoiilv 
distributed.  A\  e  have  one  called  Joint  Statement,  Principles,  Policies 
Procedures,  and  Instructions,  and  that  is  a  joint  Army-Navy  state 
ment.  \\e  have  a  lot  of  that  material.  I  thought  that  the  com-' 
mittee  was  famdiar  with  it.  ^ 

Mr.  Reed.  I  am  not  I  do  not  know  about  the  other  members  of 
the  committee.     I  think  it  would  be  very  fine. 

Mr.  Patterson.  We  will  send  up  one. 

Mr.  Reed.  I  would  like  to  have  it  as  a  part  of  the  record 

Mr.  Patterson.  Yes. 

Mr.  Reed.  There  is  no  use  putting  that  in  twice  if  it  has  ah-eadv 
been  put  in,  because  the  objective  of  our  work  here,  first,  I  would 
say,  IS  to  see  it  if  is  possible  to  have  standards,  fair  standards  bv 
which  to  arrive  at  your  determination.  Much  has  been  said  that 
no  standards  could  be  fornied,  but  this  in  a  sense  is  working  toward 
that  objective,  is  it  not,  which  is  based  upon  your  experience? 

Now,  1  have  not  looked  this  over,  but  could  vou  tell  me,  does  this 
state  every  factor  you  take  into  consideration  in  measuring  what  a 
man  should  pay  back  to  the  Government? 

Mr.  Pattersont.  What  is  that  booklet  that  you  have  there? 

Mr.  Reed.  1  think  these  are  the  joint  statements 

Mr.  Marbury.  les;  that  is  a  reprint. 

Mr.  Patterson.  It  states  the  chief  factors 

Mr.  Reed  How  far  are  these  applicable,  or  is  that  the  intention, 
tnat  ail  of  these  could  be  apphcable  to  any  firm  that  you  were 
renegotiatmg?  j   u.  ^^ic 

Mr.  Patterson.  I  am  not  familiar  with  that. 

Mr.  HiRscH.  Some  of  these  factors,  undoubtedly,  would  apply  to 
each  arid  every  renegotiation.  There  are  many  factors  that  do  not 
apply  to  certam  renegotiations. 

Mr.  Reed.  Now  has  this  plan  that  you  have  from  time  to  time 
been  placed  m  the  hands  of  the  contractor  or  firm  that  you  are  about 
to  renegotiate? 

Mr.  Macintosh.  Over  30,000  have  been  distributed. 

Mr.  Reed.  They  have  been  distributed  so  that  these  firms  can  read 
wHat  you  have  decided  on  as  a  procedure,  the  information  and  factors 
you  are  gomg  to  consider  in  renegotiating:  is  that  right? 

Mr.  Patterson.  That  is  correct. 

Mr.  Reed  I  want  to  ask  you  now  this  question:  We  have  had 
quite  a  bit  of  testimony  before  us  that  one  of  the  things  that  figured 
in  profit  after  taxes  is  mventory;  is  that  right?  Do  you  take  mto 
consideration  the  inventories  if  the  war  should  suddenly  close  and 
which  would  be  ahnost  worthless  in  figuring  profit? 

Mr.  Patterson.  I  do  not  know. 

Mi.  Macintosh.  Yes.  Inventories  are  one  of  the  risks  that  are 
taken  mto  consideration. 

Mr.  Reed.  Do  you  take  into  consideration  the  character  of  the 
assets  m  the  inventory,  as  to  whether  or  not  a  sudden  cessation  of  the 
^Y^^^xT  r^  ^^^^  practicaUy  bankrupt?  Do  you  do  that? 
.  Mr.  Macintosh.  Yes;  that  is  one  of  the  elements  of  risk  involved 
m  the  business,  the  inventory  and  the  character  of  the  inventory.  It 
Has  to  be  taken  mto  consideration,  whether  it  is  for  a  particular 
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contract,  so  it  will  be  protected  at  the  end  of  the  war  under  the 
termination  provisions  of  the  contract.  That  is  examined  in  each 
individual  case  and  the  facts  ascertained. 

^r.  Reed.  And  of  course  those  people  are  allowed  to  present  testi- 
jnouy  along  that  line? 

Mr.  Macintosh.  Yes. 

Mr.  Reed.  I  had  rather  come  to  the  conclusion  from  the  testimony 
that  that  was  not  always  the  case,  taking  that  into  consideration. 
Is  that  true  in  all  cases? 

Mr.  Macintosh.  That  is  true  in  all  cases. 

Mr.  Reed.  Machine  tools  and  all  ot  these  that  have  come  in  here,  is 

that  right? 

Mr.  Macintosh.  That  is  right. 

Mr.  Reed.  I  want  to  make  sure  about  that.  Do  you  take  mto 
consideration  the  factor,  in  all  of  these  cases,  the  State  taxes  and  the 
local  taxes? 

Mr.  Macintosh.  Those  are  all  allowed  as  deductions  in  full. 

Mr.  Reed.  In  arriving  at  the  profit?  It  has  been  brought  out 
here  in  cross-examination  from  time  to  time  in  a  way  that  seemed 
to  imply  that  industry  is  deliberately  trying  to  avoid  carryuig  their 
just  burden  here.  Do  you  people  feel  that  way  about  it?  Do  you 
feel  they  are  trying  to  avoid  it? 

Mr.  Patterson.  No  they  have  done  a  remarkably  good  job  of 
production,  there  is  no  question  about  that.  They  have  done  a 
remarkably  good  job  on  production,  and  I  think  on  pricing  the  great 
bulk  of  them  are  sound  on  that. 

Mr.  Reed.  Is  this  not  true,  Mr.  Secretary 

Mr.  Patterson.  And  I  think  the  great  bulk  of  them  do  not  resent 
renegotiation,  and  I  think  the  great  bidk  of  them  do  not  want  to  keep 
exorbitant  profits,  but  there  are  some  who  do. 

Mr.  Reed.  Is  this  not  true,  Mr.  Secretary:  In  many  instances  at 
the  start  of  the  war,  and  even  now,  with  the  constantly  shifting  of  the 
type  of  things  that  you  have  to  make,  they  were  encouraged  both  by 
the  Army  and  'the  Navy  to  set  their  prices  high  enough  so  that  they 
would  not  lose;  is  that  not  right? 

Mr.  Patterson.  Well,  they  were  beset  by  the  Army  and  the  Navy 
to  get  into  war  production  as  fast  as  they  could. 

Mr.  Reed.  Without  too  much  attention  to  price;  is  that  not  right? 

Mr.  Patterson.  Price;  that  is  right.  I  would  not  say  that.  We 
did  pay  attention  to  price. 

Mr.  Reed.  I  am  not  reflecting  on  your  procedure  at  all.  It  is 
naturally  human  when  you  are  going  into  war,  the  outcome  of  which 
you  cannot  tell  anything  about  and  you  need  these  things,  why,  the 
question  of  price  is  not  very  important  at  that  time,  is  it? 

Mr.  Patterson.  Speed  of  delivery  and  quality  of  goods  were  the 
principal  things. 

Mr.  Reed.  So  that  these  people  that  voluntarily  gave  back  millions 
and  were  renegotiated  were  not  out  to  hinder  the  war  effort,  were  they, 
at  all?    They  were  not  trying  to  make  big  war  profits  out  of  the  war? 

Mr.  Patterson.  I  do  not  think  the  bulk  of  them  were.  I  think 
^^^  bulk  of  them  are  contented  when  it  is  established  the  profits  are 
^xorbitant.  The  bulk  are  content  to  pay  them  back — the  excess 
nack.     It  is  not  true  at  all.     Some  resent,  of  coui-se. 

i>n621— 4.3 57 
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Mr.  Reed.  Mr.  Secretary,  I  believe  for  the  good  of  the  country  as  i 
a  whole,  fighting  as  we  all  are  for  the  "four  freedoms'' — and  2  dozen 
more  now,  they  are  coming  in  day  by  day,  these  various  freedoms! 
that  we  are  fighting  for — I  still  repeat  it  would  be  a  fine  thing  when 
your  groups  are  meeting,  as  one  of  the  factors  to  make  sure  that 
there  is  no  arrogance  or  bearing  down  unnecessarily  on  these  people 
It  has  a  very  bad  reaction,  and  we  do  not  want  to  get  any  such  feeling 
as  that  in  this  country.  There  has  been  enough  of  class  hatred 
developed  from  time  to  time  in  this  country,  and  we  had  better  elim- 
inate  it  and  get  complete  unity  and  harmony  of  effort  in  all  of  these 
things. 

Mr.  Patterson.  I  would  like  to  point  out  just  one  thing.  There 
were  some  remarks  made  this  morning  about  the  contracting  officers, 
that  they  must  be  awfully  ignorant  to  allow  such  high  prices  in  the 
first  instance.  Some  of  the  highest  prices  we  have  found,  and  the 
greatest  need  for  renegotiation,  is  on  subcontracts  where  the  prime 
contractor's  contracting  people  set  the  prices  and  not  the  Army 
contracting  officers,  and  apparently  they  went  all  cockeyed  on  the 
prices. 

Mr.  Reed.  I  said  nothing  about  that,  but  I  noticed  here,  in  the 
early  part  of  your  statement,  in  one  of  your  recommendations  that 
interested  me,  that  that  was  one  of  your  difficulties,  following  up 
these  subcontracts  and  locating  them. 

Mr.  Patterson.  Just  how  do  you  propose  to  do  that? 

Mr.  Reed.  If  we  can  get  that  filed  report  here  that  wo  want,  that 
will  do  it.  That  will  be  of  great  assistance  in  locating  the  important 
subcontractors. 

Mr.  Reed.  Now,  you  have  no  way  of  locating  them? 

Mr.  Patterson.  We  do  our  best. 

Mr.  Reed.  It  is  not  very  satisfactory? 

Mr.  Patterson.  This  will  be  far  better. 

Mr.  Reed.  That  is  all. 

The  Chairman.  Mr.  Wasielcwski. 

Mr.  Wasielewski.  Mr.  Secretaiy,  generally  speaking,  it  is  con- 
ceded that  we  are  all  opposed  to  having  any  one  making  excessive 
profits  from  the  war.  Do  you  believe  it  is  fair  and  equitable  to  have 
the  renegotiation  limited  only  to  the  War  Department,  the  Navy 
Department,  the  Maritime  Commission  and  the  several  agencies  of 
the  Reconstruction  Finance  Corporation  when  there  are  countless 
other  Government  agencies  that  are  purchasing  materials  used  in 
the  war  effort  or  that  are  purchased  for  other  agencies  directly  con- 
nected with  the  war? 

Mr.  Patterson.  I  do  not  know  of  any  big  volume  of  purchases  by 
anybody  else. 

Mr.  Wasielewski.  I  understand  that  the  Department  of  Agi'icul- 
ture  is  going  to  make  over  three  billion  dollars  worth  of  purchases 
during  the  next  fiscal  year;  that  is  to  go  to  several  war  agencies. 

Mr.  Patterson.  That  is  all  food,  is  it  not? 

Mr.  Wasielewski.  I  am  informed  that  they  have  engaged  in 
setting  up  various  food  processing  plants,  like  dehydration  plants  and 
the  like,  and  they  have  put  in  all  the  money  to  set  up  the  plants, 
then  put  somebody  in  to  run  the  plants,  and  these  processors,  I 
imderstand,  have  been  making  tremendous  profits. 

Do  you  not  think  it  advisable  to  amend  this  act  to  bring  some  of 
these  other  agencies  into  this  picture? 


Mr,  Patterson.  I  do  not  know  enough  about  their  situation  to 
have  a  worth-while  opinion  of  it.  ,  •         / 

Mr.  Wasielewski.  In  another  instance— in  the  expansion  of 
some  war  agencies,  large  quantities  of  furniture  and  the  like  were 
purchased,  and  I  understand  the  profits  were  tremendous  too,  and 
there  was  no  renegotiation.  ,      t^ 

Mr  Patterson.  That,  I  assume,  would  be  covered  by  the  Pro- 
curement Division  of  the  Treasury  Department,  which  is  akeady  a 

renegotiating  agency.  .     .    ,       ii    i  i 

Mr.  Wasielewski.  It  is  all  dependent  whether  it  is  handled  by 
the  Treasury  or  not  as  to  whether  it  would  be  covered?     Some  of 
these  are  handled  by  departments  that  are  not  covered  by  renegotia- 
tion in  order  to  get  away  from  renegotiation. 
Mr.  Patterson.  That  might  be. 
Mr.   Wasielewski.  Possibly  something  could  be   done   in   that 

sphere. 

Mr.  Patterson.  Yes. 

Mr.  Wasielewski.  Thank  you. 

The  Chairman.  Mr.  Disney. 

Mr.  Disney.  Mr.  Secretary,  on  the  subject  of  forgiveness  of  75 
percent,  I  want  to  discuss  that  with  you  for  a  moment.  Do  you 
know  what  percentage  of  war  contractors  and  subcontractors  who 
are  subject  to  renegotiations  are  individuals  or  partnerships? 

Mr.  Patterson.  No;  I  do  not. 

Mr.  Disney.  Can  that  be  acquired  and  put  in  the  record? 

Mr.  Patterson.  I  think  an  estimate  could  be  made  of  that. 

(The  following  information  was  supplied  for  the  record  by  Mr. 

Patterson:) 

Out  of  2,147  contractors  with  which  the  War  Department  has  completed 
renegotiation  proceedings  1,890,  or  88  percent  were  corporations  and  257,  or 
12  percent,  were  partnerships,  proprietorships,  joint  ventures,  or  individuals. 

Mr.  Disney.  Those  are  not  corporations,  but  partneiships  and 

individuals. 
Now,  do  you  give  any  credit  for  75  percent  for  forgiveness  of  1942 

taxes  on  those  individuals? 

Mr.  Patterson.  I  do  not  know  anything  about  that. 

Mr.  Disney.  I  did  not  suppose  that  you  had  gotten  to  those  details. 
One  of  the  employees  of  the  Board  told  me  rather  laughingly,  he  said, 
"We  personally  do  cut  them  deep  on  that.  We  do  not  make  any 
allowance  for  that  75-percent  forgiveness."  Those  were  just  his 
words,  and  I  wanted  to  bring  it  before  you. 

Mr.  Macintosh.  I  suggest  that  we  file  a  statement  of  policy  on  that 
score  with  the  Board.  It  is  very  comphcated,  but  the  effect  of  it 
may  very  wall  be  that  there  is  no  credit  given  with  respect  to  1942 
income  where  there  are  no  taxes  on  1942  income. 

Mr.  Disney.  Substantially,  you  do  ignore  it? 

Mr.  Macintosh.  Yes. 

Mr.  Disney.  And  you  ignore  the  postwar  credit  we  passed  in 
October,  the  excess-profits  law,  and  the  loss  cany-back? 

Mr.  Macintosh.  If  there  is  to  be  a  credit  by  virtue  of  those  taxes 
which  are  not  paid,  it  will  be  necessary  for  Congress,  as  we  see  it, 
to  provide  for  that  credit.  The  credit  at  the  present  time  provides 
^or  taxes  on  the  period  being  renegotiated. 
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Mr.  DiSNi;Y.  I  mean  to  illustrate  the  jiunble  that  we  are  in  here 
You  Ignore  the  excess-profits  tax,  the  loss  carry-back  and  the  post 
war  refund.     It  is  a  jumble  and  it  needs  some  working  over. 

Now,  Judge,  you  said  that  you  struggled  around  to  find  a  formula 
and  abandoned  the  idea;  you  could  not  figure  that  you  could  find  a 
formula  for  reaching  the  excess  profits.  Why  did  you  seek  th^ 
formula?  "  ^ 

Mr.  Patterson.  If  you  could,  define  a  good,  feasible  standard. 
Mr.  Disney.  It  would  be  good  government. 
Mr.  Patterson.  It  would  simphfy  the  work  a  great  deal. 
Mr.  Disney.  It  would  be  good  government. 

Mr.  Patterson.  If  you  got  a  yardstick,  it  would  be  much  easier 
to  apply  it. 

Mr.  Disney.  AU  right.  In  the  lighter  vein  for  a  httle  bit,  Mr 
Cooper  asked  you  very  profoundly  and  suggested  that  there  are  those 
who  profess  that  excessive  profits  should  be  recaptured,  but  when  you 
come  to  actually  doing  it,  they  are  finding  excuses,  and  you  very 
obligingly  agreed  with  him  there.  Since  you  have  sought  a  formula 
you  do  not  mind  other  folks  looking  for  a  formula,  do  you?  ' 

Mr.  Patterson.  No;  but  our  lack  of  success  in  getting  one  that 
would  fit  cases  and  not  complicate  things  undoubtedly  would  lead  me 
to  think  that  probably  none  exists. 

Mr.  Disney.  All  right.  Now,  will  you  put  into  the  record  some 
discussion  of  your  system  of  progressive  payments?  I  understand  you 
h^ve  a  system  of  progressive  payments  and  repricing  at  intervals 
Will  you  put  that  in  the  record.     I  am  anxious  to  read  that. 

Mr.  Patterson.  Yes. 

Mr.  Disney.  Now,  you  say  that  Warner-Swazie  has  to  be  renego- 
tiated again? 

Mr.  Patterson.  Not  agam.  Of  course,  they  make  machine  tools, 
and  a  great  many  were  sold  to  defense  plant  corporations  by  the 
equippmg  of  the  plant  erected  by  the  Defense  Plant  Corporation  by 
Jesse  Jones.  That  was  renegotiable  busmess,  as  far  as  we  were 
concerned. 

Mr.  Disney.  I  understand. 

Mr.  Patterson.  We  object  to  a  part  of  the  profits  attributable  to 
sales  niade  to  the  Army  and  the  Navy  and  maybe  the  Maritime 
Commission. 

Mr.  Disney.  I  had  the  impression  the  Department  that  was  rene- 
gotiated had  the  majority  of  the  business. 

Mr.  Patterson.  Generally,  that  is  so.  This  one  came  to  the  War 
Department,  and  we  handled  the  renegotiable  business  that  company 
had.     We  left  out  the  business  they  did  with  Jesse  Jones. 

Mr.  Disney.  In  how  many  instances  have  you  revised  upward  on 
contracts? 

Mr.  Patterson.  Very  few. 

Mr.  Disney.  In  these  cases,  have  you  taken  into  consideration 
what  stockholders  would  pay— taxes  on  distributed  dividends? 

Mr.  Patterson.  No. 

Mr.  Disney.  Do  you  give  consideration  to  that? 

Mr.  Patterson.  No. 

Mr.  Disney.  Will  you  put  into  the  record  a  discussion  of  vour  plans 
for  termination  of  contracts? 

Mr.  Marbury.  That  will  take  a  lot  of  time. 

Mr.  Disney.  You  have  formulated  a  policy,  have  you  not? 
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I^lr.  Marbury.  Yes. 

Mr   Disney.  That  is  aU. 

The  Chairman.  There  was  a  bill  introduced  some  time  ago—-- 

Mr  Disney.  If  I  left;  the  impression  that  I  wanted  you  to  forgive 
that  75  percent,  that  was  not  my  thought  at  all.  I  proposed  that 
idea  when  it  was  first  here  in  the  committee  and  on  the  floor.  1  bad 
another  object  in  calling  it  to  your  attention. 

The  Chairman.  There  is  one  amendment  to  the  act  that  you 
nroDOse  one  recommendation  that  contracts  of  $500,000  and  less  be 
excluded  from  renegotiation.  Would  that  mean  contracts  made 
hereafter,  or  would  that  be  retroactive?  i    .    *u  i. 

Mr  Patterson.  I  think  we  recommended  yesterday  that  that 
apply  to  all  contracts;  contractual  business  renegotiated  after  1942. 

The  Ch  \irman.  That  you  entered  into,  or  renegotiated? 

Mr  Patterson.  Business  done  after  1942.  That  was  not  the 
text  of  the  biU,  but  the  opinion  of  the  Price  Adjustment  Board  people 
is  that  we  have  concluded  so  much  of  the  1942  busmess  that  we  believe 
that  for  the  1942  business  we  should  stick  to  the  present  basis  of 
$100  000  minimum,  and  that  beginning  with  the  1943  transactions, 
we  should  take  the  $500,000. 

The  Chairman.  1943,  and  all  subsequent  contracts? 

Mr.  Patterson.  Yes.  . 

The  Chairman.  Are  any  of  the  1943  contracts  now  m  the  process  of 

renegotiation?  _    ,    , ,  e  •  i. 

Mr.  Macintosh.  Very  few.     Probably  none  of  any  importance. 

The  Chairman.  Not  enough  to  comphcate  the  matter? 

Mr.  Patterson.  No,  sir.  ,  ,      .,  t 

The  Chairman.  If  the  contract  is  already  under  the  process  ot  re- 
negotiation in  1943  and  w^e  make  it  effective  January  1,  1943,  what 
would  become  of  those  contracts  now  in  the  process  of  renegotiation^ 

Mr  Macintosh.  The  1942  business  would  be  renegotiated  with 
respect  to  all  of  these  contractors  between  $100,000  and  $500,000. 
They  would  be  renegotiated  on  their  1942  business.  The  proposal  is 
that  since  a  large  number  of  them  have  already  been  renegotiated 

The  Chairman.  But  not  on  their  1943  business. 

Mr.  Macintosh.  Not  on  their  1943  business. 

The  Chairman.  I  just  wanted  to  get  that  matter  cleared  up. 

It  has  been  admitted  here  that  there  have  been  excessive  profats 
made.  That  has  been  admitted  by  all  parties,  and  this  law  is  for  the 
purpose  of  correcting,  or  preventing  the  contractors  from  makmg  ex- 
cessive profits  on  these  war  contracts.  The  law  is  necessary  and  there 
have  been  excessive  profits  made.  The  only  question  is,  whether  or 
not  the  procedure  followed  in  determinmg  the  excessive  profits  has 
dealt  fairly  with  those  who  have  been  renegotiated. 

Some  contractors  have  already  come  in  voluntarily,  have  they  not, 
and  refunded  money  or  reduced  the  price? 

Mr.  Patterson.  Yes.  i_  i. 

The  Chairman.  That  at  least  showed  the  willingness  on  the  part 

of  some  contractors.  ,    ,    .        •       v  ^ 

Mr.  Patterson.  Some  had  voluntarily  reduced  their  prices  before 

the  law  was  passed  at  all.  ^        j- j 

The  Chairman.  Generally,  did  that  satisfy  the  Government,  or  did 
they  want  a  further  reduction,  more  than  the  contractor  was  wilhng 
to  make? 
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Mr.  Patterson.  I  think  in  most  cases  they  agreed — the  Govern- 
ment  and  the  contractor. 

The  Chairman.  Well,  now,  vice  versa.  Perhaps  there  are  some 
contractors  that  took  contracts  too  low  and  lost  money.  Have  there 
been  such  instances? 

Mr.  Patterson.  I  think  very,  very  few. 

The  Chairman.  Very  few? 

Mr.  Patterson.  Very  few. 

The  Chairman.  Well,  have  there  been  any  cases  where  the  Govern- 
ment has  voluntarily  increased  the  price  when  they  foimd  it  was  too 
low? 

Mr.  Patterson.  No;  except  where  there  were  a  few  where  it  looked 
as  if  the  contractor  was  going  to  go  broke. 

The  Chairman.  Would  you  wait  until  he  went  broke  before  you 
would  help  him? 

Mr.  Patterson.  In  most  cases,  with  our  needing  the  goods,  we 
upped  the  price  in  order  to  get  the  goods. 

The  Chairman.  I  was  wondering  if  there  was  not  some  case  where 
the  contractor  had  lost  money,  on  account  of  making  a  contract  that 
was  too  low. 

Mr.  Patterson.  There  have  been  some. 

The  Chairman.  If  so,  would  the  Government  step  in  Hke  the 
contractor  has  done  in  some  cases?  Has  the  Government  ever  said, 
"We  have  heard  that  you  have  lost  money.  You  have  not  made  a 
reasonable  profit.  We  think  that  we  ought  to  increase  your  contract 
price"? 

Mr.  Patterson.  We  are  not  in  general  renegotiating  those  con- 
tracts except  in  the  classic  case  that  I  just  referred  to,  or  where  the 
contract  provides  for  it. 

The  Chairman.  That  is  a  satisfactory  answer  to  me. 

Mr.  Alvord  discussed  this  matter  and  I  would  like  to  see  what  you 
say  about  it.  That  is,  in  case  the  contractor  feels  he  has  been  called 
upon  to  refund  too  much  money,  that  the  decision  is  unfair  to  him 
and  he  wants  to  get  into  court  Mr.  Alvord  stated,  if  I  understood  him 
correctly,  that  the  only  issue  he  would  have  was — not  "Do  you  owe  this 
amount  of  money  that  the  Government  has  found  that  you  owe 
by  renegotiation,"  but,  "have  you  been  found  to  owe  this  amount  of 
money."  That  would  be  the  only  issue  he  would  have.  Of  course, 
if  that  is  the  only  issue  he  has,  he  is  out,  because  he  would  not  be 
taking  anything  to  court  if  he  had  not  been  found  by  the  Government 
to  owe  it  some  money. 

Mr.  Alvord  stated  that  was  the  only  issue  he  would  have. 

Mr.  Patterson.  I  do  not  agree  with  it. 

The  Chairman.  You  do  not  agree? 

Mr.  Patterson.  If  we  say  $1,000,000  excess  profits  have  been 
made  by  the  contractor  and  he  says,  "No,  no  excess  profit  at  all  has 
been  made,"  and  if  we  unilaterally  determine  that  he  has  made  it  and 
demand  the  money  and  get  it 

The  Chairman.  And  then  it  goes  to  court.     Where  is  he? 

Mr.  Patterson.  He  certainly  has  a  right,  I  should  say,  to  try  to 
convince  the  court  that  he  was  right  and  that  he  did  make  no  excessive 
profit  at  all,  that  the  prices  were  fair  and  we  had  no  business  to  extract 
that  million  dollars  from  him.  That  would  be  my  view  of  it.  Of 
course,  as  stated  by  Mr.  Alvord,  there  is  nothing  to  it. 


Tho  Chairmvn.  I  would  like  to  clear  it  up.     He  stated,  and  I  do 
M  ink  I  am  mistaken,  that  the  only  issue  the  contractor  would  have 
ts  S  had^he  made'  excessive  profits,  but  had  he  been  found  to 

^^^th^^^^  and  he  says  that  he  does  not  and  we 

f  Tt  into  court  and  the  only  issue  is  whether  or  not  I  have  found  him 

Jfowe  me  $100,^^^^^^^  no  issue  at  all,  so  if  that  is  true,  you  would  say 

that  should  be  corrected,  would  you  not? 
ftSmMA^N:  H^the  law  permits  a  situation  like  that  to  de- 

^tt^plTTERSON    I  do  not  believe  that  is  the  law. 
The  ChaiIman    You  would  favor  an  amendment  to  take  care  of  a 

citiiation  like  that?  .  .     ^.       ,     ., 

\/rr  Patterson    I  would  have  no  objection  to  it.  . 

TheSmMrN.'  You  would  have  no  objection;  you  would  be  m 

favor  of  it? 
Mr.  Patterson.  Yes.  t   i.-  i 

Tiin  Pn AIRMAN    That  is  what  I  think.  ,       -^,     ^ 

K  SeXt  we  had  a  while  ago,  the  -^tV^lt  mkSr  som 
l,»nHpd  of  itself  was  not  very  convmcmg  to  me.  It  might  be  some 
Sne'e  but  the  fact  that  a  man  made  so  much  money  or  so  little 
Intv  back  in  the  base  period  before  the  war,  the  base  period  tor 
money  "S''"^,*'?,  "'\ ^  ^.  i.  g.  ^^^h  money  out  of  a  war  contract  is 
rScel  me\h:tTiSas  ma^^^^  profits  until  I  know  how 

much  business  he  did  then,  how  much  capital  he  had  invested  how 
much  risk  he  took  then,  whether  he  had  to  reconvert  his  plant 
fn  that  eJiibit  that  you  had  here  I  believe  you  said  that  the  com- 
„  i^!^  «7nnn  noo  in  nre-war  days,  gross  sales,  and  then  got  up  to 
LToOO  000  'r?9l?     Now   that  of  iteelf  does  not  prove  anvthmg  to 
me  because  he  may  have  h^d  very  little  business  then     Take  a  man 
who  was  not  i^  Slilness  at  aJll  in  pre-war  days,  and  has  done  mdhons  of 
dollars  since.    What  does  that  comparison  prove?  J*  ^^  Mt  Prove 
9  thJno'  in  the  world  to  me.    If  that  man  did  $7,000,000  ot  Dusin^s 
hS^we  wan't  ^oSow  bow  much  capital  he  had  thf -how  much  h^ 
has  increased  his  capital   how  much  ^n^ney  he  has  borrowed,^ow 
much  risk  he  has  taken,  tow  much  busmess  he  has  done,  how  ^^^ 
interest  he  has  paid,  and  all  of  those  thmgs  the  taxes  that  he  has  paid 
and  all  of  that  should  be  taken  mto  c<>n!i4f  ^t'^.^^^^'^'*  3°L* 
thing  to  me.     We  should  know  how  much  it  cost  him  ^  convert  hw 
plant,  how  much  inventoiy  he  has  on  which  he  might  not  he  able  to 

reahz'e.     You  have  to  take  all  of  those  ^^"18?  I'^t^.  ^^^^^^^f.^'f^^^^^^^ 
Now,  suppose  he  says  that  you  have  not  ^''ken  them  into  consi^^^^^^ 

tion  and  you  say  that  you  have.     Do  you  not  think  that  he  should  be 

allowed  to  go  into  a  fair  court  of  equity? 
Mr.  Patterson.  Yes.  ,  ,         . 

The  Chaibman.  If  you  do,  we  are  together.    If  you  do  not,  we 

are  way  apart. 
Mr.  Patterson.  I  am  agreeing  to  that  ™nJpr 

The  Chairman.  The  fact  that  he  did  httle  l'"^.™^^^^^?,'^^  ^3 
and  made  very  Uttle  money,  had  veiy  little  risk  and  veiyhttle  capital 
and  did  not  have  any  expense  of  convemon,  and  all  of  that  that 
does  not  prove  a  thing  to  me.  We  should  take  all  «f  JfJfJ*Xre 
into  consideration  and  then  if  he  has  made  excessive  profits  before 
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a  disinterested  arbiter,  then  he  ought  to  pay  back  some  to  the  Gov 
emment;  is  that  right? 

Mr.  Patterson.  Yes. 

The  Chairman.  You  have  made  a  very  fine  statement  and  I  am 
m  accord  with  most  of  it.  I  think  the  statements  made  by  those 
who  represent  the  Government  and  by  those  who  represent  the 
contractors  ought  to  be  helpful  here.  I  think  that  each  has  thrown 
some  light  that  should  be  helpful  to  the  other.  I  feel  that  these 
hearings  should  be  profitable. 

You  did  not  give  credit  for  large  salaries— exorbitant,  unusual  sala- 
ries—in these  renegotiation  proceedings.  I  agree  with  you  thoroughly 
especially  if  those  salaries  are  paid  to  those  who  are  stockholders.  If 
they  are  paid  to  necessary  competent  assistance  from  the  outside  it 
would  be  dift'erent,  because  I  know  this  is  a  day  of  high  prices  for 
men  who  are  able  to  produce  skilled  work.     We  know  that. 

Mr.  Patterson.  Stockholders  and  stockholders'  sons  and  nephews 
and  so  on.  ' 

The  Chairman.  Do  you  give  the  same  consideration  in  renegotia- 
tion of  these  contracts  to  a  contractor  who  pays  exorbitantly  high 
wages?  That  has  to  be  taken  care  of  by  the  Government.  In  many 
cases  I  know,  men  are  leaving  their  farms  and  leaving  the  stores 
and  leaving  the  banks  and  leaving  the  factories  and  going  and  taking 
employment  in  war  plants  and  war  industries  because  they  can  get 
two  and  three  and  four  times  as  much  money.  Do  you  take  that  uato 
consideration? 

Mr.  Patterson.  I  do  not  know  of  any  case  where  we  have  sub- 
tracted wages. 

The  Chairman.  Do  you  think  that  should  be  a  factor,  if  they  pay 
imreasonable  wages,  as  well  as  unreasonable  salaries? 

Mr.  Patterson.  No;  I  do  not  think  so.  The  War  Labor  Board 
controls  those  elements,  and  the  manufacturer  cannot  help  himself. 

The  Chairman.  I  do  not  care  who  controls.  If  it  is  not  controlled, 
you  agree  somebody  ought  to  control  it,  do  you  not?  It  is  not  fair 
competition  in  the  labor  market,  for  the  bankers  and  the  farmers  and 
the  factories  engaged  in  civilian  work  for  these  war  contractors  to 
come  along  and  pay  two  or  three  times  as  much  salary. 

Mr.  Patterson.  I  do  not  think  that  plays  a  part  in  renegotiation. 

The  Chairman.  I  know,  but  it  ought  to  be  a  problem  somewhere. 
You  say  high  salaries  are  a  problem.  Why  would  not  the  problem 
of  high  wages  be  a  problem? 

Mr.  Patterson.  Salaries  are  not  controlled  by  the  War  Labor 
Board  and  wages  are  and  in  many  of  these  cases  the  salaries,  as  you 
pointed  out,  are  the  stockholders  who  pay  themselves  big  salaries. 

The  Chairman.  Which  should  not  be  permitted. 

Mr.  Patterson.  Instead  of  taking  it  in  profits,  they  take  it  in 
salary. 

The  Chairman.  You  have  a  sound  premise  there. 

Mr.  Patterson.  Wages  are  paid  to  outside  people. 

The  Chairman.  I  am  not  debating  it  at  all.  I  was  asking  you 
if  that  was  taken  into  consideration. 

Mr.  Patterson.  I  think  not. 

The  Chairman.  Now,  Mr.  Disney  raised  a  question  this  morning. 
I  would  like  to  get  your  opinion  about  it.  That  is,  is  your  Depart- 
ment, m  your  opinion,  as  particular  about  not  employmg  imnecessaiy 


help  and  keeping  unnecessary  help  and  incompetent,  inefficient  help 
L  to  seeing  to  it  that  contractors  do  not  make  too  much  money? 

Mr  Patterson.  Well,  we  have  done  our  best  on  that,  and  we  are 
continuing  all  of  our  efforts.  We  have  a  manpower  section,  headed 
bv  General  Gasser,  going  over  all  of  the  War  Department  withm  the 
United  States.  He  does  that  both  as  to  troops  and  as  to  civi  lan 
employees.  Their  business  is  to  cut  down  the  number  of  civilian 
pmployees  and  have  troops  engaged  in  similar  work  at  installations 
and  bases,  and  they  have,  I  believe,  a  saving  of  100,000  persons 
redistributed  from  places  where  they  could  be  spared  to  other  points 

where  they  were  needed.  j  •       .u  ^   u 

The  Chairman.  In  the  meantime,  while  you  are  doing  that,  how 
many  new  ones  have  you  employed?  It  would  not  do  any  good 
to  cut  down  100,000  employees  there  and  employ  200,000  more 
That  would  not  get  you  anywhere.  .  x  ,  i 

Mr.  Patterson.  The  only  reason  I  hesitate,  I  have  made  some 
statements  at  the  Ramspeck  committee  and  they  were  true  sta,te- 
ments  too,  but  they  were  not  the  whole  thing  and  they  paraded 
around  and  said  that  I  was  going  to  reduce  100,000  and  instead  of 
that  we  were  taking  on  100,000  people.  Well,  both  statements  were 
true  At  least  the  first  one  was  and  the  second  one  was  a  reasonable 
prophecy.     I  would  rather  give  you  that  in  the  form  of  a  statement. 

The  Chairman.  That  will  be  fine. 

Mr.  Patterson.  I  would  rather  do  it  that  way.  I  am  a  little 
touchy  on  that  subject.  . 

(The  statement  above  referred  to  will  be  supplied  in  volume  10  of 

the  unrevised  prints.)  , 

The  Chairman.  I  know  that  you  can  sympathize  with  us  in  our 
task  and  we  can  with  you. 

Mr.  Patterson.  I  made  this  statement  2  months  ago  there,  and  1 
got  lambasted  all  around  town  here  for  trying  to  mislead  them,  or 
something  like  that.     I  never  tried  to  mislead  anybody. 

The  Chairman.  The  principle  is  well  founded  throughout  this 
country  that  there  is  a  lot  of  unnecessary  money  being  spent  here  for 
employees  in  the  various  departments.  That  feeling  is  throughout  the 
country,  and  when  we  go  to  write  a  tax  bill,  Mr.  Secretary,  that 
is  one  of  the  most  stubborn  obstacles  that  we  encounter.  They  say 
that  we  do  not  mind  paying  increased  taxes  as  a  necessary  expense  of 
the  war  and  as  a  necessary  expense  of  the  Government,  but  so  long  as 
there  is  so  much  waste,  so  many  people  employed  in  Washington  who 
are  both  inefficient  and  not  needed,  we  are  just  not  willing  to  be  taxed 
and  retaxed  and  have  our  taxes  increased. 

Mr.  Patterson.  The  2:reat  bidk  of  our  civihan  employees  do  not 
do  clerical  work  at  all.     They  do  manual  work  in  the  arsenals  and  m 

air  depots.  -i,         ,  t  i. 

The  Chairman.  In  that  connection,  if  you  wdl  pardon  me,  I  have 
had  people  in  whose  veracity  I  have  just  as  much  confidence  as  I  have 
in  anybody,  people  that  have  positions  of  high  standing,  tell  me  that 
whore  they  work,  if  a  thu*d  or  a  half  of  the  people  that  are  in  the  same 
room  were  taken  out,  they  could  do  moie  work  and  better  work,  but 
thev  say,  "I  am  afraid  to  use  my  name  or  I  will  be  kicked  out." 
I  hear  that  complaint  often  from  people  in  whom  I  have  the  utmost 
confidence. 
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Another  thing,  I  was  talking  about  this  matter  awhile  ago  to  a  man 
in  high  place,  and  I  asked  him  about  getting  lid  of  unnecessary  em- 
ployees in  the  departments  here,  and  the  answer  he  made  was  this~- 
"We  do  not  have  any  right  to  get  rid  of  employees  unless  we  can  find 
a  place  for  them  some  place  else  if  they  are  under  civil  service." 
We  cannot  discharge  them  imless  we  can  place  them  elsewhere 
That  was  told  me  by  a  man  in  high  authority  in  the  Government 
He  did  not  say  that  we  did  not  have  them.  He  said  "We  cannot  get 
rid  of  them;  we  cannot  turn  them  out ;  we  cannot  discharge  them  unless 
we  can  find  them  other  employment  in  the  Government."  Do  you 
know  anything  about  that? 

Mr.  Patterson.  I  do  not  think  that  is  true.  I  had  that  idea 
myself  when  I  first  came  here,  but  I  found  out  that  I  was  wrong. 

The  Chairman.  I  am  glad  that  condition  does  not  exist,  because 

1  understand  that  the  Navy  Department  is  getting  rid  of  many  more 
of  what  they  consider  unnecessary  employees,  perhaps,  than  some 
other  departments,  and  I  take  it  for  granted  from  what  you  say  that 
in  the  War  Department  if  you  knew  of  employees  who  were  not 
needed  or  that  were  inefficient,  you  would  favor  getting  rid  of  them? 

Mr.  Patterson.  Yes;  and  we  have  that  power,  I  think. 

The   Chairman.  Now,    about   the   cost-plus   contracts, 
have  any  of  those? 

Mr.  Patterson.  Not  nearly  as  many  as  we  did  have, 
mostly  in  aircraft. 

The  Chairman.  Have  you  had  much  trouble  with  their  padding 
their  costs  and  employing  people  that  they  did  not  need? 

Mr.  Patterson.  No,  sir.  That  condition  did  obtain,  I  believe,  to 
quite  a  degree  in  some  of  the  construction  contracts  that  were  made 

2  or  3  years  ago. 

The  Chairman.  You  think  it  has  been  corrected  to  a  great  extent? 

Mr.  Patterson.  I  do. 

The  Chairman.  I  have  had  people  tell  me  that  it  is  shameful,  the 
waste  that  is  taking  place  in  these  cost-plus  contracts,  in  the  factories 
and  war  plants  where  they  are  doing  business  on  a  cost-plus  basis. 
I  had  one  man  say,  a  very  truthful  man,  that  he  had  seen  people 
riding  back  and  forth  up  and  down  the  streets  all  day  in  a  truck, 
the  truck  just  full  of  people  not  doing  a  single  thing,  just  riding  back 
and  forth  all  day. 

Mr.  Patterson.  Well,  I  do  not  deny  that  there  has  been  a  good 
deal  of  waste. 

The  Chairman.  Of  course,  we  know  that  we  cannot  fight  fire  without 
wasting  some  water  and  we  cannot  fight  a  war  without  wasting  some 
money.  We  know  that.  But  I  am  sure,  as  diflScult  as  it  is  now  to 
increase  taxes  and  raise  additional  revenue  through  the  process  of 
taxation,  because  of  the  burden  it  will  be  on  future  generations  to 
pay  back  the  money,  it  would  be  most  helpful  in  our  work  in  our  com- 
mittee if  the  taxpayer,  the  honest,  patriotic  taxpayer,  could  feel 
that  there  is  just  as  little  waste  as  reasonably  possible  and  just 
as  few  needless  employees  working  for  the  Government.  It  would 
help  us  immensely,  Mr.  Secretary,  in  our  work. 

We  thank  you  for  your  presentation.  You  have  made  a  splendid 
statenient.  You  have  been  a  good  witness,  especially  for  your  side. 
We  think  that  you  have  been  fair,  and  we  appreciate  your  appearance, 
and  thank  you  for  the  information  that  you  have  given  the  committee. 

(The  following  material  was  submitted  by  Mr.  Patterson:) 


MvMBRRs    Branch   Chiefs,   Renegotiators,   and   Other  Key   Personnel, 
MbMt*^     ■  y^^^  Deiartment  Price  Adjustment  Board 

Smlnt7ch^rmat'"war    Department    Price    Adjustment    Board    and 

nirector,  Renegotiation  Division. 

Da  e  of  birth:  November  18,  1890. 

t^l.P«tion-  Graduated  from  the  Detroit  Central  High  School. 

^^M?Pss  experien^^^^  to  work  at  the  Central  Savings  Bank  of  Detroit  m 

loS  PS  a  rneSe^  progressed  through  the  various  stages  of  clearing 

1^^!.  rlerk  tilTsft  clerk,  teller,  bookkeeper  (Boston  Ledger),  and  general  book- 
house  clerk   tia„s^t  cejK^^^^  T.   Hollis   &  Co.,   chartered  accountants; 

^''^flnt  State  bLrexamiirerrchief  clerk  and  State  bank  examiner  with  the 
assir^tant  totat^e  ^rnkina  Deoartment      Also  served  as  special  examiner  and  as 

'^;r\ar^or^^^^^^  B\--^  -^}}^''^  ''^''\t' 

Tl  nl  Detroit  as  operating  officer  and  member  of  the  executive  committee. 

Kngth^s  period  be?^^^  a'n  instructor  for  the  A,  I.  B.  eo^^l,^^-.  ^^^^^^^^^^^^^ 
i:Ih\L  Left  banking  in  1917  and  remained  m  business  until  1932  at  which  time 
K^LmP^vice  nres?^^^^  the  First  National  Bank,  Detroit.  Served  as  assistant 
^'?hfr>hi1rman  of  the  board  chairman  of  the  insurance  committee,  rneniber  of 
V^  P^fm^nef  se^etorv  to  the  governing  committee  of  the  board  of  directors 
'^h'pv  XS  r^emto  of  Iu  ba^^^^^  After  the  closing  of  the  Detroit 

^ank^^fMarcTT933  tt  retained  by  the. organizers  and  di^^^^^^^^^^ 
vTotinnal  Bank  of  Detroit  and  was  authorized  to  select  $131,0«0,OUU  oi^seis 
™frSed  from  Uie  two  large  closed  banks  and  taken  over  by  the  National  Bank 
ff  nptrolt  the  nroceeds  of  which  were  used  to  make  the  first  payment  to  depositors 
n?he  closed  bSs  This  work  was  carried  out  with  the  receivers  of  the  Fi^t 
Natnal  BankCd  the  Guardian  National  Bank  of  Commerce  gnd  «pr^nta- 
tiwsof  the  Reconstruction  Finance  Corporation  and  the  bnited  States  ireasury 
Deoartment  When  this  purchase  was  completed, .  made  vice  president  of  the 
„l  Sinnal  Bank  of  Detroit  and  assisted  in  setting  up  the  organization  and 
nZaHnJnerson^el  Supervised  the  recording  and  handling  of  a  1  purchased 
aS^  S  succes"fuily  c^^^^^  the  contracts  with  the  receivers  at  their  expiration 
dafe  November  30,  1933.  Selected  by  the  directors  of  the  Detroit  Bank  (then 
ie  betroft^avings  Bank)  to  be  directing  head  of  the  bank  and  on  December  5, 

''ciurst?efes''anfoutside  interests:  Director:  the  Detroit  Bank;  the  De- 
,rd  tcb  otthe  Federal  Reserve  Bank  of  Chicago  (al^o  member  ofj^he^^^^^^^^^ 
rnmmi+tpp)  •  the  Standard  Accident  Insurance  Co.  (also  member  ot  tne  executive 
'Z^:'^nai^Lance  committee);  the  depositors  L^^^^^^^^        grSon 
(for  the  Reconstruction  Finance  Corporation);  the  ^^^^t^^^^Vor  r«r  To  •  the 
for  the  Reconstruction  Finance  Corporation);  ^^^^^^^^^^^^^^^ 
Economic  Club  of  Detroit;  the  Wyandotte  Sayings  Bank,  Wyar^^^^^^     ^indl) 
Young  Men's  Christian  Association;  the  American  Red  Cross  (Detroit  brancn; 

Sirman,  Price  Adjustment  Board  of  the  Army  Air  Forces,  November  1942 
to  September  15,  1943. 
First  vice  president,  Michigan  Bankers  Association  Association 

Member-  Board  of  trustees  of  the  banking  research  fund  of  the  Association 
of  Srve  a?y  Bankers;  advisory  committee  and  execiitive  committee  of  the 
Detrot  Loan   Agency   of  the   Reconstruction   Finance   Corporation;   b^^^^^^^ 
trustees,  finance  committee,  buildiiig  committee,  "^rper  Hospit^^ 
mittee  of  the  citv  of  Detroit;  Detroit  committee  of  the  Council  on  foreign  Keia 
«onsInc      executive  co^^  of  the   Detroit  Clearing  House   Association; 

Corvfurld  committee,  Seventh  Federal  Reserve  District;  executive  committee. 

"^^^^^^^^^e^f  Athletic  Chib;  Sca^aub;^D^r^ 

Club  of  Detroit* 

Name:  Maurice  Hirsch.     Grade:  Consultant.  rha,-rm«.n    War 

Assignment:  Chief,  Settlements  Branch  (Member  and  Vice  Chairman,  War 

Department  Price  Adjustment  Board). 
Date  of  birth:  January  13,  1890.    .     ^  ,      ,  j     ^  j    lonft.   T'T.,-x-ar«i>v   nf 

,  Education:  Houston   (Tex.)    Public   Schools    gr^uated   1906;   ^J^^^f^^t^  °f 

Virginia  ABM.  A.,  degrees,  1910;  Harvard  Law  School,  LL.  B.,  191^5,  Univer 

sity  of  Texas.  LL.  M.;  1914. 
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.n?J*®J2®^?..®'^P^"®"^^  1914-17;  General  civil  practice  of  law  in  Houston 
1916-17:  Chairman,  Civil  Service  Commission,  city  of  Houston.  1917^18 
Secretary,  Priorities  Committee,  War  Industries  Board.  1919-42:  Practice  nf 
law.  Former  partner  Allen  B.  Hannay,  now  United  States  District  Judep 
Southern  District  of  Texas.  Piesent  firm  is  Hirsch,  Susman  &  Westheiiner 
Activity  devoted  primarily  to  corporate  matters,  with  extensive  experience  in  thp 
oil  industry.  For  many  years  part  owner  with  substantial  participation  in  th^ 
direction  of  various  business  enterprises,  principally  truck  transportation,  ware 
housing,  beverage  distribution,  housing  and  land  development,  and  oil  explora! 
^^?\  JK?  President:  Wald  Transfer  &  Storage  Co.;  Federal  Transportatior' 
Falstaff  Distributing  €0.;  Houston,  Tex.  ' 

Clubs,  societies,  and  outside  interests:  Phi  Beta  Kappa;  Delta  Sigma  Rho- 
Raven  Society  (University  of  Virginia);  Case  Editor,  Harvard  Law  Review- 
bears  prize.  Honorary  life  member  Benevolent  Protective  Order  of  Elks;  Thirty' 
second  degree  Mason;  Shrine;  Houston  Club;  Salesmanship  Club;  Allegro-  West 
Tvood  Country  Club;  B'nai  B'rith  (past  president  district  7);  Houston  Conmittee' 
of  the  Council  on  Foreign  Relations.  Trustee:  Salsemanship  Club  Recreation 
Home  for  Underpriviliged  Children;  Arabia  Temple  Crippled  Children's  Chnic 
Member:  Harris  County  Bar  Association,  Texas  Bar  Association,  American  Bar 
Association. 

Name:  Carman  G.  Blough. 

Assignment:  Member,  War  Department  Price  Adjustment  Board. 
Date  of  birth : 

iqS?"^***^^'  Ma««^^ester  College,  A.  B.,  1917;  University  of  Wisconsin,  M.  A., 

Business  experience:  1917-22:  Taught  accounting  and  corporation  finance 
practiced  accounting  and  did  graduate  work  at  Columbia,  Chicago,  and  Wis- 
consin Universities.  1922-27:  Wisconsin  Tax  Commission:  Corporation  income 
tax  field  auditor;  assistant  chief,  income  tax  division;  chief,  public  utilities  divi- 
sion m  charge  of  valuation  of  railroads  and  public  utilities.  1924-27:  Special 
appraiser,  Dane  County  Court,  Wisconsin.  Responsible  for  valuation  of  securi- 
ties of  VVisconsm  corporations  in  estates  of  nonresident  decedents.  1927-29" 
Executive  secretary,  Wisconsin  State  Board  of  Public  Affairs.  In  charge  of  State 
budget  and  of  the  auditing  of  accounts  of  all  State  board.s,  departments,  com- 
missions, and  institutions.  1928-29:  Member  and  vice  president,  Wisconsin 
btate  Board  of  Accountancy.  1929-33:  Professor  of  accounting  and  head  of 
accounting  department.  University  of  North  Dakota.  On  leave  for  graduate 
work  at  Harvard  University  during  1932-33.  1930-34:  Professor  of  economics 
and  head  of  social  science  department,  Armour  Institute  of  Technology.  1934: 
Accounting  consultant,  Illinois  Commerce  Commission.  1934-1938:  United 
States  Securities  and  Exchange  Commission:  Assistant  Director,  Registration 
Division;  Chief  Accountant.  1938-42:  Arthur  Andersen  &  Co.,  manager,  Chi- 
cago; general  partner.  1942  to  date:  Chief,  Contract  Review  Branch,  Procure- 
ment Policy  Division,  War  Production  Board;  member,  Price  Adjustment 
Boards,  War,  Navy,  and  Treasury  Departments,  Maritime  Commission,  and 
W  ar  Shipping  Administration. 

Club,  societies,  and  outside  interests:  Certified  public  accountant  in  Wis- 
consin, North  Dakota,  New  York,  and  other  States.  Member,  American  In- 
stitute of  Accountants  and  formeriy  member  of  its  committee  on  accounting  pro- 
cedures; member  and  former  vice  president,  American  Accounting  Association; 
author,  numerous  articles  in  technical  journals  such  as  Journal  of  Accountancy, 
Accounting  Review,  the  Controller,  the  National  Association  of  Cost,  Account- 
ants Bulletin,  etc.;  member,  Beta  Gamma  Sigma,  honorarv  commerce  fraternity, 
and  Beta  Alpha  Psi,  honorary  accounting  fraternity. 

Name:  Arnold  Stifel.     Grade:  Consultant. 

Assignment:   Member  of  W^ar  Department  Price  Adjustment  Board. 

Date  of  birth:  June  28,  1892. 

Education:  South  Academy,  St.  Louis;  Washville  School,  Asheville,  N.  C, 

Business  Experience:  1912-41:  Stifel,  Nicolaus  &  Co.  Became  partner  in  1915; 
president  in  1925;  retired  in  1941. 

Clubs,  societies,  and  outside  interests:  President,  Park  Plaza  Hotel.  Director: 
Mississippi  Valley  Trust  Co.;  Curiee  Clothing  Co.;  Park  Plaza  Hotel.  Spent  2 
years  (1912-13)  in  Mexico  City  in  export  and  import  business.  Member  Drought 
Relief  Committee  for  Missouri;  served  as  general  campaign  manager  of  the  1934 
United  Relief  Campaign  for  St.  Louis;  appointed  honorary  consul  of  Bolivia  at 


Gf  Louis  (1922) ;  Member:  Senior  council  of  the  young  men's  division  of  the  St. 
fouis  Chamber  of  Commerce;  Bridlespuf  Hunt,  Racquet,  Noonday  clubs  of  bt. 
rouis;  Broad  Street  (New  York). 
Military  service:  First  World  War,  Naval  Aviation  Corps,  ensign. 

Name:  Paul  B.  Boyd.     Grade:  Lieutenant  colonel.  „r       ,^        .        x 

Assignment:  Chief    Renegotiation    Branch   and   member,    War    Department 
Price  Adjustment  Board. 
Date  of  birth:  March  13,  1906.  .    .x  _xu    r^  ,    . 

Education:  Public   schools,    Boulder,    Colo.;    University    of    North    Dakota, 

■R  S  C    1929. 
Business  exjperience:  1929-42:  Executive  vice  president.  Jewel  Tea  Co.,  Inc., 

*aubs  societies,  and  outside  interests:  Member,  Sigma  Chi  fraternity. 

Army  service:  1929-39:  Officers'  Reserve  Corps.  Appointed  Major,  Quar- 
termaster Corps,  August  18,  1942,  assigned  to  office  of  Quartermaster  Corps; 
eraduated  from  Command  and  General  Staff  School,  Fort  Leavenworth,  April 
10  1943-  transferred  to  War  Department  Price  Adjustment  Board,  February  8, 
1942-  appointed  member  of  the  Board,  April  16,  1943;  transferred  to  General 
Staff' Corps,  May  27,  1943;  promoted  to  lieutenant  colonel,  May  8,  1943. 

Name:  Maurice  Karker.     Grade:  Consultant.  .  «       ^ 

Assignment:  Former  Chairman,  War  Department  Price  Adjustment  Board. 
Date  of  birth:  July  7,  1886. 

Education:  High  school.  .«     xt  •    •       j 

Business  experience:  Enlisted  in  the  Navy  in  1905  at  19.  He  was  commissioned 
ensign  (Supply  Corps)  United  States  Navy  on  his  twenty-first  birthday  and 
thereafter  advanced  through  grades  to  commander,  serving  as  assistant  general 
storekeeper  and  accounting  officer  at  the  naval  station,  Cavite,  P.  I.,  1914-15 
During  the  World  War  he  was  in  charge  of  Navy  provisions  and  clothing  depot  at 
New  York,  except  for  the  year  from  June  1918  when  he  was  assistant  general 
storekeeper  at  Navy  Base  7,  Brest,  France.  In  1923  he  resigned  from  the  Navy 
and  joined  Jewel  Tea  Co.,  Inc.,  as  vice  president  and  member  of  the  board  of 
directors-  a  year  later  he  was  elected  president  and  is  now  chairman  of  the  board. 
Clubs, 'societies,  and  outside  interests:  Member  of  the  Union  League,  Army  and 
Navy,  and  several  other  clubs. 

Name:  Herbert  John  Taylor.     Grade:  Consultant. 

Assignment:  Former  Vice  Chairman,  War  Department  Price  Adjustment 
Board. 

Date  of  birth:  April  18,  1893. 

Education:  Northwestern  University,  B.  S.,  1917. 

Business  experience:  1919-24:  Engaged  in  real  estate  and  insurance  business 
Pauls  Valley,  Okla.  1924-26:  Home  office  manager.  Jewel  Tea  Co.,  Inc.  1926- 
28:  Assistant  to  president,  Jewel  Tea  Co.,  in  charge  of  personnel.  1928-33:  Vice 
president  and  director,  Jewel  Tea  Co.;  president  Club  Aluminum  Co.;  president 
and  director  International  Emulsifiers,  Inc.     1939-42:  Director  Aluminum  Wares 

Association.  nr.     ,     -n      . 

Clubs,  societies,  and  outside  interests:  Director:  First  National  Bank,  Barrmg- 
ton,  111.,  Chicago  Federal  Saving  &  Loan  Association,  Monarch  Aluminum  Man- 
ufacturing Co.,  Good  News  Publishing  Co.,  Aluminum  Wares  Association. 
Chairman,  board  of  trustees,  Methodist  Church,  Park  Ridge,  111.,  trustee,  Chicago 
Evangelistic  Institute;  chairman,  board  of  trustees.  Christian  Workers  Founda- 
tion,  Chicago;  director.  Best  Seller  Publicity;  member,  board  of  governors, 
Illinois  Crippled  Children  Society.  Member,  Illinois  University  Advisory  Com- 
mittee; National  Boy's  Work  and  Hi-Y  Committees  of  Young  Men's  Christian 
Association:  member,  civilian  defense  council.  President,  Chicago  Rotary  Club 
(1939-40);  district  governor.  Rotary  International  1941-42.  Chairman,  board 
of  trustees,  Chicago  Rotary  Club  Foundation;  member,  finance  committee, 
Hotary  International,  1942-43;  member,  Illinois  Defense  Savings  Committee, 
Treasury  Department. 

^lilitary  experience:  First  World  War,  United  States  Naval  Reserve,  lieutenant 
(junior  grade). 

Name:  W.  James  Macintosh.     Grade:  P-8. 

Assignment:  Legal  counsel  to  the  War  Department  Price  Adjustment  Board. 

Date  of  birth:  May  12,  1901. 

Education:  West  Philadelphia  High  School,  1918;  University  of  Pennsylvania, 
Wharton  school,  B.  S.  in  Economics,  1922;  University  of  Pennsylvania,  law  school. 
LL.  B.,  1926. 
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Business  experience:  Instructor:  Wharton  School,  monev  and  credit,  1923  24- 
University  of  Pennsylvania,  extension  school,  Interpretation  of  Accounts,  1924 ' 
26;  University  of  Pennsylvania,  law  school,  public  service  companies,  1927-28~ 
Pennsylvania  Practice,  1928  to  1929;  Regulation  and  Operation  of  Public  Util' 
ities,  1930-1936.  Associated  with  Morgan,  Lewis  &  Bockius,  attornevs.  1926-'^n" 
member  of  firm,  1931  to  date.  »  .   »    ^-^o-^ju, 

Clubs,  societies,  and  outside  interests:  Member:  Philadelphia  Bar  Association 
Pennsylvania  Bar  Association,  American  Bar  Association,  Phi  Gamma  Delta' 
Beta  Gamma  Sigma,  Order  of  Coif,  Merion  Golf  Club,  Union  League  of  Philadpl' 
phia,  the  Midday  Club. 

Name:  William  Wadsworth  Watts.     Grade:  Major. 
Assignment :  Assistant  to  legal  counsel. 
Date  of  birth: 

Education:  High  school;  University  of  Illinois,  A.  B.;  Columbia  University  Law- 
School,  LL.  B. 

Business  experience:  Employed  as  a  lawyer  from  1932-34;  engaged  in  own 
practice,  1934-42. 

Army  service:  Student  Army  Training  Corps,  Julv-October  1918;  C  A  School 
Troop,  October  7,  191 8- January  15,  1919;  commissioned  major.  Army  of  tb 
United  States,  November  27,  1942. 

Name:  Gladding  B.  Coit.     Grade:  Major. 

Assignment:  Chief,  Panel  Section,  Renegotiation  Branch. 

Date  of  birth:  November  22,  1894. 

Education:  Phillips  Exeter  Academy,  Exeter,  N.  H. 

Business  experience:  1913-16:  United  States  Mortgage  &  Trust  Co.,  New 
York.  1916-18:  J.  E.  Barbour  Co.,  linen  thread  manufacturers,  Paterson,  N,  J. 
1919-29:  United  States  Mortgage  &  Trust  Co.,  corporate  organization  work  and 
commercial  loans;  held  position  of  treasurer  at  time  of  resignation  when  company 
was  acquired  by  Chemical  Bank  &  Trust  Co.  1930-31:  Personal  affairs  and 
investment  banking.  1932-39:  Reconstruction  Finance  Corporation,  Washing- 
ton, D.  C;  various  activities  with  railroad  division  and  examining  division- 
managed  Detroit  agency,  Philadelphia  agency;  Chief,  Industrial  Loan  Division' 
Washington,  D.  C.  193^43:  Vice  president.  Commercial  Investment  Trust  Co., 
Inc.,  New  York.  Resigned  to  accept  commission  in  Army  for  work  with  War 
Department,  Price  Adjustment  Board. 

Clubs,  societies,  and  outside  interests: 

Army  service:  1918:  United  States  Air  Service  (cadet);  commissioned  major, 
January  1,  1943. 

Name:  William  E.  Harrington.     Grade:  Major. 

Assignment:  Renegotiation  Branch,  head.  Coordination  Section, 

Date  of  birth:  June  5,  1889. 

Education:  Common  school,  supplemented  by  night  and  correspondence  studv; 
member,  advisory  committee,  Emory  University. 

Business  experience:  One-half  owner  Spratlin,  Harrington  &  Thomas,  general 
insurance  and  mortgage  banking:  chairman,  finance  and  executive  committee,  and 
member,  board  of  New  York  Fire  Insurance  Co.;  vice  chairman  of  board  and 
chairman,  finance  committee,  hospital  trust  fund. 

Clubs,  societies,  and  outside  interests:  Past  president.  National  Association 
Insurance  Agents  (awarded  Woodward  Memorial);  past  president,  Atlanta 
Chamber  of  Commerce  (2  years);  Rotary  Club  and  Boy  Scouts;  active  United 
States  Chamber  of  Commerce;  chairman,  committee,  city  of  Atlanta,  on  refinanc- 
ing, bond  issues,  and  floating  indebtedness ;  reorganization  city  and  county  hospitals; 


establishment  city  and  county  welfare  departments  (without  compensation). 

s:  Commissioned  major  (Army  of  United  States),  October  31,  1942 


Army  service: 


Name:  George  Torrey  Wofford,  Jr.    Grade:  Captain. 

Assignment:  Renegotiation  Branch,  Panel  Section;  renegotiator. 

Date  of  birth:  February  7,  1907. 

Education:  Asheville  (preparatory)  school,  North  Carolina;  graduated  1925. 
Princeton  University  (Economics);  A.  B.  degree,  1929;  New  Jersev  Law  School, 
L.  L.  B.  degree,  1933. 

Business  experience:  Manager  of  the  bond  department  of  The  Prudential 
Insurance  Co.  of  America,  Newark,  N.  J.,  from  September  1941  to  April  15,  1943: 
started  with  bond  department  on  July  15,  1929,  as  clerk  and  advanced  through 
the  ranks  of  junior  statistician,  statistician,  and  analyst  to  associate  manager  in 
1939  and  manager  in  1941;  in  charge  of  oflSce  and  personnel  of  the  department; 


listed  in  supervision  of  securitv  portfolio  of  over  $3,000,000,000;  participated 
^negotiation  of  private  purchase  contracts  with  industrial  concerns  and  worked 
v^ithlaw  department  in  drawing  up  contracts  and  indentures;  made  field  trips 
!nd  interviewed  company  managements.  From  November  1942  to  March  1943 
.^n  loan  from  Prudential;  was  executive  secretary  of  United  States  Treasury 
Victory  Fund  Committee  for  region  9,  Second  Federal  Reserve  district,  which 
rai'ied  $391,000,000  in  the  December  drive.  „,  .   t^  .     t-  /- 

Clubs,  societies,  and  outside  interests:  Member:  Phi  Beta  Kappa;  Cannon 
Hub  Princeton,  N.  J.;  Triangle  Club,  Newark,  N.  J.;  Princeton  Club  of  Newark 
V  j'  (on  executive  committee) ;  Newark  Junior  Chamber  of  Commerce  (past 
nrVsident).  Board  of  Trustees:  Third  Presbyterian  Church,  Newark,  N.  J.; 
Vpwark  Boys  Club.  Member:  Executive  committee  and  finance  comnaittee  of 
Robert  Treat  Council,  Boy  Scouts  of  America;  the  Welfare  Council,  Isjewark. 

N  J- 
Army  service:  Commissioned  captain  April  15,  1943. 

Name:  Karl  Henry  Verdelin.     Grade:  Major. 

Assignment:  Renegotiation  Branch,  Panel  Section;  renegotiator. 

Date  of  birth:  August  5,  1899.  . 

Education:  University  of  Minnesota,  accounting,  economics,  finance;  Minne- 
sota College  of  Law,  L.L.B.;  admitted  to  bar  in  Minnesota. 

Business  experience:  First  National  Bank,  Minneapolis,  officer  in  charge,  cor- 
Dorate  trust  department,  1923-27;  officer  in  charge,  underwriting  department, 
1927-37  Most  of  time  from  1932  to  1937  was  devoted  to  reorganization  of  com- 
panies throughout  the  United  States  and  serving  on  boards  of  directors  of  re- 
organized companies.  Passed  on  all  reorganizations  where  bank  was  interested 
in  a  fiduciary  capacity.  Assistant  vice  president,  credit  department,  193/ -40. 
In  charge  of*  term  loans  and  reorganizations.  Continued  serving  on  boards  of 
directors  of  reorganized  companies.  Mutual  Life  Insurance  Co.  of  Aew  lork, 
1940  to  September  28,  1942.     Vice  president  on  leave.  ,        r    .       -^ 

Clubs,  societies,  and  outside  interests:  Sigma  Delta  Kappa,  law  fraternity; 
American  Institute  of  Banking,  educational  section,  American  Bankers  Associa- 
tion, past  national  president,  1936-37.  ^  ^     /^  ^  u        * 

Army  service:  Students  Armv  Training  Corps  (Minnesota)  October  to 
December  1918;  commissioned  major.  Army  of  the  United  States,  September  28, 
1942. 

Name:  Victor  Sheronas.     Grade:  Captain. 

Assignment:  Panel  Section,  Renegotiation  Branch;  renegotiator. 

Date  of  birth:  ,     ^„^,      ^       ^  .      i    r  t--  \ 

Education:  Graduated  University  of  Pennsylvania  (\V  harton  School  of  l^inance) 

1931 

Business  experience:  1931-32,  Halsev-Stuart  &  Co.,  Philadelphia,  statistician, 
junior  salesman;  1932-40,  Penington,  Colket  &  Wisner,  Philadelphia,  invest- 
ments, reorganization,  development  of  new  industries;  1936-42,  Autocar  Co., 
Ardmore  Pa.,  director:  1939-41,  Steubenville,  Weelsburg  &  Weirton  Railway  Co., 
Pittsburgh,  president  and  director;  1939-41,  Steubenville  Bridge  Co.,  Steuben- 
ville, Ohio,  director;  1940-42,  Smith-Barney  &  Co..  Philadelphia,  investments, 
reorganization,  new  industries;  1940-42,  Metropolitan  Steel  Products  Corpora- 
tion, New  York,  president  and  director. 

Clubs,  societies,  and  outside  interests:  1936-42,  private  pilot;  1942,  Civd 
Air  Patrol,  submarine  patrol,  liaison  between  Admiral  Andrews  for  the  Navy 
and  Hon.  John  McCloy  for  the  Army,  intercept  officer  (civilian),  First  Interceptor 

Command,  Philadelphia.  .  ,    ttt 

Army  service:  Commissioned  captain  October  21,  1942,  for  duty  with  War 
Department  Price  Adjustment  Board. 

Name:  Justice  Wilson.     Grade:   Consultant. 

Assignment:   Renegotiation  Branch,  Panel  Section,  renegotiator. 

Date  of  birth:  ^  ,  ^  ^^„      ,_  , 

Education:  Lawrenceville  School,  Lawrenceville,  N.  J.,  graduated  1900.  Yale 
University  1900  to  1904.  Academic  Course,  graduated  1904  with  A.  B.  degree, 
l^niversity'of  Michigan  Law  School,  1904  to  1907,  graduated  1907  with  LL.  B. 
<legres.     \Iember  of  Michigan  Law  Review  Editorial  Board  1906-7. 

Business  experience:  Special  counsel  to  attorney  general  of  Ohio  1909  and  1910, 
vice  president  in  charge  of  operations  and  general  counsel  of  an  interurban  rail- 
wav  1910  to  1912.     General  practice  of  law  1912  to  1942.  both  office  and  trial 
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work.  Principal  lines:  Corporate,  banking  insurance,  tax  and  probate  law 
Experience  as  officer  and  director  of  banking,  financial,  and  manufacturing  corno' 
rations  and  public  utilities  from  1920  to  1942.  ^^rpo- 

Clubs,  societies,  and  outside  interests:  None." 

Army  Service:  None. 

Name:  Ralph  G.  Lucas.    Grade:  Captain. 

Assignment:  Renegotiation  Branch,  Panel  Section,  renegotiator 

Date  of  birth:  October  2,  1906. 

Education:  Gloucester  High  School  4  years,  graduate,  Gloucester,  Mass 
acTou^n^a^nTTM^^^^^^^^^  ^"""^  Administration,  5  years.    Certified  pubt 

Business  experience:  Practing  certified  public  accountant  (part  time)  1933  to 
December  1942.    Secretary  director  and  business  manager  (part  time)  Hammond 

?cfir/'n^''T'^VS?o  ^"t^-  ^""l  "^^^^  "^-^^  Hammond,  Jr!^  Gloucester,   Mass 
1926  to  December  1942.    Director,  Gloucester  National  Bank,  Gloucester   Mass' 
also  member  executive  and  investment  committees,   1932  to  Decembe'r  1942 
Director    Corporate  Investors,  Ltd     Toronto,  Canada,  1935  to  December  1942 
Mav''l943'''  ^"^''*^''°'^*^^  ^^^P«'  P"<^«  Adjustment  Section,  December  1942  to 

Clubs  societies  and  outside  interests:  University  Club,  Boston,  Mass.  Ancient 
Free  and  Accepted  Masons,  Knight  Templar,  Sandy  Bay  Historical  Society 

Army  service:  Commissioned  captain,  Army  of  the  United  States,  May  24,  1943 

Name:  Edwin  Lord.     Grade:  Major. 

Assignment:  Renegotiation  Branch,  Panel  Section,  renegotiator 

Dateof  birth:  August  21,  1898. 

Education:  Graduated  fronri  the  Hill  School,  Pottstown,  Pa.,  1917.  Entered 
for  Cornell  University,  but  enlisted  m  Army  and  did  not  go  to  college 

Business  experience:  1919-21  minor  positions  with  Aberfovle  Manufacturing 
Co.,  Chester,  Pa.  (textile  company,  operating  several  plants  weaving  cotton  and 
rayon  fabrics  and  mercerizing  cotton  yarn);  1922-32  assistant  superintendent 
and  superintendent  of  plants  Aberfoyle  Manufacturing  Co.;  1933-39  vi^e 
president  and  general  manager  Aberfoyle  Manufacturing  Co.;  1937-39  presi- 
dent,  Aberfoyle,  Inc.,  new  subsidiarv  weaving  rayon  and  Nylon  fabrics- 
weaving  operations  were  discontinued  bv  parent  company  in  1937*  1939-43 
president,  Aberfoyle,  Inc. ;  resigned  as  vice  president  and  general  manager  of 
Aberfoyle  Manufacturing  Co.  in  1939  when  mercerizing  business  was  confined  to 
parent  company  and  all  weaving  was  done  by  Aberfoyle,  Inc.;  continued  on  board 
of  direct5)rs  of  both  companies  until  entering  the  Army  in  1943.  Over  the  24- 
year  period  duties  included  full  charge  of  manufacturing  operations,  handling  of 
labor,  purchase  of  raw  materials,  and  had  a  large  part  in  the  administrative  and 
hnancial  affairs  of  the  companies.  Also  devoted  approximately  one-third  of  mv 
time  to  selling  and  sales  policies  of  the  fabric  department. 

Clubs,  societies,  and  outside  interests:  At  present  time  have  resigned  from  all 
clubs;  former  clubs  were:  Overbrook  Golf  Club,  Philadelphia,  Pa.;  Philadelphia 
Country  Club,  Bala,  Pa.;  Merion  Cricket  Club,  Haverford,  Pa.;  Kittansett  Club, 
Marion  Mass.;  Beverly  Yacht  Club,  Marion,  Mass.;  Princess  Anne  Country 
Ckib,  Virginia  Peach,  Va.;  Norfolk  Yacht  and  Country  Club,  Norfolk,  Va.; 
Norfolk  Golf  Club  Norfolk,  Va.;  Virginia  Club,  Norfolk,  Va.  Principal  outside 
interests  are  sports:  school  and  professional  football,  school  baseball  and 
basketball,  tennis,  golf,  squash,  and  particularlv  skiing  and  sailing  As  a 
hobby  was  interested  m  working  on  gasoline  engines,  carpentering  and  wood- 
w^orking,  and  general  mechanical  work. 

Army  service:  Private  United  States  Army  Air  Ser%nce  1918,  honorably  dis- 
charged January  1919.  Active  service,  but  no  foreign  duty.  Commissioned 
major  June  7,  1943. 

Name:  John  G.  Getz,  Jr.     Grade:   Captain. 

Assignment:  Head,  Determination  Unit,  Panel  Section,  Renegotiation  Branch. 

Date  of  birth:  June  2,  1907. 

inSo^^iJu^^^"-'  ^^^^^  *"^  ^^^^  schools,  Kent,  Ohio.  Graduate  Bro^\-n  Universitv. 
1928,  Fh.  B.  in  economics;  graduate  school.  Brown  Universitv,  1  vear  in  economics. 
Business  experience:  September  1029  to  October  1931.  Union  Guardian  Trust 
Co.,  Detroit,  Mich.,  investment  analyst.  October  1931  to  March  1942  Charles 
Mewart  Mott.  General  Motors  Corporation,  Detroit,  Mich.,  financial  agent. 
Alarch  1942  to  March  1943,  assistant  general  manager,  Pantex  Ordnance  Plant. 
ArmariUo,  Tex.     Director  and  chairman,  St.  Louis  Countv  \^  ater  Co  ;  director 
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and  president,  Northern  Illinois  Water  Corporation;  director,  Illinois  Water  Co.; 
director,  Missouri  Water  Corporation;  director,  United  States  Sugar  Corporation; 
director,  Celotex  Corporation;  director,  Sloane  Blabon  Corporation;  director  and 
vice  president,  Detroit  Aircraft  Corporation;  director,  Medina  Irrigated  Farms 
Corporation;  director,  Clewiston  Realty  &  Development  Corporation. 

Clubs,  societies,  and  outside  interests:  Trustee,  Olivet  College;  trustee,  Charles 
Stewart  Mott  Foundation.  Phi  Delta  Theta;  Phi  Beta  Kappa;  Metropolitan 
Club,  New  York. 

Army  service:  Commissioned  April  15,  1943,  to  date.  War  Department  Price 
Adjustment  Board,  Purchases  Division,  Army  Service  Forces. 

Name:  Jack  J.  Levinson.     Grade:  Major. 

Assignment:  Renegotiation  Branch,  Panel  Section;  renegotiator. 

Date  of  birth:  August  8,  1940. 

Education:  University  of  Washington,  A.  B.  1924;  Harvard  Law  School,  LL.  B., 

1927. 

Business  experience:  1928-42,  member  of  firm  of  Dills,  Muecke,  Schelker  and 
Levinson,  New  York,  associate  counsel  for  Commercial  Credit  Co.,  Baltimore. 
September  to  November  1942,  consultant,  War  Department  Price  Adjustment 

Roflrd 

Arniy  service:  Commissioned  captain  Army  of  the  United  States  November  19, 
1942,  promoted  to  major  September  21, 1943. 

Name:  George  H.  Knutson.     Grade:  Consultant. 

Assignment:  Renegotiation  Branch,  Panel  Section;  renegotiator  (consultant). 

Date  of  birth:  March  10,  1885. 

Education:  University  of  Michigan,  B.  S.  in  civil  engineering  in  1908. 

Business  experience:  Extensive  experience  in  engineering,  construction,  opera- 
tion, management,  financing,  and  the  reorganization  of  business,  particularly  the 
public  utilities.  In  business  for  self  (New  York)  as  consultant.  Sponsoring 
executive  for  reorganizations  of  corporations.  Settled  claims  and  corporation 
Federal  income  tax  claims.  Associated  with  Harris  Trust  &  Savings  Bank  in 
Chicago  as  economic  engineer  specializing  in  the  economics  of  public  utility  and 
industrial  corporations  which  required  financing  or  refinancing  and  which  were 
principally  located  in  the  Middle  West  and  West.  Made  analyses  for  over  500 
different  corporations,  mostly  in  connection  with  engineering,  construction,  cor- 
porate work,  and  financing. 

Clubs,  societies,  and  outside  interests:  Registered  professional  engineer.  State 
of  New  York,  member  of  the  American  Society  of  Civil  Engineers. 

Name:  William  C.  Martens.     Grade:   Major,  Army  of  the  United  States. 

Assignment:     Renegotiation  Branch,  Panel  Section:  renegotiator. 

Date  of  birth:     January,  24,  1893. 

Education:  Graduated  Mount  Vernon  High  School,  Mount  Vernon,  N.  Y., 
1910,  Graduated  Georgetown  University,  Washington,  D.  C,  1914,  with  degree 
of  Bachelor  of  Arts. 

Business  experience:  Vice  president,  Personal  Products  Corporation,  Mill- 
town,  N.  J.  (Subsidiary  of  Johnson  &  Johnson,  New  Brunswick,  N.  J.)  also 
treasurer  and  a  director.     Sales  merchandising  and  advertising  experience. 

Clubs,  societies,  and  outside  interests:  Westchester  Country  Club,  Rye,  N.  Y., 
Springdale  Golf  Club,  Princeton,  N.  J.,  City  Club,  New  York;  Squadron  A  Asso- 
ciation, American  Legion. 

Army  service:  July  2",  1917,  to  April  1,  1919,  Squadron  A,  New  York  Cavalry, 
and  one  hundred  and  fifth  Machine  Gun  Battalion.  Served  in  France  and  Bel- 
gium, corporal.  March  31,  1943,  commissioned  major.  Army  of  United  States, 
and  assigned  to  War  Department  Price  Adjustment  Board,  Washington,  D.  C. 

Name:  D.  R.  Stuart.     Grade:  Captain. 

Assignment:  Renegotiation  Branch,  Panel  Section;  renegotiator. 

Date  of  birth:   November  30,  1906. 

Education:  Kent  School,  1923.     Princeton  University,  1927,  A.  B. 

Business  experience:  1927-30,  teacher  at  Milton  Academy,  Milton,  Mass.; 
1930-36,  Bankers  Trust  Co.,  New  York,  N.  Y.,  working  in  credit  department, 
loan  department,  commercial  credit  department,  and  in  1934  and  1935  doing  some 
traveling  in  the  States  of  Ohio,  Pennsylvania,  and  West  Virginia;  1936-39, 
Bankers  Trust  Co.,  London,  England,  as  assistant  manager  of  the  office  for  the 
last  year;  1939,  entrance  to  Army.  Bankers  Trust  Co.,  New  York,  as  loaning 
officer  in  banking  department. 
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Clubs,  societies,  and  outside  interests:  Princeton  Quadrangle  Club,  Pretty 
Brook  Tennis  Club,  former  member  of  American  Club  in  London  and  West  Hertg 
Golf  Club.     Outside  interests.  Golf,  tennis,  squash,  mountain  climbing. 

Army  service:  Commissioned  captain  May  19,  1943,  for  duty  with  War  Depart- 
ment  Price  Adjustment  Board. 

Name:  Louis  H.  Newkirk,  Jr.     Grade:  Captain. 

Assignment:  Renegotiation  Branch,  Panel  Section,  renegotiator. 

Date  of  birth:     April  13,  1905. 

Education:  Buckley  School,  New  York  City.  Scarsdale  High  School.  Colgate. 
Additional  courses.  New  York  University  (finance  and  engineering),  special 
tutorting,  diction,  elocution,  and  rhetoric. 

Business  experience:  Eldridge  &  Co.,  14  Wall  Street.,  municipal  bankers. 
Blair  &  Co.  (in  charge  of  municipal  engineering)  A.  C.  Allyn  &  Co.,  vice  president 
in  charge  of  Municipal  Department;  1935  formed  Newkirk  &  Co.,  bankers  and  en- 
gineers, representing  large  banking  firms  in  corporate  management,  engineering 
and  sales  exploitation.  Also  groups  of  insurance  companies  and  banks  in  munici- 
pal reorganization  of  financial  structures  and  management.  Also  president  of 
Newkirk  Industries,  Inc.,  industrial  management  company  (holding  company 
of  personally  owned  companies).  President,  Camden  Coffee  Co.,  General  Con- 
struction Co.  Director  and  treasurer.  Mineral  Mining  Corporation.  Director, 
Wilsonite  Corporation,  Lanatin  Corporation,  etc.  Duties  consisted  of  complete 
control  from  construction  of  buildings,  installation  of  machinery,  formation  of 
management,  to  control  of  sales  policies. 

Clubs,  societies,  and  outside  interests:  Boulder  Brook  Club  (Scarsdale),  Larch- 
mont  Shore  Club,  New  York  Athletic  Club,  New  York  Chamber  of  Commerce, 
Camden  Hunt  Club,  Camden  Polo  Club,  Member  and  on  Executive  Committee 
Amateur  Field  Trial  Club  of  America,  Virginia  Amateur  Field  Trial  Club,  Southern 
New  York  Field  Trial  Club;  Member  Orange  County  Field  Trial  Club  (Verbank. 
N.  Y.),  New  Hampshire  Field  Trial  Club,  Pointer  and  Setter  Club  of  America,  etc! 

Army  service:  August  22,  1942,  to  August  7,  1943,  Engineers  Amphibian 
Command.     Commissioned  captain,  Army  of  the  tJnited  States,  August  7,  1943. 

Nfinie:  Henry  Clifford  Shallcrcss.     Grade:   Major. 

Assignment:  Chief,  Processing  Section,  Seltkments  Branch. 

Date  of  birth: 

Education: 

Business  experience:  1922-25,  employed  by  investment  banking  firms  in  Phila- 
delphia and  New  York  successively  as  runner,  cashier's  assistant,  and  stu.ient 
salesman.  1926-31,  senior  security  analyst  and  assistant  manager  of  statistical 
department  of  West  &  Co.,  underwriters  and  brokers.  New  York  and  Philadelphia 
1931-34,  McMillan,  Rapp  &  Co.,  Philadelphia.  Vice  president,  salesmanagcr, 
and  manager  of  statistical  department.  1934r-35,  Independent  dealer  and  security 
analyst  in  Philadelphia.  1935-36,  United  States  Securities  and  Exchange  Commis- 
sion, Washington.  Security  analyst,  registration  division.  1936-37,  Transcontinent 
Shares  Corporation.  Vice  president,  director,  and  manager  of  research  department. 
Sponsor  and  manager  of  investment  trusts,  Philadelphia,  New  York,  Boston, 
and  Los  Angeles.  Vice  president,  and  director  of  Fiscal  Fund,  Inc.,  an  investment 
trust.  1937-38,  Sheridan,  Bogan  Co.,  underwriters  and  dealers,  Philadelphia, 
manager  of  statistical  department.  1938-40,  T.  I.  S.  Management  Corporation 
and  Transcontinent  Shares  Corporation,  president,  director,  and  in  control.  Also 
president  and  director  of  Fiscal  Fund,  Inc.  In  this  position,  collaborated  with 
Securities  and  Exchange  Commission  in  effecting  internal  reorganization  and 
eliminating  certain  objectionable  practices  of  a  previous  management.  1940-42, 
E.  M.  Fitch  &  Co.,  underwriters  and  dealers,  Philadelphia.  Manager  of  statis- 
tical department.  1941  to  date.  Member  of  board  of  directors  of  Natural  Gas 
Investment  Co.,  New  York. 

Army  service:  Commissioned  captain  September  23,  1942,  for  duty  with  War 
Department  Price  Adjustment  Board.     Promoted  to  major  September  18,  1943. 

Name:  Myron  F.  Ratcliffe.     Grade:  Major. 

Assignment:  Assignments  Branch,  Examination  Section,  Chief  of  Section. 

Date  of  birth: 

Education:  Graduated  from  Universitv  of  Illinois  (B.  S.  in  commerce  and  law) 
1925. 

Business  experience:  1925-34  Goldman,  Sachs  &  Co.,  investment  bankers. 
1934-36,  National  Recovery  Administration.  Deputy  Administrator  in  Washing- 
ton, in  charge  of  the  formulation  and  administration  of  all  codes  pertaining  to 
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finance,  including  codes  for  banking,  investment  banking    and  stock  ?xchanges 
1936  42,  Lehman  Bros.,  investment  bankers.     Became  head  of  their  Chicago 

office  in  July  1939. 
niubs.  societies  and  outside  interests:  .    ^  ^     -k/t   ■ 

Army  service:  Commissioned  captain  September  5,  1942.    Promoted  to  Major 

July  17,  1943. 

\ame:  Marshall  D.  Hall.     Grade:  Major.  .    t»        i 

Assignment:  Chief,  Legal  Review  Section,  Settlements  Branch. 

Date  of  birth:  November  5,  1903.    ,         ^  ^  ,  ,.       ^^^     .  ^n^v 

Business  experience:  1919-31,  member  of  law  and  accounting  firm  of  Riley 
At  Hall  Los  Angeles.  Certified  public  accountant  since  1930,  practicing  attorney 
«nd  accountant;  specializing  in  Federal  income,  estat^,  and  other  tax  matters. 

Clubs!  societies  and  outside  interests:  Member  of  American  Institut^  of  Ac- 
countants, American  Bar  Association,  California  Society  of  Certified  Public 
\ccountaAts;  member,  California  and  Los  Angeles  Bar  Associations. 

Amy  service:  Commissioned  major  September  26,  1942,  for  duty  with  War 
Department  Price  Adjustment  Board. 

Name:  Stephen  B.  Ives.     Grade:   Ma^or,  Armv  of  the  United  States. 

Assignment:  Chief,  Financial  Analysis  Section,  Renegotiation  Branch. 

Dateof birth:  Februavy  11,  1895.         _^,^,  ,      , 

Fducation:  A.  B.,  Harvard,  1916  (as  of  1917),  cum  laude.       ^  .^       .    ,010.  on 

Business  experience:  1916-17,  clerk,  Atlantic  Coast  Line  Railroad;  191^-20^ 
cotton  business.  Phoenix,  Ariz.;  1920-25,  accountant  Sinclair  Refimng  Co.,  1925- 
30  senior  staff  accountant,  Lybrand,  Ros?.  Bros  &  Mont gomerv  New  York. 
md-lz,  resident  manager,  Atlanta  Office,  Lybrand,  Ross  Bros.  &  Montgomery. 

Certified  public  accountant.  .         r     ,..   x       *    »  4.     *  . 

Clubs,  societies  and  outside  interests:    American   Institute  ^f  Accountants 
National  Association  of  Cost  Accountants:  Georgia  Society  of  Cert  tied  Public 
Accountants  (past  president);  Member,  executive   committee^   Southern   States 
Accountants  Conference;  Piedmont  Driving  Club,  Atlanta;  Capital  City  Club. 
Atlanta;  Kiwanis;  Harvard  Club  of  New  York;  Cosmos  Club,  Washington 

Army  service:  Provisional  first  lieutenant  Field  Artillery,  (Regular  Army), 
1917-19;  commissioned  April  28.  1943 

Name:  Edward  DeLeon  Scruggs.     Grade:   Major. 

Assignment:  Chief  Financial  Review  Section,  Settlements  Branch. 

Date  of  birth:  February  18,  1901.  .      .   .,         •        •  ^       a 

Education:  Graduate  Cornell  University  (1923),  civil  engineering;  postgrad- 
uate work  in  finance  and  accounting.  ,    .     .  j     u  i      1    k„o:««o. 

Business  experience:  1924-27,  Lumber  manufacturing  and  wholesale  buslnes^. 
1927-31,  Guarantv  Co.,  of  New  York.  Analysis  of  securities.  1931-32,  H.  D. 
Bentlev.  New  York.  Investigations  of  industrial  companies.  1932-^4,  H..  if. 
Button  &  Co.,  New  York.  Analysis  of  railroad,  public  utihtv  and  industrial 
securities.  1934-38,  Savings  Banks  Trust  Co.,  New  York.  In  change  of  railroad 
and  public-utility  investment  detparment.  1938-42,  Metropolitan  Life  Insur- 
ance Co  Represented  company  in  connection  with  its  railroad  investments  and 
industrial  investments;  \^ork  included  negotiations  in  developing  railroad  re^ 
organization  plans,  consolidating  railroads  and  purchasing  of  bond  issues.  Ser  ved 
a.s  a  member  of  bondholders  committee;  served  as  witness  before  courts  and 
Interstate  Commerce  Commission  in  connection  with  railroad  financial,  operat 
ing  and  traffic  problems,  rates,  values  of  properties,  etc.  Analyz-^d  all  phases 
of  railroad  operations,  financial  positions,  traffic,  equipment,  etc.;  analyzed  in- 
du.strial  companies  in  connection  with  loans  to  such  companies;  worked  on  tax 
nroblems;  development  and  analysis  of  formulae  for  segregating  railroad  revenues 
aj'd  expenses  between  operating  and  mortgage  divisions. 

Clubs,  societies  and  outside  interests:  ,.    .,^.o  r       a   ^        wv,   w„. 

Army  service:  Conmiissioned  major  December  14,  1942,  for  duty  with  War 
Department  Price  Adjustment  Board. 

Name:  W.  Howard  Dilks.     Grade:  Major. 

Assignment:  Chief,  Assignments  Branch. 

Dateof  birth:  October  29,  1902.  ^^   r.  •       ^       tt   • 

Education:  Chestnut  Hill  Academy,  Philadelphia,  1910-20;  Princeton  Lniver- 
sity,  1920-24;  Harvard  Law  School,  1924-27  .  „     ,     u       /t>ui  ^  1  1  •«^ 

Business  experience:  1927-30,  Duane,  Morris  and  Heckscher  (Philadelphia) 
attornevs;  1930-41,  maintained  own  law  practice,  Philadelphia;  1941-42,  meniber 
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of  firm  Of  Murdoch,  Paxson,  Kalish  &  GreeD   (now  known  as  Bell,  Murdoch 
Paxson  &  Green) .     Since  1933,  trustee  of  sev  .ral  important  estates  in  Philadelphia' 
Clubs,  societies  and  outside  interests:  Secretary  of  Lawyers'  Club  of  Phi «' 
delphia;  Member  of  American   Pennsylvania  and  Philadelphia  Bar  Associations" 
Colonial  Society,  Society  Sons  American  Revolution  ^a'-^ons, 

r^^Vl^  f^'Pl"^  A^^^/nFo'^'^'S'^^'^"?'!,  captain,  Judge  Advocate  General's  Depart- 
ment  September  6,  1942.     Promoted  to  major  March  15, 1943. 

Name:  Eliot  H.  Sharp.     Grade:  Major. 

Assignment:  Chief,  Technical  Information  Branch 

Date  of  birth: 

Education:  University  of  Wisconsin,  A.  B.  degree,  1925 

Business  experience.  Since  1926  has  done  special  public  relations  and/or 
analytical  work  for  such  organizations  as  Union  Carbide  &  Carbon  Co.:  the  Equ  tv 
Corporation ;  distributors  group  and  in  the  buying  departments  of  a  number  of 
investment  banking  firms.  Has  served  other  firms  as  public  relations  counsel 
Author  of  numerous  magazine  articles  on  business  and  finance.  In  1935  founded 
*  weekly  trade  journal  for  investment  and  commercial  bankers  which  has  been 
published  regularly  since  founding.  Have  worked  on  such  newspapers  as  the 
Philadelphia  Record,  Portland  Oregonian,  Capital  Times  (Madison.  Wis  )   * 

Clubs,  societies,  and  outside  interests:  Has  traveled  extensivelv,  includinelu 
years  working  his  way  around  the  world,  with  9  months  in  Japan  working  on  th^ 
Japan  Advertiser  and  teaching  high  school  up  country. 

Se^tSlr73^194^^'"°^'^^^^''^^  captain  September  12,  1942;  promoted  to  major 
g^^arae:  Frederick    Weaver    Myers.     Grade:  Captain,    Army    of    the    United 

Assignment:  Technical  Information  Branch. 
Date  of  birth:   May  22,  1906. 

Education:  One  y^r  of  general  academic  work  at  Rutherford  College,  North 
19^4^29*'  •     ^"^^  ^'^^^^  academic  and  3  years  of  law  at  Duke  University, 

Business  experience:  General  practice  of  law  at  Lenoir,  N  C  from  1Q2Q  to 
1933  From  1933  to  1943  attorney  for  the  Joint  Committee  on  InternaTRevenue 
laxation.  United  states  Congress,  where  principal  duties  were  tax  research  and 
investigation,  analysis  of  tax  proposals,  suggesting  improvements  in  the  tax  laws 
and  their  administration,  diafting  tax  legislation,  com^mittee  reports  and  expla- 
nation of  committee  action  and  acting  in  general  as  tax  counsel  to  the  Committees 
on  Ways  and  Means  and  Finance. 

Army  service:  Commissioned  June  4,  1943. 

Name:  Edgar  T.  Sloan.     Grade:  Captain. 

Assignment:  Technical  Information  Branch. 

Date  of  birth:  January  29,  1§08. 
,n?m^/?,*'^?'  Hotchkiss  School  (graduated  1926);  Yale  University  (graduated 
19d0)   (15.  A.  degree);  Harvard  Business  School   (graduated   1932)    (MBA 
degree). 

Business  experience:  Summer  1931,  J.  &  W.  Seligman  &  Co.,  54  Wall  Street, 
New  York  City  Traming  1932-37,  Chase  National  Bank,  18  Pine  Street.  New 
York  City;  rotated  throughout  bank  and  handled  all  manner  of  credit  work  in 
head  office  credit  department;  was  junior  account  man  1936-37;  1937-43 
Phoenix  State  Bank  &  Trust  Co.,  Hartford,  Conn.:  As  assistant  cashier,  handled 
commefcial  operations,  credit  work  and  supervised  business  development  ad- 
vertising, public  relations,  customer  contact  operations,  War  bond  and  tax  note 
sales  and  foreign  funds  control,  contributed  financial  articles  to  press  and  repre- 
^nted  president  aiid  cashier  on  many  occasions;  1940-43,  Cushman  Chuck  Co., 
Hartford  Conn.,  director:  This  company  is  employing  1,200  in  100  percent  war 
work  and  has  received  Army-Navy  E. 

Clubs,  societies,  and  outside  interests:  Was  one  of  most  active  men  in  Hartford 
both  in  all  community  drives  and  all  War  bond  activities.  Headed  and  participated 
in  a  supervisory  capacity  a  variety  of  activities  in  this  connection,  which  involved 
everything  from  organizational  work  to  technical  knowledge  and  training  Handled 
press  releases  on  several  War  bond  drives  and  other  ventures.  Was  director, 
Hartford  Community  Chest;  chairman,  public  education  committee,  Connecticut 
Bankers  Association;  director,  Hartford  Tennis  Club,  director  of  public  speaking 
couree  sector  warden  civilian  defense,  was  president  of  Harvard  Business  School 
Club  of  Connecticut,  and  has  organized  and  presided  at  meetings  with  attendance 
up  to  600  addressed  by  prominent  economists  and  organized  industrial  visits 


through  leading  industrial  plants  (for  example,  United  Aircraft  and  Pratt  &  Whit- 
riev  Machine  Tool  Co.),  with  attendance  up  to  300.  Was  graduated  frona  Chase 
National  Bank  foreign  training  class  1933,  and  Central  Hanover  Bank  &  Trust 

^^  Army  experience:  Commissioned  captain  August  21,  1943,  for  duty  with  War 
Department,  Price  Adjustment  Board. 

Name:  William  H.  Coulson. 

Assignment:  Executive  officer. 

Date  of  birth:  April  12,  1895. 

Education:  Private  and  public  school.  «      .     ^t        xr    i    r^-^ 

Business  experience:  1910-11:  Wells  Fargo  Express  Co.  m  New  York  City. 
1911-15  work  of  a  general  nature  in  commercial  banking  with  the  Mechanics  and 
Metals  National  Bank  and  Irving  National  Bank.  1915-20:  Guaranty  Trust 
Co  of  New  York:  Gained  a  general  knowledge  of  the  work  of  the  foreign  and 
general  banking  departments.  Appointed  head  of  the  Liberty  Loan  depart- 
ment for  the  Guaranty  which  handled  the  largest  total  subscriptions  of  each  of 
the  several  Liberty  Loan  bond  issues.  Responsible  for  supervising  the  controls, 
care  of  securities,  personnel  and  records  of  that  department.  After  the  war  and 
until  the  Guaranty  Co.,  an  investment  subsidiary,  was  formed  in  1920,  acted  as 
managing  clerk  of  the  securities  division  of  the  bond  department.  1920-34: 
Guaranty  Co.  of  New  York  (formed  in  1920  to  take  over  the  investment  banking 
functions  of  the  bond  department  of  the  parent  company) :  Assigned  to  matters 
pertaining  to  the  organization  and  establishment  of  that  company.  Elected  an 
assistant  treasurer  in  charge  of  accounting,  finance,  and  supervision,  and  mainte- 
nance of  operating  personnel  at  time  of  organization.  1934-42:  In  charge  of 
personnel  and  personnel  training,  finance  and  operations,  Edward  B.  Smith  &  Co., 
afterward  Smith,  Barney  &  Co.,  Edward  B.  Smith  &  Co.,  one  of  the  largest  in- 
vestment banking  firms  in  the  United  States,  joined  Charles  D.  Barney  &  Co., 
one  of  the  largest  commission  firms,  in  January  1938.  In  1934  senior  officers  and 
a  large  part  of  the  personnel  of  the  Guaranty  Co.  of  New  York,  joined  Edward 
B  Smith  &  Co.,  so  that  Smith,  Barney  &  Co.  combined  three  major  organizations 
in  the  financial  field.  Originator  and  director  of  a  training  course  in  investment 
banking.  Each  year  a  limited  and  carefully  selected  group  of  men  from  colleges 
and  graduate  schools  were  enrolled  in  the  firm's  training  course  for  the  purpose  of 
giving  them  a  broad  knowledge  of  the  business  (buying,  stock,  trading,  research, 
and  investment  departments).  Designed  as  a  practical  supplement  to  graduate 
and  undergraduate  college  work  to  give  a  thorough  and  systematic  training  in 
the  fundamental  principles  of  investment  banking  with  sufficient  practical  appli- 
cations to  make  the  student  familiar  with  general  policies  and  firm  methods. 
Development  and  installation  of  operating  systems.  Analysis  and  coordination 
of  activities;  financing  of  the  firm's  business.  Preparation  of  budgets;  control  of 
expense;  interpretation  of  the  accounting  provisions  of  agreements  and  contracts; 
analysis  of  income  and  expenses  to  determine  whether  an  office,  a  department,  or 
service  should  be  continued;  development  of  compensation  plans  involving  in- 
centive payments  to  production  workers;  financial  analysis  of  new  sources  of 
business  or  income  with  a  view  to  estimating  probable  income  and  expenses. 

Clubs,  societies,  and  outside  interests:  Chairman,  parents  committee  of  Dart- 
mouth College.  For  interest  in  welfare  of  college  was  elected  some  years  ago  to 
honorary  membership  in  the  class  of  1918  Dartmouth  College.  Chairman, 
scholarship  committee,  Garden  City  High  School. 

Armv  service:  Julv  9,  1942,  appointed  major,  Army  Specialist  Corps  as  aide  to 
Brig.  (5en.  Charles  S.  Cheston.  November  30,  1942,  converted  to  Army  of  the 
United  States  in  grade  of  major.  Assisted  general  Cheston  in  work  of  merging 
Army  Specialist  Corps  and  officer  Procurement  Branch,  Adjutant's  General 
Office,  into  new  Officer  Procurement  Service.  Continued  management  work  in 
capacity  of  a  control  officer.  March  1,  1943:  Transferred  to  Surgeon  General's 
Office  as  Chief,  Office  Management  Branch  Supply  Service  which  was  absorbed 
by  Control  Division  Surgeon  General's  Office  on  June  1,  1943.  July  7,  1943: 
Transferred  to  Price  Adjustment  Board  as  administrative  officer.  September 
13,  1943:  Designated  executive  officer. 

Name:  Elizabeth  C.  Smith.     Grade:  Major— WAC. 

Assignment:  Administrative  officer. 

Date  of  birth:  May  24,  1908.  _  ^ 

Education:  Graduate,  public  high  school;  graduate,  DePauw  University: 
Indiana  University  (extension  center)  graduate  courses  in  labor  economics  ard 
personnel. 
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Business  experience:  Two  years  (192^30)  city  supervisor,  public  school-systoin 
VV  ashiiigton,  Ind.  Two  years  (1931-32)  in  business  for  self  as  legal  reporter  Ten 
years  (1933-42)  personnel  work,  United  States  Employment  Service  in  Indiana 
Started  as  interviewer  in  charge  of  small  branch  office;  became  assistant  manager 
and  manager  of  district  office  in  industrial  center;  promoted  to  assistant  manager 
of  metropolitan  office;  transferred  to  staff  of  State  director  as  technician  in  Occu 
pational  Analysis  Branch;  promoted  to  State  supervisor,  occupational  analysis 
advising  with  defense  industries  regarding  the  development  of  techniques  for 
selecting  labor  and  supervising  a  staff  of  job  analysts  studying  essential  jobs  in 
war  industry. 

Clubs,  societies,  and  outside  interests:  Alpha  Chi  Omega  (college  social)-  Mu 
Phi  Epsilon  (honorary  professional) ;  American  Association  of  University  Women 
Indiana  Personnel  Association;  International  Association  of  Public  Employment 
Specialists. 

Army  service:  Enlisted  July  27,  1942,  as  officer  candidate  Women's  Army  Aux- 
Uiary  Corps;  commissioned  third  officer  (second  lieutenant),  September  12,  1942 
Commanded  company  basic  trainees  until  November  1.  Assigned  as  assistant  to 
commandant,  Second  Women's  Army  Auxiliary  Corps  Training  Center,  Daytona 
Beach,  Fla.,  November  1,  Promoted  to  grade  of  first  officer  (captain)  December 
23,  1942.  Assigned  as  deputy  to  commanding  general.  Women's  Army  Auxiliary 
Corps  Training  Command  when  then  unit  was  activated  January  1,  1942  to 
supervise  training  of  Women's  Army  Auxiliary  Corps  at  five  training  centers 
Command  and  General  Staff  School,  Ft.  Leavenworth,  graduated  June  1943 
Assigned  as  deputy  to  the  director.  Women's  Army  Auxiliary  Corps  Headquarters 
Training  Division  June  1943.  Price  Ajustment  Board  Julv  20,  1943.  Promoted 
to  grade  of  field  director  (major)  August  23,  1942.  Appointed  major,  Armv 
United  States,  September  1,  1943. 

PRICE  ADJUSTMENT  SECTION,  OFFICE,  CHIEF  OF  ENGINEERS 


Name 


Age 


Harry  W.  Loving. 


Alonzo  J.  Hammond.. 


53 


Position 


A.    Col.    Carl    M. 

Sciple,    A.    U.    S. 

(Regular  Army  olB- 

cer). 
Lt.     Col.    John    B. 

Heroman. 
Forrest  S.  Harvey 


74 


Chief,  Price  Ad- 
justment Sec- 
tion, office. 
Chief  of  Engi- 
neers. 


Previous  experience 


33 


32 
58 


Assistant  Chief, 
Price  Adjust- 
ment Section. 


Luther  E.  Mackall... 


61 


do 


Executive  officer. . 

Negotiator    and 
member  of  Ad- 
visory Board. 


Corporate  analyst. 


For  12  years  district  manager  and  vice  president  of  the 
J.  B.  McCrary  Co.,  municipal  engineers.    4  years 
member  of  firm  of  Totten  &  Loving,  consulting  engi- 
neers.   3  years  executive  secretary  and  manager  of 
the  Carolinas'  branch,  the  Associated  General  Con- 
tractors of  America.  Inc.    July  to  November  1940, 
Chief,  Fixed  Fee  Branch,  Construction  Division, 
Office  of  the  Quartermaster  General.    Responsible 
for  negotiating  all  cost-plus-a-flxed-fee  construction 
contracts.    November   1940   to    February   1941,  in 
charge  of  negotiation  on  cost-plus-a-fixed-fee  basis. 
Februarj'  1941  to  March  1942,  Chairman  of  Contract 
Board.    March  1942  to  July  1942,  member  of  Con- 
struction Contract  Board.    July  1942  to  date,  mem- 
ber of  Construction  Contract  Board,  and  Chief.  Price 
Adjustment  Section,  Office  of  the  Chief  of  Engineers. 
Consulting  engineer.    Municipal  and  railway  engineer- 
ing.   Engineer  for  $75,000,000  Chicago  Union  Termi- 
nal.   Represented  construction  company  on  $130,- 
000,000   public-works    program    in    Cuba.    Private 
practice  since  1928.    Consultant  to  municipalities, 
railroads.     Reconstruction     Finance     Corporation. 
Report  on  Missouri  &  St.  Louis  Ry.    Director  and 
vice  president.  First  National  Bank  &  Union  Trust 
Co.,  South  Bend,  Ind.    President,  American  Society 
of  Civil  Engineers  in  1933;  president,  Construction 
League  of  the  United  States  1933  and  1934.    Presi- 
dent,  American   Engineering   Council   1940.    Con- 
sultant, Construction  Contract  Board  since. 
Graduate,  U.  S.  Military  Academy  1«32;  11  years 
experience  in  management  and  supervision  of  build- 
ing  construction,   utilities,    grading,    paving,   and 
miscellaneous  construction  projects. 
Controller's  department.  Standard  Oil  Co.  of  New 

Jersey. 
For  25  years  construction  engineer;  supervised  con- 
struction of  railroad  camps,  storage  depots,  bridges, 
industrial  plants,  municipal  projects,  wharves,  and 
breakwaters.  From  1940  to  1942,  member  of  Con- 
struction advisory  committee,  office  of  the  Quar- 
termaster General.  1942  to  1943,  member  Construc- 
tion Contract  Board.  March  3, 1943,  to  date,  member 
of  Advisory  Board,  Price  Adjustment  Section. 
For  16  years  assistant  general  manager  and  vice  presi- 
dent, also  chairman,  board  of  underwriters,  for  the 
National  Surety  Corporation.  Vice  president  of  the 
Metropolitan  Casualty  Insurance  Co.,  for  4  years. 
Author  of  the  Principles  of  Surety  Underwriting. 
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Name 


Age 


Position 


L^    Col.    Harry    D.  j      58     Renepotiator. 
\Villiar.  Jr. 


Herbert  Wachsmann. 


44 


do 


Charles  A.  D.  Bayley. 


66   do. 


William  H.  Bucknell. 


Lt.  Col.   Milton   E. 

Chamberlain. 
John  B.  Merritt 


43 


Frank  C.  Sellnow 


65 


Associate  renego- 
tiator. 


Renegotiator. 
.....do 


54 


.^Dton  E.  Horst. 


58 


do 


.-.-do-  


Cyrus  E.  Silling 

Thomas  C.  Cooper... 


62 


Previous  experience 


Associate  renego- 
tiator. 
do... 


1920-28  assistant  chief  engineer.  State  Roads  Commis- 
sion of  Maryland.  1928-35  chief  encineer.  State 
Roads  Commission  of  Maryland.  1935-40  deputy 
State  administrator.  Work  Projects  Admnustiation 
of  Maryland.  1940-42  administrator  Work  Projects 
Administration  of  Maryland.  Delaware,  and  District 
of  Columbia.  1942  post  engineer,  Army  Air  Base, 
Richmond,  Va.   January  1943  post  engineer.  Boiling 

Field.  .     .         .  „      - 

Began  business  career  in  South  America  in  metallurgi- 
cal plants  and  in  the  United  States  for  some  5  years, 
then  went  into  industrial  and  management  engineer- 
ing work.  Chief  engineer  with  one  of  the  operating 
Bedeaux  companies,  and  later  vice  president  and 
general  manager  of  the  Haynes  Corporation,  and  as 
staff  member  of  different  companies.  Oi)erated 
garment-manufacturing  plants  as  assistant  to  the 
president  and  general  manager.  Also  staff  engineer 
in  building  materials  concern  in  asbestos-cement 
pipe  division.  With  Price  Administration  as  in- 
dustrial adviser  since  June  1941  in  the  Accounting 
Division,  executive  officer  of  the  General  Products 
Division.  ^  •     •     ,, 

From  1900  to  1909  held  various  positions  principally 
on  construction  work.  From  1909  tc  1913,  assistant 
to  vice  president-general  manager  of  construction 
company  doing  general  construction  work  in  the 
United  States.  From  1913  to  1921,  president  of  own 
company  executing  construction  contracts  in  the 
United  States.  Central  and  South  America.  From 
1921  to  1939,  vice  president  and  general  manager  of  a 
construction  company  executing  individual  classes 
of  work  up  to  $73,000,000  in  value  in  Canada,  the 
United  States,  Central  and  South  America,  and 
Europe.  From  July  1939  to  June  1943,  vice  president 
and  general  manager  of  an  engineering  construction 
company.  .    -u. 

1922-28  in  charge  of  construction  of  office  buildings, 
hotels,  hospitals,  etc.,  for  general  contractors,  -\t- 
lanta,  Ga.,  and  New  York  City.  1930-42  vice  presi- 
dent, operating  engineer,  director  and  consultant 
for  realty  corporation.  1942-43  special  superm- 
tendent  in  charge  of  testing  procedure  for  George  A. 
Fuller  Co.  and  Merritt  Chapman  &  Scott  Corpo- 
ration. 

General  contracting  business. 

Has  not  been  actively  engaged  in  business  for  the 
past  3  years  except  for  the  handlmg  of  farm  and 
investments;  22  years  in  various  capacities  from 
department  merchandise  manager,  sales  manager, 
general  manager,  vice  president,  and  president  of 
Hunter  Manufacturing  &  Commission  Co.,  New 
York;  Iselin  Jefferson  Co.,  New  York;  aand  Southern 
Silk  Mills  Inc.,  Greensboro,  N.  C,  of  which  con- 
trolling stock  was  owned  by  Mr.  Merritt.  1930-42 
vice  president,  operating  engineer,  director  and 
consultant  for  realty  corporation.  1942-43  special 
superintendent  in  charge  of  testing  procedure  for 
George  A.  Fuller  Co.  and  Merritt  Chapman  & 
Scott  Corporation. 

IS  years'  practice  as  sanitary  engineer;  employed  by 
various  municipalities.  States,  commissions,  con- 
sulting eneinecrs,  and  contractors.  2  years  with 
Construction  Division:  negotiated  cost-plus-a-flxed- 
fee  contracts  and  lump-sum  architect-engineer  con- 
tracts; determined  adjusted  fees  due  to  chanee  in 
scoi^e  of  work. 

32  years'  experience  in  construction.  As  one  of  the 
organizers  of  the  Henry  W.  Horst  Co.  in  1914,  he  has 
been  its  secretary-treasurer  ever  since,  and  its  general 
manager  for  some  20  years.  The  company  has 
executed  approximately  $.30,000,000  of  construction 
work,  including  tunnels,  heavy  highway,  and  build- 
ing construction.  Chairman  of  the  General  Con- 
tractors' Code  Authority,  1934  to  1936;  is  a  member  of 
the  American  Society  of  Civil  Engineers,  and  is  a 
past  president  of  the  Associated  General  Contractors 
of  America. 

Architect  in  Charleston,  W.  Va. 

42  years  with  Butler  Bros.,  Chicago,  111.  Working 
through  all  departments,  finally  general  manager 
and  director  of  the  New  York  House  of  Butler  Bros. 
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Name 


Lt.    Col.    Clyde    L. 
Miller. 


Arthur  W.  Consoer... 


Capt.     Charles     W. 
Curry. 


Erastus  L.  Austin 

Stewart  Drew.. 

Fred  W.  Bom 

Lemuel  C.  Smith 


Age 


57 


51 


.35 


fi2 
45 


39 


Position 


Renegotiator. 


— -do 


Negotiation. 


Corporate  analyst. 

do - 

-—do 

—.do 


Previous  experience 


To  1926  vice  president,  the  National  Construction  Co 
1926-10  associated  with  Elford  «t  Son,  contractors 
and  engineers,  Columbus,  Ohio.  2  years  on  eon 
struction  program,  built  Weldon  Spring  Ordnant* 
Works.  ^ 

Since  1919  has  been  chief  executive  partner  of  Con- 
.soer,  Townsend  &  Quinlan,  consulting  engineers,  in 
charge  of  design  and  supervision  of  construction  of 
thousands  of  projects,  municipal,  industrial,  and 
railroad  and  Army  in  10  different  States,  totaling 
over  $200,000,000  in  cost.  ^ 

16  years  with   First  National  Bank,  Atlanta,  Oa 
assistant  manager  transit  department  1929-32;  credit 
investisator  and  analyst,  1932-34:  auditor  1934-39- 
assistant   vice  president   1939-42  and  elected  vice 
president  1942. 

Controller,  Philadelphia  Transit  Co. 

Public  asccountant. 
Do. 
Do. 


NEW  ENGLAND  DIVISION,  PRICE  ADJUSTMENT  SECTION 


Ernest  W.  McMuUen. 
John  P.  Wentworth.. 


53 
55 


Chief,  Price  Ad- 
justment Section 
Negotiator 


Partner  in  engineering  firm  for  past  20  years. 

Since  1924  member  of  firm  of  Metcalf  &  Eddy,  con- 
sulting engineers,  Boston  and  New  York. 


PRICE  ADJUSTMENT  SECTION,  NORTH  ATLANTIC  DIVISION 


Dr.  J.  J.  Klein 


59 


Maj.  C.  H.  Maltby.. 


C.  M.  Chuckrow. 


Raymond  Van  Vran- 

ken  Miller. 
Joseph  Robert  Barr.. 


James  Nicholson 
Chrystie. 


35 


Chief,  Piice  Ad- 
justment section. 


Negotiator. 


-do. 


59 
57 


59 


..do...- 


.do- 


...  do 


Senior  member  of  Klein,  Hunds  &  Fmke,  certified  pub- 
lic accountants  for  30  years;  also  of  Kelin,  Finke  & 
Austin,  law  firm,  chairman  and  member  of  governing 
body  of  committee  of  accounts.  Past  president  New 
York  State  Society  of  Certified  Public  Accountants; 
expert  on  Council  of  National  Defense  during  World 
War  I. 

Vice  president  and  director  of  bank;  officer  and  director 
of  other  companies,  intimate  association  with  manu- 
facturing and  construction  industries. 

President  of  Fred  F.  French  Co  ,  Fred  F.  Branch  Con- 
struction Co.,  and  Fred  F.  French  Operators  Inc., 
for  8  years.  For  18  years  executive  vice  president  of 
Fred  T.  I.,ey  Co.  Inc.,  building  contiactors. 

In  the  security  business  in  New  York  for  many  years; 
partner  in  White  Weld  &  Co.;  independent  operator. 

President  of  Barr  &  Lane,  Inc.,  construction  organiza- 
tion, also  consultant  to  Bingham  Associates  Fund,  a 
philanthropic  organization. 

Assistant  comptroller  of  the  Guaranty  Trust  Co.  of 
New  York,  in  complete  cuarge  of  comptroller's  work 
in  Europe;  recently  with  British  Ministrj  of  Sup- 
plies. 


MIDDLE  ATLANTIC  DIVISION,  PRICE  ADJUSTMENT  SECTION 


Lt.  Col.  William  C. 
Ready. 

A.  Harden  Coon 


Theodore  M.  Chand- 
lee. 


46 
48 


Chief,  Price 
jiistment 
tion. 

Negotiator... 


Ad- 
Sec- 


.dc. 


General  engineering  practice. 


President  and  general  manager  of  construction  com* 
pan>  for  past  12  years. 

President  of  impoiting,  jobbing,  and  manufactniing 
concern  for  23  years.  Business  management  consult- 
ant for  6  years. 
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SOUTH  ATLANTIC  DIVISION,  PRICE  ADJUSTMENT  SECTION 
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Name 


George  B.  Hills. 


Harry  E.  Harman,  Jr. 
p.  H.  Bodin.. 


Lt.  Col.  Herman  Orr-- 


Age 


63 


55 
48 

43 


Position 


Chief,  Price  Ad- 
justment Sec- 
tion. 

Negotiator 

Member  of  Board. 

do 


Previous  experience 


Over  30  years  of  private  practice.  Consulting  engineer, 
Jacksonville,  Fla.,  on  reclamation  docks,  terminals, 
highway,  and  municipal  engineering. 

State  administrator,  Works  Projects  Administration.^ 

Over  23  years  of  private  practice  as  architect-engineer, 
Atlanta,  Ga.,  and  vicinity. 

Served  as  constructing  quartermaster,  Craig  Field, 
Ala.,  area  engineer,  Camp  Shelby,  Miss.,  regional 
director,  repairs  and  utilities.  South  Atlantic  Divi- 
sion. Over  21  years  of  professional  practice  in  private 
and  public  civil  engineering. 


PRICE  ADJUSTMENT  SECTION,  OHIO  RIVER  DIVISION 


Maj.  Casper  W.  Haupt. 


Ralph  L.  Bloor 

Perry  D.  Schwartz... 

George  E.  Oliver 


Clifford  T.  Lindblom. 


Ralph  M.  Roser. 


Jared  L.  Myers. 


Roland  L.  Churchill.. 


Harry  T.  Rafferty... 


47 

38 
45 


57 


39 


45 


43 


49 


53 


Chief,  Price  Ad- 
justment Sec- 
tion. 

Negotiator  and 
member. 

Negotiator 


...do... 


do 


Assistant  renego- 
tiator. 


Assistant  negotia- 
tor. 


Associate  renego- 
tiator. 


.do... 


For  23  years  vice  president  of  the  Strobel  Construction 
Co. 

General  engineering  and  executive  experience. 

7  years  with  Henry  L.  Doherty  &  Co.,  Wall  St, 
New  York  City,  as  accounting  and  financial  analyst. 
7  years  officer  and  director  of  Wall  St.  imderwriting 
firms.  Director  of  Willson  Products,  Inc.  Man- 
ufacturer of  Reading,  Pa. 

Civil,  consulting,  and  supervising  engineer  specializing 
in  field  on  construction  works  for  navigation  and  flood 
control,  and  on  contractor's  claims  against  United 
States  and  other  contractual  relations  in  connection 
with  works  for  flood  control,  navigation,  and  military 
operations. 

Engineer  engaged  in  general  planning  and  design  work 
on  flood  control,  river  and  harbor,  and  military  proj- 
ects. The  planning  work,  among  other  things,  in- 
volved economic  analysis  of  projects  prior  to  con- 
struction and  budgeting  during  construction  periods. 

10  years'  experience  as  contractor's  chief  estimator  and 
engineer.  3  years'  experience  as  assistant  to  area 
engineer  in  charge  of  flood-control  construction.  1 
year  as  resident  engineer  on  flood-control  construction. 
7  years*  experience  as  specification  writer  and  esti- 
mator on  flood  control  and  defense  work. 

7  years  with  Westinghouse  Electric  &  Manufacturing 
Co.,  shop  production  and  supervision;  4  years  with 
Stone  &WebsterEngineering  Corporation,  field  engi- 
neering, inspection  and  expediting;  1  yearjwith  Kop- 
pers  Construction  Co.,  purchasing,  buying  fabri- 
cated structural  steel  and  steel  plate;  6  years  salesman 
of  residential  heating  and  air  conditioning;  Corps  of 
Engineers,  5  years  contracting  for  the  relocation, 
reconstruction  or  abandonment  of  utilities  on  civil 
projects. 

Chief  project  auditor  Buckeye  Ordnance  Works  for  1 
year.  Assistant  chief  project  auditor  Ravenna 
Ordnance  Works  for  2  years.  3  years  as  chief  revenue 
auditor  New  York  World's  Fair.  General  auditor, 
Texas  Centinneal  exposition  and  assistant  general 
auditor.  Century  of  Progress. 

Chief  project  auditor,  Kingsport,  Tenn.,  over  1  year; 
supervision  auditor,  Columbus  district,  7  months; 
chief  fiscal  auditor,  Columbus  triangular  division, 
Columbus,  Ind.,  6  months;  branch  manager  and 
executive  officer  of  Sweney  Gasoline  &  Oil  Co., 
Peoria,  111.,  15  years. 
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PRICE  ADJUST  MENT  SECTION,  GREAT  LAKES  DIVISION 


Name 

Age 

Position 

Previous  experience 

Harry  E.  Pollock 

60 

Chief,   Price  Ad- 

First vice  president,  secretary,  and  treasurer  of  Mellon 

justment  Section. 

Stuart  Co. 

Paul  W.  Cleveland... 

64 

Negotiator 

Self-employed  investment  banker. 

Joseph  A.  Duner 

47 

do 

President,  Chicago  Trust  Co.  for  10  years. 

Williani  Sheridan 

52 

do.. 

Comptroller,  Anchor  Hocking  Glass  Co. 

Maj.FredE.Robbins 

39 

do 

Executive  assistant  to  treasurer,  J.  E.  Gould  and  Co.. 
wholesale  druggists.  With  constructing  quartermas- 
ter and  Corps  of  Eneineers  smce  June  1935  as  assistant 
constructing  quartermaster,  constructing  quarter- 
master, area  engineer,  and  assistant  to  district  en- 
gineer. 

Maj.  Erwin  H.  Haass. 

39 

Assistant     Chief, 

Partner,   Race,   Haass,   Allen  &   Brewer,  attorneys. 

Price  Adjust- 

Detroit, Mich.    Secretary  and  director.  Peninsular 

ment  Section. 

Grinding  Wheel  Co.,  Detroit,  Mich.,  director. 
Pcttibone  Mulliken  Corporation,  Chicago,  111. 

Ruben  A.  Northquist. 

51 

Negotiator 

Field  superintendent,  Thorgersen  &  Ericksen  Co.. 
Chicago.  111. 

MISSOURI  RIVER  DIVISION,  PRICE  ADJUSTMENT  SECTION 


Allen  L.  Snyder. 


Charles  McCumsey... 


Allan  A.  Tukey. 


Edward  J.  Shoemaker. 


Charles  W.  Martin.  .. 


Leonard  N.  Burch 


64 


48 


47 


61 


43 


Chief,  Price  Ad- 
justment Sec- 
tion. 


Assistant  Chief, 
Price  Adjust- 
ment Section. 

Associate  renego- 
tiator. 

do 


Assistant  renego- 
tiator. 

....do 


Operation,  design,  and  construction  with  Stone  i 
Webster  for  26  years;  vice  president  in  charge  of  report 
and  appraisal  work.  General  manager  of  construc- 
tion of  Osage  River  hydroelectric  development  for  4 
years.  For  7  years  promoter  and  manager  of  interests 
in  which  a  large  owner. 

For  29  years  with  financial  and  banking  concerns,  the 
last  10  years  as  a  bank  president. 

For  3  years  branch  manager  United  States  Fidelity  <t 
Guaranty  for  Iowa  and  Nebraska.  Owner  of  own 
agency  writing  insurance  and  surety  bonds  since  1923. 

9  years  in  general  accounting  department  of  the  North- 
western Bell  Telephone  Co..  from  1914  to  1922.  Final 
position  was  office  manager.  Engaged  in  general 
practice  of  law  since  1922,  mostly  of  a  corporate  nature. 
Has  been  actively  connected  with  management  of 
industries  in  which  interested  personally. 

Engineer,  for  20  years  owner,  Martin  Engineering  Co. 
of  St.  Louis,  Mo.  Previous  6  years,  partner  in  con- 
struction company,  St.  Louis,  Mo. 

21  years  in  law  and  banking,  past  9  years  as  a  bank 
president. 


PRICE  ADJUSTMENT  SECTION,  SOUTHWESTERN  DIVISION 


Lt.  Col.  John  J.  Led- 
better,  Jr. 


Dudley    K. 
ward,  Jr. 


Wood- 


Louis  M.  Bourne. 


Robert  O.  Jameson. . 
Preston  M.  Geren  . . 
Edwin  B.  LaRoche.. 


Robert  L.  Rolfe. 


Thomas  Broad 

Richard  B.  Shults. 


Andrew  P.  Rollins... 


42 


61 


58 


52 

51 
57 


55 

50 
39 


59 


Chief,  Price  Ad- 
justment Sec- 
tion. 

Negotiator 


do 


--..do- 

do 

Associate    negoti- 
ator. 


do 

Negotiator 

Assistant    negoti 
ator. 

Negotiator 


Attorney  and  engineer. 


Private  law  practice  during  past  year.  Vice  president 
and  legal  counsel  during  preceding  9  years  for  Trinity 
Farm  Securities  Co.,  Trinity  Farm  Construction  Co., 
and  Atlas  Construction  Co. 

Past  35  years  employed  by  Alexander  Eccles  &  Co., 
cotton  merchants.  13  years  asistant  manager  of 
Memphis,  Tenn.,  and  Dallas,  Tex.,  office.  8  years 
general  partner  of  firm.  13  years  manager  of  Peruvian 
branch,  Lima,  Peru. 

Past  22  years  consulting  engineer,  self-employed. 

Past  10  years  self-employed  as  architect  and  engineer. 

Past  10  years  partner  in  architectural  firm  of  LaRoche  & 
Dahl.  Previous  8  years  partner  in  architectural 
firm  of  Greene,  LaRoche  &  Dahl.  Preceding  7 
years  professor  of  architecture  at  Texas  Agricultural 
and  Mechanical  College. 

Past  8  years  self-employed  as  consulting  and  structural 
engineer. 

Past  10  years  employed  as  architect  and  engineer. 

1  year  attorney  in  firm  of  Merritt  &  Leddy.  1  year 
assistant  district  attorney.  Past  17  years  attorney, 
self-employed. 

Past  10  years  employed  as  consulting  and  construction 
engineer. 
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Col.  Frank  V.  Rags- 
dale. 

Lt.   Col.    Claus    A. 
Tomell. 

Lt.    Col.    Perry    O. 
Crawford. 

Barry  H.  Howe. 


Harry  W.  Dermis. 
James  L.  Conley.. 


Maj.  Charles  C.  Mac- 
Closkey. 


Lt.   Col.    Alfred    D. 
Harvey. 


52 
41 
57 
61 

64 
63 

36 
44 


Chief,  Price  Ad- 
justment Sec- 
tion. 

Assistant     Chief, 
Price    Adjust- 
ment Section. 

Chief  (Portland 
office). 


Negotiator. 


.do. 
do. 


do 


.....do 


30  years'  experience  in  civil  and  construction  engineer- 
ing. 

13  years'  general  contracting  and  construction  expert 
ence. 

10  years'  construction  experience.  During  last  18  years 
president  of  California  Oregon  Power  &  Fuel  Service, 
Federal  public  utility.  ,      ,       ,.^ 

35^  years  in  business  foi  self  as  stnictural  and  architec- 
tural engineer  in  Memphis,  Tenn.  2  >ears  as  archi- 
tectural engineer  in  Montgomery,  Ala.,  and  New 

York  City.  '    „      ^       ^  ,-r     « 

.^0  years  as  chief  civil  engineer  for  Southern  Caiuomia 
Edison  Electric  Co.,  public  utility. 

35  years'  law  practice,  specializing  in  insuran^  ana 
surety.  Close  contact  with  construction  mdustry 
for  more  than  30  years.  . 

15  years  of  practice  as  professional  engmeer;  president, 
bridge  engineer,  New  York  State  Department  of 
Public  Works,  Albany,  N.  Y.;  consulting  engineer, 
Albany,  N.  Y.;  senior  engineer,  U.  S.  Army  Engmeer 
Corps,  San  Francisco,  Calif. 

20  years'  general  contracting  experience  on  bridges, 
highways,  and  dams;  3  years'  consulting  engmeenng. 


Army  Air  P'orces 

The  staff  organization  in  Washington,  D.  C.  for  ronegotiation  activities  in  the 
Armv  Air  Forces  is  a  part  of  the  office  of  Maj.  Gen.  Oliver  P.  Echols,  the  Assistant 
Chief  of  the  Air  Staff,  materiel  maintenance  and  distribution.  Renegotiation  is 
conducted  bv  the  Price  Adjustment  Sections  located  in  the  procurement  districts 
of  the  Armv  Air  Forces  Materiel  Command  of  which  Ala].  Gen.  C  harles  J^.. 
Branshaw  is  the  commanding  general.  Names  and  description  of  key  personnel 
actively  engaged  in  renegotiation  of  companies  assigned  to  the  Army  Air  i^orces 
follow. 
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Signal  Corps 

INFORMATION    REGARDING    EMPLOYEES    ENGAGED    IN    RENEGOTIATION 

WASHINGTON    OFFICE 

Name:  William  R.  Biggs,  CAF-14,  supervisor  in  charge  of  negotiations.     Past 

oqrning  power  over  $20,000.  ^    r^    .   ,.       avs 

*  !!.  ±9      Marriod   3  children.     Draft  status,  4H. 

^fp^^'nceflecurlt.v  analyst  from  1923  to  1931  a.  employee  and^hen  office^ 
.1  Chase  National  Bank  (and  banks  merged  mto  Chase).     For  "f  last  li  yeare 

Section  September  1,  1942. 
Name:  Wilfred  L.  Goodwyn,  Jr.,  CAF-14,  chief  negotiator.     Past  earning  power 

^TJ?^37     'Married,  2  children.     Draft  status,  3A.  _       „u^^i  1Q07  9a- 

^fpe|uce:  Harris'F«H.es^^^^^^^ 
Harris  Forbes  &  Co.,   Virginia  representative,   i>,^       ^  manager, 

.Manager,  Washington  office    1930-31 ,  Ch^^^^  investment 

Washington  office    1931-33,   P"*"^^'   f'^?^"f'rtnpr  Goodwyn  &  Olds, 

^Ston!  dT  193'l42:  ''ife'por'ed'Tpr'Jc:  Ad^uft^rnt  Section,  kptember 

'  Name:  S.  Blackwell  Jones,  CAF-13,  senior  business  analyst.     Past  earnmg 

DOwer,  $8,000.  ^^     r.    x  j.       o  * 

Age    40.     Married,  2  children.     Draft  status,  3A.  loon^oc.  FWtrio  Auto- 

Experience:  American  Chain  &  Cable,  c^ble  division,  1926-28    Electric  Auto- 

Ufp  TTST    Batterv  Division,  1928-30;  Central  Hanover  Bank  &  Irust  i^o.,  trust 

igatS      Repo^^^^^^  to  Price  Adjustment  Section,  November  5,  1942. 
Name:  James  N.  McBane,  CAF-U,  corporate  analyst.     Past  earning  power. 

App-  36      Married,  no  children.     Draft  status,  2B.  laotL^oa- 

ExperLnce:  Bookkeeper,  First  National  Bank   East  Liverpool,  Ohio,  1925-29 
cxecu^the  assistant.  Bank  of  Manhattan,  1929-42;  in  ^^^^^/^f^^^/ ^^^^^^^^ 
at  Vought-Sikorsky  Aircraft,  1942;  passed  New  Yo^^  Certified  P^ibhc  Accountant 
examination   1940.     Reported  to  Philadelphia  Signal  Corps  Depot,   uecemoer 
1942.     Reported  to  Price  Adjustment  Section,  June  21,  194d. 

Name-  Carroll  H.  Shaw,  P-7,  head  production  engineer.     Past  earning  power, 
$17,000. 

E^neri'nce^ES  ^"^   distribution    department   and    later 

JZ's^^n^rS::!^^^e:  York  Edison,  1^2^34;  consulting  e^^^^^^^^^^ 
R.  Scharff,   1934-41;  electrical  consultant,   Coverdale   &   Colpitts    19^1'  «^^^^^^ 
iMisiness    consultant.    Aluminum    and    M^-f ^^esium    Division^^^   AuLst  11    1943 
Board,  6  months,  1943.     Reported  to  Price  Adjustment  Section,  August  U,  ly^d. 

Na7ne:  Second  Lt.  Alston  Beekman,  Jr.,  legal  reviewer. 

Age:  32.     Married,  no  children.  ,  Aiefr^n  RopVnian 

Experience:  Investigation  and  settlement  claims    aw  offices,  A^«^£_"  .^^^^^^^^^^^ 
1936-38;   New  Jersey  law  clerkship    Arthur   T.   V^^^erbiH,    1938^^^^^^   general 
practice  for  law,  Alston  Beekman,  1939-41;  P^^*"^^' ^^^^^  5^^^',  ^^^^.^^^^^ 
man  &  Beekman.  1941-42;  graduate.  Officers  Candidate  bchool,  Fort  Monmouth. 
N.  J.     Reported  to  Price  Adjustment  Section,  July  Id,  194d. 

CHICAGO    OFFICE 

Name:  Maj.  George  E.  Phelphs,  officer  in  charge.     Past  earning  power,  over 
$20,000. 

FjpeHLe'.'m^'sS^F^^^^^^^  National    Bank    and    affiliated    com- 

paniesf  933:40  (^^^^^^  Duff  &  Phelps,  investment  analyst  and  consulting 

eiiKinepr  1940-41  G  E  Phelps,  consultant;  1941-42,  vice  president.  Bl> th 
&  Cr  Report  to  Chicago  field  office  of  the  Price  Adiustment  Section,  Decem- 
'w  23,  1942. 
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Name:  Capt.  Paul  C.  Tafel,  negotiator.     Past  earning  power,  over  $20,000. 
Age:  51.     Married,  4  children. 

Experience:  1919-42,   general   manager   of   Tafel   Electric   Supply   Co.     Rg. 
ported  to  Chicago  field  office  of  the  Price  Adjustment  Section,  August  18,  I943 


earning 


Name:  Richard  S.  Lawton,  CAF-13,  senior  business  analyst.     Past 
power,  over  $20,000. 

Age:  40.     Married,  2  children.     Draft  status,  3- A. 

Experience:  1924-28,  department  manager  of  Greenbaum  Sons  &  Co.,  Inc.- 
1928-33,  self-employed,  investment  bank  concern;  1933-34,  general  investment 
and  financial  consultant,  dealer,  J.  S.  Bache  &  Co.;  1934-42,  operating  manager 
Illinois  Watch  Case  Co.  Reported  to  Chicago  field  office  of  the  Price  Adjust- 
ment  Section,  February  15,  1943. 

.    Name:  Robert  E.  Owens,  CAF-13,  senior  business  analyst. 

Age:  48.     Unmarried. 

Experience:  1913-15,  assistant  to  owner  and  salesman  of  E.  E.  Brown  Co.; 
1924-25,  lawyer  at  Standard  Accountant  Insurance  Co.;  192,3-29,  lawyer  with 
G.  Croisant;  1929-32.  lawyer  in  firm  of  Sims  Stransky  &  Brewer;  1932-43,  worked 
for  himself  as  lawyer  in  Chicago.  Reported  to  Chicago  field  office  of  the  Price 
Adjustment  Section,  January  21,  1943. 

PHILADELPHIA    OFFICE 

Name:  Maj.  George  Walters,  officer  in  charge. 
Age:  49.     Married,  no  children. 

Experience:  25  years'  certified  public  accountant,  Peat-Marwick-Mitchell  Co. 
Reported  to  Philadelphia  field  office,  Price  Adjustment  Section,  April  15,  1943. 

Name:  Capt.  Daniel  Bryan,  negotiator. 

Age:  43.     Married,  3  children. 

Experience:  Comptroller  and  assistant  to  president,  Cambridge  Rubber  Co., 
1929-32;  vice  president  and  general  manager.  Cannon  Shoe  Co.,  1932-43.  Re- 
ported to  Philadelphia  field  office,  Price  Adjustment  Section,  September  17,  1943. 

Name:  Dr.  Robert  Mitchell,  CAF-14,  negotiator. 

Age:  49.     Married,  no  children. 

Experience:  Treasurer,  Plowman  Yarn  Co.,  1920-27;  professor  at  University 
of  Pennsylvania,  1920-43;  self-employed,  consultant,  accounting  and  financial 
analyst,  1927-42;  consulting  income-tax  editor,  Prentice  Hall,  1940-43.  Reported 
to  Philadelphia  field  office,  Price  Adjustment  Section,  May  13,  1943. 

Name:  John  J.  Lake,  P-6,  legal  reviewer. 
Age:  37.     Married,  2  children.     Draft  status,  3 A. 

Experience:  Attorney  for  General  Motors,  1930-43.  Reported  to  Philadelphia 
field  office.  Price  Adjustment  Section,  March  22,  1943. 

Name:  George  Hogue,  CAF-13,  negotiator. 

Age:  50.     Married,  1  child. 

Experience:  18  years  with  General  Motors  Acceptance  Corporation;  credit 
man,  1925-26;  territorial  manager,  1926-27;  credit  manager,  1927-28;  field 
manager,  1928-29;  assistant  manager,  1929-33;  manager,  1933-43.  Reported  to 
Philadelphia  field  office,  Price  Adjustment  Section,  May  12,  1943. 

Transportation 

Names  and  description  of  personnel  actively  engaged  in  renegotiation  of  com- 
panies assigned  to  Transportation  and  its  various  district  offices. 

PERSONNEL   IN   RENEGOTIATION,    TRANSPORTATION   CORPS 

Name:  Capt.  Paul  R.  Lewis. 

Title:  Chief,  Price  Adjustment  Section. 

Commissioned  August  12,  1942. 

Age:  42. 

Background:  Graduate  industrial  engineer.  Nineteen  years'  experience  in 
financial  work  acting  as  broker  and  investment  counsel.  Before  entering  Army 
was  manasrer  of  Philadelphia  office  of  Paine,  Webber,  Jackson  &  Curtis.  Earn- 
ings in  years  immediately  preceding  entrance  into  the  Army  ranged  from  $8,000 
to  $15,000  annually.  No  previous  experience  in  the  Army  or  in  Government 
service. 
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Name:  Clayton  E.  Grandfield.  , 
Title:  Negotiator,  CAF-13. 
Date  of  duty:  February  9,  1943. 

Background :  College  training  in  business  and  accountancy.  Previous  to  enter- 
inff  service  with  the  Transportation  Corps,  Mr.  Grandfield  spent  16  years  with 
thP  General  Motors  Acceptance  Corporation.  At  the  time  of  entermg  Govern- 
mpnt  service,  Mr.  Grandfield  was  branch  manager  for  the  territory  covenng  the 
Tstern  half  of  North  Carolina.  Mr.  Grandfield's  earnings  in  the  years  immedi- 
fttelv  preceding  his  entrance  into  Government  service  had  averaged  about  *7,50U 
annually.     Mr.  Grandfield  had  not  previously  been  in  Government  service. 

Name:  Fred  H.  Mitchell. 

Title:  Chief  of  Reports  Section,  CAF-10, 

Date  of  duty:  January  23,  1943. 

A  fro "      T   f 

Background:  College  training  in  business  and  finance.  Business  experience 
included  16  years  in  railroad  and  steamship  transportation,  6  years  experience 
in  the  bond  business,  and  5  years  spent  in  the  operation  of  coal  mines  and  glass 
factories.  Previous  to  joining  the  Transportation  Corps,  Mr.  Mitchell  had  been 
for  3  years  with  the  Home  Owners'  Loan  Corporation.  Mr.  Mitchell  s  income 
in  private  life  had  ranged  to  over  $25,000  annually. 

Name:  Vincent  W.  Howard. 
Title:  Negotiator,  CAF-13. 
Date  of  duty:  January  13,  1943. 

Age:  52.  t»      •         ±    -w 

Background:  College  training  in  business  and  accountancy.  Previous  to  his 
entering  service  with  the  Transportation  Corps,  Mr.  Howard  had  30  years' 
experience  in  the  real-estate  business,  the  electric  public-utility  business,  and  the 
securities  business.  Mr.  Howard's  average  earnings  in  the  years  immediately 
preceding  his  entrance  into  Government  service  had  been  about  $8,000.  Mr. 
Howard  had  no  previous  experience  in  Government  service. 

Officials  and  Key  Personnel  of  Renegotiation,  Division  Office  of  the 

Surgeon  General 

military 

Lt.  Col.  Lee  I.  Park,  Director  of  Division. 

Maj.  Gordon  Jones,  Chief,  Cost  Analysis  Branch. 

Capt.  Frank  B.  Wallis,  Chief,  Renegotiation  Branch. 

Capt.  George  J.  Waas,  Section  Head,  Cost  Analysis  Section,  New  York  Branch. 

Capt.  James  H.  Manning,  negotiater. 

Capt.  Thomas  S.  Wilcox,  cost  analysis. 

Capt.  Emil  J.  Linek,  cost  analyst. 

Capt.  Herschel  L.  Horner,  cost  analyst. 

Capt.  Wymen  Pat  ton,  cost  analyst. 

Lt.  George  M.  Webster,  cost  analyst. 

Second  Lt.  Otto  P.  Butterly,  cost  analyst. 

Second  Lt.  James  L.  Lone,  cost  analyst. 

Second  Lt.  Earl  B.  Van  DeVeere,  cost  analyst. 

Capt.  H.  Kermit  Green,  negotiator. 

civilian 

Andrew  B.  Young,  Assistant  Director  of  Division  (consultant,  part-time  basis). 

Prank  Kley,  Chief,  New  York  Branch. 

Fred  M.  Switzer,  Jr.,  Acting  Chief,  St.  Louis  Branch.  ' 

H.  Cecil  Powell,  Section  head,  Cost  Analysis  Section,  New  York  Branch. 

Marbert  E.  Black,  cost  analyst. 

Earl  S.  Clark,  cost  analyst. 

Maurice  A.  Gillis,  cost  analyst. 

otephen  R.  Gordon,  negotiator. 

Arthur  J.  Grant,  negotiator. 

Allan  T.  Sawyer,  cost  analyst. 

oamuel  O.  Van  Arsdale,  negotiator. 

^aul  Christopherson,  negotiator. 
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PRICE  ADJUSTMENT  SECTION,  OFFICE  OF  THE  QUARTERMASTER  GENERAL 


Name 


Colt,  Lt.  Col.  Henry  F 


Herman,  Maj.  Edward 
P. 


Korzenik,     First    Lt. 
Sidney  S. 


Brown,  Claud 

Thompson,  Henry  S.. 


Age 


43 


45 


34 


41 


70 


Present  position 


Chief,  Price  Adjust- 
ment Section. 


Financial  reviewer 


Executive  officer  and 
financial  reviewer. 


Chief    price    adjust- 
ment negotiator. 


-do. 


Ddte  joined 
Price  Adjust- 
ment Section 


August  1M2. 


Aug.23, 1943  . 


Oct.  14,1942.. 


August  1942... 


Aug.  23,  1943. 


Former  affiliations  and  back- 
ground 


J.  P.  Morgan  Co.,  bankin?- 
manaeer,  cotton  department 
of  Atkinson,  Ha?erick  &  Co. 
Boston,  Mass.,  textile  import'. 
ers  and  merchants. 

Childs,  .leffries  &  Co.,  Boston, 
Mass.;  Haraershlag  Bor?,  New 
York,  N.  Y.;  chief  of  the  In- 
dustrial  Projects  Division, 
Office  of  Economic  Werfare] 
Washington,  D.  C. 

Attorney,  member  of  New  York 
bar;  executive  secretary  and 
counsel,  National  Knitted  Out- 
erwear Association,  New  York, 
N.  Y.;  executive  secretary, 
New  York  Unemployment  In- 
surance  State  Advisory  Coiin- 
cU. 

Controller  of  International  Print- 
ing Ink,  division  of  Interna- 
tional Chemical  Corporation, 
New  York,  N.  Y. 

Special  assistant  in  Corps  of 
Engineers.  Washington,  D.  C; 
commissioner  of  water  supply, 
gas,  and  electricity.  New  York 
City,  N.  Y.;  director  and  vice 
president,  Remington  Rand; 
president,  Thompson  Starrett 
Construction  Co.,  New  York, 
N.  Y. 


NEW  YORK  QUARTERMASTER  PRICE  ADJUSTMENT  DISTRICT  OFFICE 


Faller,  Lt.  Col.  Theo.  S.. 

Qambrell,     Lt.     Col. 
WUUamH. 

Bachrach,  Alfred  R.L— 

Batchker,  Philip  A 


Smith,  Harold  W. 


Hvmter,  Richard  R 


McQahey,  Charles  J. 


42 
43 

43 

51 

43 

66 
45 


OflBcer  in  chaise. 


Contract  renegotiator . 


Consultant  renegotia- 
tor. 
Associate  renegotiator. 


.do. 


Negotiator. 


.do- 


Oct.21, 1942.. 

July  17, 1943... 

Dec.  7, 1943. . 
Feb.  17,  1943.. 


Jan  27, 1943.. 


Mar.  8,  1943. 


Apr.  20,  1943. 


Comptroller  and  executive  vice 
president  of  R.  H.  Macy  Co., 
New  York,  N.  Y. 

Lawyer  for  17  years  with 
Cravath,  deGersdorfl,  Swaine 
&  Wood,  New  York,  N.  Y. 

Head  of  firm  of  Bachrach  &  Co. 

Treasurer,  Manchester  Corpora- 
tion, Manchester,  Conn.,  and 
general  manager.  Camouflage 
Construction  Co.,  New  York, 
N.  Y. 

Formerly  assistant  controller  of 
National  City  Bank,  New 
York,  N.  Y. 

Formerly  vice  president  of  Chase 
National  Bank,  New  York, 
N.  Y. 

Executive  with  Motors  Holding 
Division,  General  Motors 
Corporation,  New  York,  N.  Y. 


1  Part  time. 

BOSTON  QUARTERMASTER  PRICE  ADJUSTMENT  DISTRICT  OFFICE 


AUen,  PhUip  R.» 

Hallowell,  Robert  H.». . 

Storey,  Charles  M.»  — 
» Part  time. 


69 


70 


54 


Consultant  renegotia- 
tor. 


do 


...do 


Mar.  8,  1943... 
Aug.  2,  1943... 

do 


Chairman  of  board  of  Bird  & 

Sons,    East    Walpole,    Mass.; 

member   of   Federal   Reserve 

Board. 
Vice    president.    Lord    Electric 

Co.;   treasurer,   City  Central 

Corporation;    sales    manager. 

Atlantic    Gypsum    Protlucts 

Co.,  Boston,  Mass. 
Partner,       Pcabody,      Brown, 

Rowley    &    Storey,    Boston, 

Mass. 
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BOSTON  QUARTERMASTER  PRICE  ADJUSTMENT  DISTRICT  OFFICE-Continued 


Name 


in  I 


Joy,  Benjamm 


Age 


61 


Present  position 


do- 


Date  joined 
Price  Adjust- 
ment Section 


Mar.  24,  1943. 


Former  affiliations  and  back- 
ground 


Formerly  partner,  J.  P.  Morgan 
<b  Co.;  vice  president.  Bankers 
Trust  Co.,  New  York,  N.  Y.; 
vice  president  and  cashier, 
National  Shawmut  Bank. 


I  Part  time. 

CHICAGO   QUARTERMASTER  PRICE  ADJUSTMENT  DISTRICT  OFFICE 


Kasch,F.M.i 

Chandler,  Carlton  N. 

Utley,  Frederic  D.... 


Hibban,  Joseph  W. 
Mayo,  Franklin.... 


Murdock,  Leon  C.i. 


68 
50 

57 

34 
56 

55 


Consultant  renegoti- 
ator. 

Chief  price  adjustment 
renegotiator. 


Associate  renegotiator. 


.do- 
.do. 


Consultant    renegoti- 
ator. 


April  1943 

Aug.  23, 1943.. 

June  16, 1943.. 

AprU  2,  1943... 
June21, 1943-- 
July7, 1943--. 


Formerly  vice  president  and 
controller  of  Jewel  Tea  Co. 

Formerly  treasurer  of  Joseph 
Breck  &  Sons,  Boston,  Mass.; 
controller,  Marion  Steam 
Shovel  Co.,  Marion,  Ohio. 

Formerly  senior  accotmtant  with 
Arthur  Anderson  &  Co., 
Chicago,  111.  ^   ^ 

Formerly  with  Kidder,  Peabody 
&  Co. 

President  of  his  own  corporation 
in  the  field  of  manufacturing 
automobile  accessories  for  ap- 
proximately 25  years. 

President  of  Leon  C.  Murdock 
Co.;  vice  president  Eagle 
Picher  Lead  Co.,  St.  Louis 
and  Chicago. 
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Lee,  Capt.  Robert  B... 

Martin,  Capt.  Boyce, 
F. 


McAlister,   James   S., 

Jr.i 
Patton,  Ernest  * 


35 
36 

37 
44 


Negotiator. 
do 


Consultant    renegoti- 
ator. 
do^ 


July  24, 1943- - 
Oct.  1, 1943.-.- 

Aug.  9,  1943... 
July  27,  1943- - 


Assistant  comptroller,  Bankers 

Tmst  Co. 
Dean  of  business  school,  Emory 

University,      Atlanta,      Ga.; 

treasurer  of  Louisville  Cement 

Co.,  Louisville,  Ky. 
Assistant  vice  president.  Bank  of 

New  York,  New  York,  N.  Y. 
ExecHitive  vice  president.  South 

Carolina  National  Bank. 


SAN  FRANCISCO  QUARTERMASTER  PRICE  ADJUSTMENT  DISTRICT  OFFICE 


Kellogg.  Capt.  Marion 
K. 

Houghteling,  William ». 


38 


56 


Administrative  officer. 


Consultant    renegoti- 
ator. 


Mar.  11, 1943. 


July  12, 1943- 


Attomey,  partner  in  firm  of 
Kellogg  &  Fulton,  Detroit, 
Mich. 

Head  of  trade  and  consumer 
sugar  rationing;  director. 
Bunker  Hill  &  Sullivan  Mm- 
ing  &  Converting  Co.  and 
Union  Lumber  Co.;  Certified 
Public  Accountant,  Illinois. 


'  Part  time. 


Chemical  Warfare  Service 


A  list  of  the  principal  personnel  assigned  to  Chemical  Warfare  Service  Price 
Adjustment  Section  for  renegotiation  work,  exclusive  of  stenographers: 

Maj.  Paul  W.  Brainard:  Present  assignment:  Negotiator. 

Date  commenced  work:  September  9,  1943. 

Age:  41. 

Previous  salary  range:  $7,500.  £    x        ;  *««* 

Previous  experience:  President  of  bank  (on  leave  of  absence;  first  assistant 
i^ational  bank  examiner;  liaison  officer,  Field  Requirements  Division;  computed 
section  B  Arinv  supply  program,  Chemical  Warfare  Service;  handled  correspond- 
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ence  regarding  all  Chemical  Warfare  Service  nonexpendable  and  expendable 
items,  and  composed  all  maintenance  factors  for  Chemical  Warfare  Service. 
Change  in  status  since  entering  service:  Captain  to  major  since  entering  service 

Maj.  T.  C.  Conlin:  Present  assignment:  Negotiator. 

Date  commenced  work:  August  19,  1943. 

Age:  45. 

Previous  salary  range:  $8,500. 

Previous  experience:  District  sales  manager,  National  Carbon  Co.,  unit  of 
Union  Carbide;  branch  manager,  Firestone  Footwear  Co. 

Change  in  status  since  entering  service:  From  purchasing  in  Chemical  Warfare 
Service  procurement  district  to  plant  surveys  to  negotiator. 

First  Lt.  Jasper  S.  Costa:  Present  assignment:  Negotiator. 
Date  commenced  work:  July  18,  1943. 
•Age:  39. 

Previous  salary  range:  $5,000. 

Previous  experience:  Real-estate  lawyer;  lawyer  with  Reconstruction  Finance 
Commission;  attorney  with  Borden  &  Co. 
Change  in  status  since  entering  service:  None. 

Lt.  E.  P.  Hale:  Present  assignment:  Negotiator. 

Date  commenced  work:  August  6,  1943. 

Age:  41. 

Previous  salary  range:  $5,000. 

Previous  experience:  Assistant  to  loaning  officers  of  important  New  York  City 
commercial  bank;  auditor  and  head  of  Commercial  Accounts  Section,  Finance 
Department,  Army. 

Change  in  status  since  entering  service:  None. 

G.  P.  Vetter:  Present  assignment:  Negotiator. 
Date  commenced  work:  Prior  to  September  1,  1943 
Age:  60. 

Previous  salary  range:  $20,000. 

Previous    experience:    Industrial    engineer;    corporate    comptroller    (Belding, 
Hemingway  Co.,  Lorraine  Manufacturing  Co.,  Sayman  Co.) 
Change  in  status  since  entering  service:  None. 

Obdnance 

Names  and  description  of  personnel  actively  engaged  in  renegotiation  of  com- 
panies assigned  to  Ordnance  and  its  various  district  offices. 
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STATEMENT  OF  JOSEPH  DODGE,  CHAIRMAN,  WAR  DEPARTMENT 

PRICE  ADJUSTMENT  BOARD 

Mr  Dodge.  You  have  heard  complaints  from  a  limited  number  of 
contractors  who  have  appeared  before  your  committe,  each  of  whom 
has  presented  an  individual  opinion  with  regard  to  his  particular  sit- 
uation and,  in  some  cases,  opinions  on  the  broader  subject  of  renego- 
tiation. There  has  been  no  emphasis  to  you  of  the  large  number  of 
contractors  with  whom  the  various  services  have  easily  reached  an 
acrreement  on  a  fair  price  and  a  fair  profit.  ^         j 

A  joint  report  of  the  War,  Navy,  and  Treasury  Departments,  and 
Maritime  Commisison  will  be  released  in  the  next  few  days  which 
shows  that  as  of  the  end  of  August  written  or  oral  agrements  covering 
1942  fiscal-year  profits  and  prices  had  been  reached  with  6,389  war 

contractors.  t_  j     -^i. 

In  the  large  majority  of  these  cases,  agreements  were  reached  witU 
little  difficulty  other  than  the  technical  problems  involved  in  the  in- 
dividual case.  This,  in  itself,  speaks  of  the  understanding  and  co- 
operation of  industry  and  the  general  acceptance  of  the  processes 
through  which  renegotiation  agreements  are  reached.  In  the  War 
Department,  as  of  September  17,  there  were  less  than  100  instances 
in  which  the  settlement  suggested  by  those  originally  conducting  the 
renegotiation  for  the  services  had  not  been  accepted  by  the  contractors. 
These  contractors  have  had  available  to  them  an  appeal  for  further^ 
consideration  by  the  War  Department  Price  Adjustment  Board.  In 
most  of  these  cases,  it  is  expected  that  a  settlement  will  be  agreed 
upon  by  the  War  Department  Price  Adjustment  Board  and  the  con- 
tractor without  the  necessity  of  proceeding  to  any  form  of  unilateral 
determination.  On  23  of  these  cases,  which  have  been  heard  by  the 
Board,  settlements  have  already  been  reached. 

The  Chairman.  We  will  take  a  recess  until  8  o'clock  tonight. 

(Whereupon,  the  comimttee  recessed  to  reconvene  at  8  p.  m.  on  the 
same  day.) 
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House  of  E-epresentattves, 
Committee  on  Ways  and  Means, 

W ashirvgtan^  D,  G, 

EVENING  SESSION 

(The  committee  reconvened  at  8  p.  m.) 

The  Chairman.  The  next  witness  on  the  calendar  is  Mr.  Medler,  of 
the  Trailer  Corporation  of  America,  Cincinnati,  Ohio. 
Will  you  kindly  give  the  reporter  your  name  ? 

STATEMENT  OF  ROY  I.  MEDLER,  CONTROLLER,  TRAILER  CORPORA- 
TION OF  AMERICA,  CINCINNATI,  OHIO 

The  Chairman.  How  much  time  do  you  think  you  will  need? 

Mr.  Meduer.  I  can  complete  this  in  about  4  minutes. 

The  Chairman.  How  much? 

Mr.  Medler.  Four  minutes ;  4  or  5  minutes. 

The  Chairman.  You  are  recognized  for  5  minutes. 

Mr.  Medler.  I  am  controller  of  the  Trailer  Co.  of  America,  a  cor- 
poration whose  principal  plant  is  located  in  Cincinnati,  Ohio,  and 
which  is  wholly  engaged  in  the  manufacture  of  war  equipment,  con- 
foisting  of  various  types  of  trailers  for  the  Army  Air  Forces,  Ordnance 
Department,  Engineer  Corps,  Quartermaster  Corps,  Navy  Depart- 
ment, and  Maritime  Commission. 

It  is  our  contention  that  the  provisions  of  the  renegotiation  law, 
assuming  that  the  committee  decides  to  retain  this  law,  making  all  con- 
tracts and  subcontracts  subject  to  renegotiation  unless:  "(1)  Final 
payment  pursuant  to  such  contract  or  subcontract  was  made  prior  to 
April  28,  1942,"  is  unfair  to  the  contractor  in  the  cases  in  which  the 
performance  of  the  contract  has  been  completed  by  the  contractor, 
althougli  final  payment  of  the  balance  owing  to  him  has  not  been 
made. 

If  he  has  completed  his  part  of  the  contract,  he  should  not  be 
penalized  by  being  brought  under  the  jurisdiction  of  the  law  merely 
because  of  delays  in  accounting  and  payment  on  the  part  of  the  Gov- 
ernment, when  he  has  in  good  faith  completed  his  performance  before 
the  effective  date  of  the  law. 

For  example,  if  the  contractor  has  completed  the  manufacture  of 
the  equipment  which  his  contract  provides  that  he  shall  manufacture, 
and  he  has  made  delivery  of  the  equipment  to  the  Government,  in  ac- 
cordance with  the  contract,  prior  to  April  28, 1942,  the  contract  which 
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was  entered  into  in  good  faith  long  prior  to  that  date,  without  con- 
templation  of  or  provision  for  renegotiation,  has  been  fully  performed 
prior  to  that  date.  Nothing  can  possibly  occur  after  that  date  which 
will  increase  the  profits  of  the  contractor,  so  as  to  justify  the  imposition 
of  the  renegotiation  law.  His  profits  have  been  determined,  and  under 
proper  accounting  have  been  set  up  on  his  books  prior  to  that  date. 
If  the  contract  has  been  performed,  the  contract  price  cannot  be 
changed.  The  only  possible  change  which  could  result  in  the  profits 
realized  by  the  contractor  from  the  performance  of  the  contract  would 
be  claims  which  might  be  presented  by  the  Government  against  the 
contractor  during  a  guaranty  period  after  the  contract  has  been  per- 
formed, or  other  items  of  cost  or  expense  not  anticipated  nor  incurred 
prior  to  April  28,  1942.  Such  claims  would  reduce  rather  than  in- 
crease the  profits  of  the  contractor. 

In  the  case  of  the  Trailer  Co.  of  America,  for  example,  under  con- 
tract W-978-eng-2752,  the  total  contract  was  $1,126,778.25,  and  the 
1942  portion  was  $565,190.81.  This  contract  called  for  648  trailers 
and  was  completed  and  paid  for  except  for  two  shipments  of  spare 
parts,  one  of  which  had  been  shipped  and  invoiced  on  March  16, 1942, 
in  the  amount  of  $19,041.18,  and  the  other  which  was  invoiced  on 
June  13, 1942,  in  the  amount  of  $2,377.47.  Payment  for  both  invoices 
was  received  on  September  14, 1942. 

Then  contract  W-535-ac-19358,  the  total  contract  was  $287,548.80, 
and  the  1942  portion  was  $89,385.32.  This  contract  called  for  198 
trailers  and  delivery  has  been  completed  and  payment  received  for  all 
but  the  fi  rst  trailer,  the  pilot  model — ^before  April  28,  1942.  While 
the  pilot  model  had  been  delivered  long  before  April  28, 1942,  it  was 
not  mvoiced  until  May  12,  1942,  and  payment  was  received  on  July 
17,  1942. 

Since  the  law  fixes  April  28,  1942,  as  the  date  as  of  which  jurisdic- 
tion attaches  for  renegotiation,  we  contend  that  the  final  payment 
provision  should  be  amended  also,  to  provide  that  profits  realized 
by  the  contractor  on  equipment  manufactured,  accepted,  and  delivered 
prior  to  that  date  by  the  contractor  to  the  Government,  in  part  per- 
formance of  its  contract  to  that  date,  should  in  fairness  and  equity  also 
be  excluded,  the  contract  being  clearly  divisible  because  the  equipment 
is  inspected  as  it  is  manufactured  and  is  delivered  after  inspection, 
and  any  guaranty  of  performance  following  date  of  delivery,  which 
might  be  invoked  by  the  Government  in  the  shape  of  claims  against 
the  contractor,  cannot  increase,  but  to  the  extent  that  such  claims  are 
made  and  collected,  would  merely  reduce  the  profits  of  the  contractor. 

The  Ways  and  Means  Committee  is  no  doubt  fully  informed  con- 
cerning the  joint  statement  issued  by  the  War,  Navy,  and  Treasury 
Departments  and  the  Maritime  Commission  on  the  31st  day  of  March 
1943,  outlining  the  purposes,  principles,  and  interpretation  of  the 
renegotiation  statute,  but  on  this  point  we  call  your  attention  to  the 
following  excerpt  from  the  statement : 

Paragraph  J-PAB-2 :  The  departments  have  adopted  the  policy  that  this  provi- 
sion with  respect  to  payment  before  April  28, 1942,  will  be  interpreted  so  that  pay- 
ment will  be  deemed  to  have  been  made,  although  certain  relatively  small  items 
may  not  have  been  finally  determined  and  paid  for. 

Despite  this  joint  statement  these  Government  agencies  do  not  fol- 
low a  uniform  policy  in  renegotiating  their  contracts,  on  this  point. 


The  Trailer  Co.  of  America  has  been  and  is  now  engaged  in  the 
manufacture  of  equipment  for  Army  Air  Forces,  the  Ordnance  Depart- 
ment, and  other  Government  agencies.  The  company  understands 
that  the  Army  Air  Force  on  renegotiation  of  contracts  interprets  and 
administers  this  joint  statement  by  treating  contracts  as  being  exempt 
from  renegotiation  if  performance  has  been  substantially  completed 
by  the  contractor,  even  though  final  payment  has  not  been  made,  which 
is  in  line  with  our  contention.  On  the  other  hand,  we  understand 
that  the  Ordnance  Department  strictly  construes  the  provision  to 
require  renegotiation  of  contracts  although  performance  has  been 
completed  by  the  contractor  if  any  payments  remain  to  be  paid  "ex- 
cept for  amounts  withheld  with  respect  to  performance  guaranties, 
penalties,  performance  bonuses  ( or  small  disputed  items) ." 

For  the  reasons  which  I  have  presented,  I  propose  the  following 
amendment  to  section  403,  to  wit:  Under  paragraph  (1),  on  the  sub- 
ject of  exemptions,  paragraph  (1),  I  propose  a  new  subparagraph 
reading : 

(III)  That  portion  of  the  profit  determined  to  have  been  realized  prior  to 
April  28,  1942,  on  any  contract  or  subcontract,  regardless  of  whether  or  not  final 
payment  pursuant  to  such  contract  or  subcontract  was  made  prior  to  April  28, 
1942.  The  determination  of  the  profit  realized  prior  to  April  28,  1942,  on  any 
such  contract  or  subcontract  shall  be  made  in  accordance  with  generally  accepted 
principles  of  accounting  regularly  followed  by  the  contractor. 

The  Chairman.  Thank  you  for  your  appearance  and  for  the  in- 
formation that  you  have  given  the  committee. 

Mr.  Medler.  Is  that  point  clear?  It  is  difficult  to  present  it  in  a 
statement  of  this  kind.    Have  I  made  myself  clear  ? 

The  Chairman.  I  presume  that  you  have.  I  do  not  know  that  I 
caught  whether  or  not  you  have  been  renegotiated. 

Mr.  Medler.  We  are  in  the  process  of  being  renegotiated,  and  this 
is  one  point  that  is  disputed. 

The  Chairman.  Was  the  renegotiation  because  your  contract  was 
thought  to  be  too  high  and  you  made  excessive  profits  or  because  you 
did  not  complete  the  contract  on  time?  What  was  the  reason  that 
you  were  renegotiated? 

Mr.  Medler.  They  have  not  advised  us  yet  that  we  have  made  ex- 
cessive profits.   We  do  not  know  whether  we  have  or  not. 

The  Chairman.  Did  they  advise  you  to  come  into  court? 

Mr.  Medler.  That  is  right. 

The  Chairman.  Where  will  you  have  your  hearing? 

Mr.  Medler.  In  Cincinnati. 

The  Chairman.  When  do  you  expect  to  be  heard  ? 

Mr.  Medler.  They  have  our  figures  since  March. 

The  Chairman.  You  have  nothing  specifically  to  explain  up  to 
date? 

Mr.  Medler.  Yes,  sir ;  I  feel  that  we  do  have. 

The  Chairman.  What  is  it  ? 

Mr.  Medler.  Inasmuch  as  they  contend  that  the  material  which 
^e  delivered  prior  to  April  28,  1942,  is  subject  to  renegotiation, 
because  one  little  invoice  had  not  been  paid  by  the  Government. 

The  Chairman.  You  delivered  on  time? 

Mr.  Medler.  We  delivered  on  time. 

The  Chairman.  You  do  not  pay  yourself ;  it  is  not  j^our  fault  that 
you  were  not  paid.   Why  was  the  delay  in  payment  ? 
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Mr.  Medler.  Because  the  law  reads  that  it  must  be  paid  for  before 
April  20,  1942.  Now,  the  joint  statement  issued  by  the  various  de- 
partments says  that  if  the  contract  was  substantially  completed  then 
it  is  not  subject  to  renegotiation  but  the  services  themselves  do  not 
interpret  it  that  way. 

The  Chairman.  Your  contract  was  obtained  as  a  result  of  com- 
petitive bid  or  just  an  agreement, 

Mr.  Midler.  A  competitive  bid.  It  was  obtained  under  a  com- 
petitive bid. 

The  Chairman.  You  were  tfie  lowest  bidder? 

Mr.  Medler.  Yes,  sir. 

The  Chairman.  Any  other  questions  ? 

(No  response.) 

We  thank  you  for  the  information.  I  think  that  you  have  made 
yourself  clear. 

Mr.  Simpson.  Mr.  Medler,  how  much  money  was  involved  in  your 
contract? 

Mr.  Medler.  In  the  two  instances  that  I  quoted,  something  over 
$700,000. 

Mr.  Simpson.  My  understanding  is  that  under  the  provisions  of 
the  act,  you  would  not  be  subject  to  renegotiation  had  it  not  been 
that  on  one  item  you  failed  to  render  a  bill  which  was  unpaid,  on 
April  27,  and  on  that  technicality,  as  you  see  it,  they  reopened  the 
entire  contract  they  now  want  to  renegotiate. 

Mr.  Medler.  That  is  correct. 

Mr.  Simpson.  And  your  belief  is  that,  as  your  contract  was  substan- 
tially finished,  they  should  not  have  required  renegotiation. 

Mr.  Medler.  That  is  exactly  it. 

Mr.  Lynch.  I  was  delayed  a  little  and  did  not  hear  all  of  your 
statement  but  from  the  answers  that  you  gave  to  Mr.  Simpson,  I  un- 
derstand that  you  feel  that  you  should  not  be  renegotiated. 

Mr.  Medler.  On  certain  portions  of  our  1942  business,  that  portion 
which  lies  before  April  28,  1942. 

Mr.  Lynch.  And  you  think  that  as  to  all  of  that  business  before 
that,  you  are  entitled  to  the  profits  that  you  have  earned  in  connection 
with  that  business,  is  that  it? 

Mr.  Medler.  I  would  not  say  all  of  that  business,  only  those  two 
contracts,  which  way  the  law  now  reads,  that  if  a  contract  was 
completed  and  paid  for  prior  to  April  28,  then  it  is  not  subject  to  re- 
negotiation. 

Mr.  Lynch.  You  think  a  certain  portion  of  your  business  should 
not  be  renegotiated  and  that  you  are  entitled  to  retain  all  of  the 
profits  that  you  made  on  that  part  of  the  business  which  you  thiiik 
should  not  be  renegotiated,  is  that  right? 

Mr.  Medler.  I  would  say  yes. 

Mr.  Lynch.  Well,  now,  let  us  see  what  the  situation  of  your  com- 
pany was. 

Wliat  were  the  net  sales  of  your  company  in  1936  ? 
Mr.  Medler.  I  am  sorry,  I  cannot  answer  that  offhand. 
Mr.  Lynch.  What    would    you    say    that    they    were?    About 
$2,240,000,  would  you  say  was  a  fair  estimate? 


Mr.  Medler.  You  have  it,  $2,238,000.  ^^  •    ^^i  „* 

Mr.  Lynch.  And  what  would  you  say  that  your  profits  were  m  that 

vear  s 

Mr.  Medler.  Before  or  after  taxes? 

Mr.  Lynch.  Well,  let  us  say  before  taxes. 

Mr.  Medler.  $199,000. 

Mr.  Lynch.  $199,000  profits? 

Mr.  Medler.  Yes,  sir.  ,  .    ^  ,      . 

Mr.  Lynch.  And  what  percent  of  your  sales  or  what  percent  of 
the  sales  did  that  profit  represent?  .  f   ^^  in 

Mr.  Medler.  That  is  about  5  percent,  I  would  say,  is  it  not,  or  10 

oercent,  $200,000.  ^       ,    i.         x 

Mr.  Lynch.  Are  you  sure    that    the    profits    before    taxes    was 

$199  000  ? 
Mr.  Medler.  That  is  the  figure  that  I  have  here. 
Mr  Lynch.  What  were  the  net  sales  in  1937? 
Mr.  Medler.  $2,328,000.  ^     ,    ^       ,        « 

Mr  Lynch.  What  were  the  profits  before  taxes? 
Mr.  Medler.  $190,000. 

Mr.  Lynch.  And  what  were  the  net  sales  in  1938  ? 
Mr.  Medler.  $1,744,000.  ^     ,    ^       .         a 

Mr.  Lynch.  What  were  your  profits  before  taxes? 
Mr.  Medler.  $45,000. 
Mr.  Lynch.  And  let  me  have  the  figure  in  1939,  please  ? 

Mr.  Medler.  $3,680,000. 

Mr.  Lynch.  What  were  the  profits  in  that  year  i 

Mr.  Medler.  $293,000. 

Mr.  Lynch.  In  1941  ? 

Mr.  Medler.  $10,380,000. 

Mr.  Lynch.  What  were  your  profits  before  taxes  i 

Mr.  MEDI.ER.  $838,000.       '  ^  .    ^     ^     <, 

Mr.  Lynch.  What  did  that  represent  of  your  percent  of  sales? 
Mr.  Medler.  That  is  about  8  percent. 
Mr.  Lynch.  In  1942  what  did  the  net  sales  represent? 

Mr.  Medler.  $13,700,000.  •    iq.o9 

Mr  Lynch.  What  were  your  net  profits  before  taxes  m  194J  i 

Mr.  Medler.  $1,576,000.  .      ,     .^ 

Mr.  Lynch.  Now,  so  that  your  business  m  the  three  war  years  as 

compared  to  your  business  in  the  four  preceding  J^ars,  increased  from 

approximately  two  and  a  half  millions  of  dollars  to  $13,73d,000,  is  not 

that  correct,  in  1942  ? 
Mr.  Medler.  In  1942,  $13,750,000.  •      ^  i    dj.oQ 

Mr.  Lynch.  And  your  profits  increased  from  approximately ^199,- 

000  in  1936,  before  taxes,  to  $1,581,000,  or  thereabouts,  in  1942,  is  that 

correct  ? 

Mr.  Medler.  Tliat  is  correct.  ^,  ,    - 

Mr.  Lynch.  What  part  of  that  $1,581,000  net  profit  before  taxes 
do  you  claim  should  not  be  renegotiated  ?  ,  w    .  . 

Mr.  Medler.  I  am  not  here  to  say  that  any  of  it  is  not  subject  to 
renegotiation,  except  two  contracts  which  I  do  contend  are  not  subject 
to  renegotiation,  a  part,  a  portion  of  two  contracts. 

Perhaps  we  do  not  understand  each  other. 

Mr.  Lynch.  What  is  the  profit  net,  on  those  two  contracts  i 
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Mr.  Medlbr.  Before  taxes,  $9,000  on  the  one  and  $57,000  on  the 
other. 

Mr.  Lynch.  And  as  to  all  other  business,  all  of  the  profits  in  con- 
nection  with  the  $1,581,000,  you  think  that  there  is  no  question  about 
is  that  right?  ' 

Mr.  Medler.  That  is  up  to  the  Price  Adjustment  Board. 

Mr.  Lynch.  What  is  your  own  opinion? 

Mr.  Medler.  I  do  not  think  that  we  have  made  an  excessive  profit 
We  made  11  percent  on  our  sales,  which  we  do  not  feel  is  excessive. 

Mr.  Lynch.  Well,  on  your  sales,  but  all  of  your  sales,  or  most  of  your 
sales,  have  been  made  to  the  Government,  have  they  not  ? 

Mr.  Medler.  No  ;  if  you  use  that  word  "most,"  yes.  The  breakdown 
that  we  have  on  sales  that  are  subject  to  renegotiation,  out  of  the 
$13,000,000,  $10,600,000  we  feel  is  subject  to  renegotiation. 

Mr.  Lynch.  And  that  represents  a  business  that  was  done  directly 
with  the  Government  by  reason  of  the  war  effort? 

Mr.  Medler.  I  would  say  yes  to  that. 

Mr.  Lynch.  And  insofar  as  that  business  is  concerned,  you  have 
reaped  a  gam  of  approximately  $1,250,000,  giving  allowance  of  a 
quarter  of  a  million  dollars  on  the  other  business,  which  is  a  fair 
allowance,  I  think,  in  view  of  the  fact  that  it  is  more  than  anything 
that  you  made  on  $2,000,000  from  1936  to  1938. 

Mr.  Medler.  The  profits  before  taxes  on  the  Government  business 
subject  to  renegotiation  was  $1,197,000. 

Mr.  Lynch.  That  was  not  a  bad  guess  on  my  part. 

Mr.  Medler.  No;  that  was  not  a  bad  guess. 

Mr.  Lynch.  Now,  of  course,  if  you  figure  your  profit  just  on  the 
matter  of  sales,  Mr.  Medler,  anybody  can  justify  their  position  but 
85  a  matter  of  fact,  what  has  actually  happened  in  your  case  is  that 
the  net  sales  of  your  company  have  increased  about  five  times  over 
the  base  period,  and  that  your  profits  have  increased  approximately 
hve  times  over  the  base  period. 
Now,  when  your  profits  have  increased  five  times  over  the  base 

^^^i?   ^f  ^  ^^^"^^  ^^  ^^®  ^^^'  ^^  y^^  ^^*  *^i^k  that  that  is  excessive  ? 

Mr.  Medler.  Not  for  the  effort  and  the  risk  and  the  gamble  which 
we  took  and  are  taking  today.  You  will  pardon  my  expression :  We 
have  got  our  shirt  mortgaged  right  now. 

Mr.  Lynch.  The  money  that  you  have  invested  has  been  hazardous, 
you  mean,  and  it  has  been  venture  capital,  but  now  you  look  at  the 
point  of  view,  for  instance,  the  soldiers  who  are  taking  some  hazards 
themselves.  The  position  of  industry  is  not  any  worse  off  than  the 
average  soldier,  do  you  think  so,  insofar  as  hazards  go  ? 

Mr.  Medler.  I  certainly  would  not  say  that  they  were. 

.  fu  .^T"^?^-  ^^^  the  comparison  is  not  quite  complete  but  do  you 
not  think  that  out  of  the  war  effort,  just  between  you  and  the  com- 
mittee here  out  of  the  war  effort,  that  your  profits  have  increased 
by  reason  of  the  war  five  times  what  they  were  in  peacetime;  do  you 
not  think  that  the  Government  very  properly  looks  to  you  to  pay 
back  a  part  of  that  profit  because  probably  you  did  not  know  how 
much  profit  vou  were  going  to  make  out  of  these  contracts  that  you 
entered  into?  '^ 

Mr.  Medler.  We  do  not  know  where  we  are  going  to  end  up  yet. 


Mr  Lynch.  And  do  you  not  know  from  all  of  the  testimony  here 

that  nobody  yet  has  wound  up  in  the  red  as  a  result  of  renegotiation  ? 

Mr.  Medler.  I  have  not  heard  all  of  the  testimony,  I  really  could 

not  answer  that.  x  xi.  x  xv.    o 

Mr.  Lynch.  Well,  would  you  accept  my  statement  that  the  becre- 
tarv  of  War  said  that  insofar  as  he  knew,  nobody's  financial  struc- 
ture has  been  impaired  to  the  extent  that  it  would  hinder  the  war 
work  insofar  as  renegotiation  is  concerned  ?  1.1.4.1, 

Mr.  Medler.  I  read  or  started  to  read  the  statement  of  one  of  the 
men  representing  the  aircraft  industry  tonight,  and  I  did  not  get 
through  it.  I  could  not  believe  that  it  was  possible  that  they  were 
headed  in  the  direction  that  that  statement  indicated. 

Mr.  Lynch.  The  fact  of  the  matter  is  that  they  have  all  made 
profit  out  of  the  war  and  you  have  made  profit  out  of  the  war,  five 
times  as  much  profit  as  you  made  in  times  of  peace. 

Now,  under  those  circumstances,  do  you  not  think  that  it  is  reason- 
able to  assume  that  the  Government  should  not  pay  that  high  cost  of 
material  and  that  there  should  be  a  renegotiation  as  to  the  cost  ? 

Mr.  Medler.  Well,  you  say  that  we  have  made  all  of  this  profit 
We  do  not  end  up  with  that  profit,  you  of  course  realize. 

Mr.  Lynch.  But  you  are  trying  mighty  hard  to  end  up  with  it. 

Mr.  Medler.  I  am  not  speaking  from  renegotiation.  I  do  not  know 
what  they  are  going  to  do  on  that. 

Mr.  Lynch.  You  are  trying  mighty  hard  to  wind  up  with  as  much 

money  as  you  can.  .      ./»   ,  .        ..- 

Mr.  Medler.  Definitely.    We  feel  that  we  are  justified  m  getting 

what  we  have  earned.  . 

Mr.  Lynch.  You  are  working  mighty  hard  to  wind  up  with  as 

much  money  as  you  can,  are  you  not  ?  •  j.  t  j  •  j      4. 

Mr.  Medler.  I  would  not  be  very  loyal  to  my  employers  if  I  did  not. 

Mr.  Lynch.  And  that  is  the  whole  trouble  with  this  situation,  Mr. 
Medler,  and  I  do  not  blame  you  any,  but  your  company  is  trymg  to 
get  all  of  the  money  that  they  can  and  you  are  probably  no  different 
from  the  other  companies  that  have  appeared  down  here  that  have 
made  profits  5  or  10  times  or  many  times  more  than  10  times,  in 
some  instances,  out  of  the  war  effort,  and  many  of  us  on  this  com- 
mittee are  of  the  opinion  that  those  war  profits  are  excessive,  and 
do  you  not  think  that  when  you  make  5  times  as  much  money  out  of 
the  war  than  you  did  in  the  times  of  peace,  that  it  is  probably 
excessive  * 

Mr.  Medler.  There  are  a  number  of  things  that  have  to  be  taken 
into  consideration  when  you  think  of  this  problem. 

Mr.  Lynch.  Take  into  consideration  the  viewpoint  of  the  tax- 
payer, and  divorce  yourself  from  the  viewpoint  of  the  controller  of 
the  trailer  company,  if  that  is  possible. 

Mr.  Medler.  It  is  possible.  ^  .        . 

I  would  like  to  mention  just  one  instance,  sir,  or  one  little  item 
in  our  own  case,  in  order  to  do  this  increased  volume  we  bought  a 
plant  and  we  had  no  right  in  the  world  to  think  that  we  could  ever 
use  it  for  anything  except  the  war  effort  but  we  have  it  to  pay  for 
nevertheless. 

Now,  what  are  we  going  to  do  when  the  war  is  over  1 

Mr.  Lynch.  Now,  going  back  over  this  list  of  profits  that  you 
have  stated,  all  that  list  of  profits  was  before  taxes. 
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Mr.  Medler.  That  is  correct. 

Mr.  Lynch.  And  after  you  had  purchased  this  plant,  is  that  right? 

Mr.  Medler.  Yes,  sir;  but  not  after  we  had  paid  for  the  plant 

Mr.  Lynch.  Now,  what  would  have  been  your  profits  if  you  had 
not  purchased  the  plant  or  are  you  able  to  state  ? 

Mr.  Medler.  No;  I  could  not  say.  I  would  say  that  we  probably 
would  not  have  been  able  to  do  more  than  maybe  40  percent  of  the 
business  that  we  did. 

Mr.  Lynch.  So  as  a  result  of  the  purchase  of  the  plant,  you  have 
made  more  money  out  of  the  war  by  hve  times  than  you  made  in 
times  of  peace,  and  do  you  not  see  the  position  that  we  feel  or  many 
of  us,  not  all  of  us,  that  there  should  not  be  excessive  profits  ? 

Mr.  Medler.  Well,  I  agree  that  there  should  not  be  excessive  profits 
either. 

Mr.  Lynch.  Most  everybody  is  unanimous  that  there  should  not  be 

excessive  profits  but  we  have  difficulty  in  determining 

Mr.  Medler  (interposing).  What  are  excessive  profits? 
Mr.  Lynch.  We  have  difficulty  in  determining  just  exactly  whether 
or  not  we  actually  mean  what  we  say. 

Mr.  Medler.  We  agree  that  there  should  not  be  excessive  profits,  but 
your  opinion  of  excessive  profits  and  mine  might  not  be  the  same,  be- 
cause I  would  like  to  take  these  things  into  consideration. 
Mr.  Lynch.  I  am  pretty  sure  that  we  differ. 
Mr.  Jenkins.  I  have  just  one  question  or  two. 
I  want  you  to  know  that  everybody  on  this  conmiitfcee  does  not 
agree  with  the  gentleman  who  just  interrogated  you,  to  the  effect  that 
what  you  said  in  your  written  statement  would  imply  that  you  are 
going  to  get  five  times  as  much  money  as  you  ever  made  before. 
Mr.  Medler.  Yes,  sir. 

Mr.  Jenkins.  And  I  do  not  tliink  that  you  indicate  that. 
Mr.  Medler.  No,  sir. 

Mr.  Jenkins.  Now,  when  you  were  about  to  explain  what  else  you 
had  m  mind,  you  were  interrupted.  What  did  you  have  invested ;  you 
were  interrupted;  what  did  you  have  invested?  Tell  us  just  exactly 
what  you  have  got  invested  in  this  plant  and  what  changes  you  have 
made  at  the  instance  of  the  Government  to  help  in  the  war  effort. 

Mr.  Medler.  I  do  not  know  whether  this  would  be  a  proper  thing 

to  do.    I  would  be  glad  to  leave  with  the  committee  the  brief  which  we 

pi^sented  to  the  Price  Adjustment  Board,  outlining  all  of  these  factors. 

Mr.  Jenkins.  I  would  like  for  you  to  tell  me  now,  what  you  have 

done  ?     You  say  that  you  have  bought  a  plant? 

Mr.  Medler.  We  bought  a  plant  and  equipped  it,  and  we  have  taken 
on  a  number  of  rather— I  was  going  to  say,  not  expensive  men  but 
competent  men  and  we  have  taken  on  the  pay  roll  and  taken  them  away 
from  their  other  lines  of  work  and  we  feel  a  certain  responsibility  to 
them.  -^ 

Mr.  Jenkins.  Let  us  take  one  thing  at  a  time.  How  much  did  vour 
plant  cost?  '^ 

Mr.  Medler.  $740,000,  approximately. 
Mr.  Jenkins.  $740,000  ? 
Mr.  Medler.  Yes,  sir. 

Mr.  Jenkins.  You  have  got  to  get  that  back,  some  time,  before  you 
can  count  your  profit,  do  you  not? 


Mr.  Medler.  We  hope  to. 

Mr.  Jenkins.  Now,  let  us  see,  how  much  did  it  cost  you  to  equip 

that  plant?  ,      ^.      ^         x         ij 

Mr.  Medler.  I  will  have  to  give  you  only  rough  estimates.  1  would 
cay,  let  me  put  it  this  way,  if  you  will  pardon  my  changing  the  method 
of  approach  to  this  thing,  we  have  put  in  something  over  $1,000,000  in 
plant  and  equipment  for  war  work. 

Mr.  Jenkins.  Now,  then,  after  the  war  is  over,  I  presume  that  you 
have  got  a  lot  of  machinery  and  dies  and  jigs  and  so  forth  there  that 
you  have  gotten  especially  for  war  work  exclusively. 

ATt*  ^B^edler   Y^es  sir. 

Mr.  Jenkins.  And  will  you  be  able  to  use  any  of  that  for  anything 

else  ? 

Mr.  Medler.  We  would  normally,  the  machinery  is  not  necessarily 
not  usable  for  commercial  work,  but  we  do  not  have  any  reason  to 
believe  that  we  will  have  any  such  volume  of  commercial  work  to  be 

able  to  use  it.  .    i       .,  • 

Mr.  Jenkins.  And  did  you  have  the  money  to  buy  this  property  or 
did  you  have  to  mortgage'your  property? 

Mr.  Medler.  We  mortgaged  everything  that  we  had  in  order  to 
buy  this  building. 

Mr.  Jenkins.  Who  holds  the  mortgage?  ,  .^  j 

Mr.  Member.  It  was  with  the  R.  F.  C.  and  we  recently  have  shifted 
it  to  an  insurance  company. 

Mr.  Jenkins.  That  is  a  private  organization  outside  the  Govern- 
ment ? 

Mr.  Medler.  That  is  right. 

Mr.  Jenkins.  Now,  then,  you  say  that  you  mortgaged  even  your 

shirt? 

J^r  !N^EDLER.  v\^e  did. 

Mr.  Jenkins.  Wliat  do  you  mean  by  that?  Who  is  mortgaged? 
You  are  just  an  employee,  are  you  involved  yourself? 

Mr.  Medler.  I  am  a  very,  very  minor  shareholder. 

Mr.  Jenkins.  How  many  shareholders  do  you  have? 

Mr.  Medler.  Something  over  300. 

Mr.  Jenkins.  Where  do  they  alive,  all  in  Cincinnati? 

Mr.  Medler.  No  ;  they  are  scattered  throughout  the  country. 

Mr.  Jenkins.  Who  is  the  prime  mover  in  it,  the  Cincinnati  people! 

Mr.  Medler.  They  are  St.  Louis  people  mainly. 

Mr.  Jenkins.  The  prime  movers  in  the  program? 

^/Lt  ^^edler   Y'es  sir. 

Mr.  Jenkins.  What  did  you  do  before  you  got  into  this  business 

on  a  big  scale  ? 

Mr.  Medler.  In  what  way  ?    I  do  not  understand. 

Mr.  Jenkins.  What  did  you  do?  You  manufactured  trailers,  I 
presume. 

Mr.  Medler.  Yes,  sir. 

Mr.  Jenkins.  What  kind  of  trailers? 

Mr.  Medler.  For  freight  hauling  on  the  highways. 

Mr.  Jenkins.  And  is  there  any  material  difference  between  the 
constniction  of  these  that  the  Government  uses  and  what  you  manu- 
factured before  ? 

Mr.  Medler.  Definitely,  there  is  a  difference. 
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Mr.  Jenkins.  What  is  the  difference? 

Mr.  Medler.  In  the  weight  and  in  the  length  and  they  are  just  as 
far  apart  as  they  could  be. 

Mr.  Jenkins.  It  is  a  safe  assumption  for  me  to  say  that  whenever 
the  war  is  over,  your  chances  will  not  be  1  in  50  that  you  will  be 
makmg  those  heavy  trucks  like  the  Government  needs? 

Mr.  Medler.  No  chance  at  all. 

Mr.  Jenkins.  That  is  all. 

Mr.  Reed.  I  would  like  to  ask  a  question.  How  many  men  in  your 
employ  ?  j  j 

Mr.  Medler.  About  1,500. 

Mr.  Reed.  How  long  have  you  employed  them  ? 

Mr.  Medler.  About  2i^  years  now,  I  can  say  offhand. 

Mr.  Reed.  What  is  the  wage  scale? 

Mr.  Medler.  I  think  that  our  average  would  be  around  85  cents  an 
hour. 

Mr.  Reed.  An  hour? 
Mr.  Medler.  Yes,  sir. 

Mr.  Reed.  Any  increase  since  you  started  your  work  ? 
Mr.  Medler.  Oh,  yes;  an  increase,  you  might  say,  since  the  war 
Siarieci. 

Mr.  Reed.  Yes. 

Mr.  Medler.  Yes,  sir.  I  think  that  we  have  had  three  increases 
totaling  about  15  cents. 

Mr.  Reed.  Do  you  expect  they  will  make  further  demands?  Is 
there  any  agitation  for  it? 

Mr.  Medler.  There  is  always  agitation.  We  have  had  a  jurisdic- 
tional strike  m  our  plant.  The  prospects  are  that  we  will  have  to 
negotiate  a  new  contract  and  possibly  when  that  is  done  they  may 
want  more  money.    I  do  not  know. 

Mr.  Reed.  You  do  not  know  that? 

Mr.  Medler.  No. 

Mr.  Reed.  Those  strikes,  how  long  did  they  last? 

Mr.  Medler.  That  one  only  lasted  for  a  week. 

Mr.  Reed.  That  is  all. 

Mr.  Cooper.  Mr.  Chairman — 

May  I  ask  you,  Mr.  Medler,  you  have  a  certificate  of  necessity  for 
this  plant,  have  you  ? 

Mr.  Medler.  For  the  plant  ? 

Mr.  Cooper.  You  are  amortizing  that? 
*     Mr.  Medler.  Yes,  sir. 

Mr.  Cooper.  Now,  along  the  lines  of  Mr.  Lynch's  inquiry,  what  were 
your  profits  after  taxes  for  the  base  period  years  1936  to  1939 « 

•   ^J'oo^cS'i'^-J''  ^^^^'  $168,000;  in  1937,  $160,000;  in  1938,  $39,000; 
in  iyo9,  $ol  1,000. 

Mr.  Cooper.  Now,  for  the  3  war  years,  1940, 1941,  and  1942? 

Mr.  Medler.  $212,000  in  1940  and  $329,000  in  1941  and  $399,000  in 

Mr.  Cooper.  I  thank  you. 

Mr.  Dewey.  You  are  an  American  citizen,  are  you  not? 
Mr.  Medler.  Yes,  sir. 


Mr.  Dewey.  This  afternoon  we  had  the  Under  Secretary  of  War 
before  us,  and  I  asked  him  if  he  thought  that  it  would  be  possible  for 
the  procurement  officers  of  the  Government  to  make  a  prenegotiation 
of  what  the  fair  prices  were,  rather  than  a  postnegotiation.  He  said 
that  the  contractors  did  not  like  that ;  they  would  rather  be  renego- 
tiated after  the  whole  business  is  over  and  have  a  certain  amount  of 
money  taken  from  them  by  recapture  without  any  system  or  notifica- 
tion in  advance  as  to  what  would  be  the  system,  rather  than  to  have  the 
procurement  officer  that  was  giving  the  contract  come  in  and  make  a 
contract  at  a  certain  price  for  a  certain  number  of  articles,  and  then 
let  the  contractor  carry  on  for  25  percent  of  the  contract  and  then 
come  in  and  ask  what  was  his  experience  and  if  there  appeared  to  be 
excessive  profits,  on  the  balance  of  the  75  percent  of  the  contract 
make  a  prenegotiation  price,  and  he  said,  "No ;  the  contractors  would 
not  like  that,  and  there  was  objection  to  it." 

How  would  you  feel  about  it  ? 

Mr.  Medler.  We  are  approached  at  the  present  time  by  the  Ord- 
nance Department  to  take  on  some  contracts  with  what  they  call  re- 
determination in  it.  We  would  be  willing  to  take  that  type  of  a  con- 
tract and  we  realize  that  it  would  involve  an  excessive  amount  of 
accounting,  conferences  and  time  taken  up  with  the  representatives 
of  the  service  to  discuss  our  costs,  and  we  would  probably  be  involved 
in  a  lot  of  that. 

However,  I  believe  that  I  can  state  for  my  company  that  we  would 
be  willing  to  take  that  type  of  a  contract  if  it  were  excluded  from  re- 
negotiation. 

Mr.  Dewey.  That,  of  course,  is  the  point  of  the  whole  thing,  to  have 
a  determination  in  advance  as  to  what  is  a  fair  profit,  after  actual 
manufacturing  experience. 

Mr.  Medler.  But  they  do  not  want  to  exclude  it  from  renegotiation. 

Mr.  Dewey.  That  the  Under  Secretary  did  not  say.  He  said  that 
the  contractors  did  not  want  to  be  bothered  by  having  the  officers  mak- 
ing the  contract  come  in  and  discuss  the  matter  while  it  was  in  opera- 
tion. I  should  think  that  they  would  like  to  discuss  a  complicated 
operation  and  determine  what  might  be  a  fair  profit,  including  enough 
for  reserve  after  the  war,  against  which  to  charge  whatever  recon- 
version might  be,  or  amortization  of  the  mortgage  on  a  plant  such  as 
you  have. 

You  would  not  object  to  that  if  it  was  not  to  be  renegotiated  after- 
ward? 

Mr.  Medler.  That  would  be  our  point. 

Mr.  Wasielewski.  Mr.  Medler,  could  you  tell  us  what  was  the  volume 
of  your  business  for  the  years  1936  to  1942  so  that  we  may  get  a  fuller 
appreciation  ? 

Mr.  Medler.  That  is  already  in  the  record. 

Mr.  Wasielewski.  All  right.  I  did  not  get  here  until  late.  Thank 
you. 

The  Chairman.  We  thank  you,  Mr.  Medler,  for  your  appearance, 
and  the  information  that  you  have  given  the  committee. 

Next  is  Charles  J.  South. 
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STATEMENT    OF    CHARLES    J.    SOUTH,    ATLANTIC    COAST    BOAT 
BUILDING  &  REPAIRERS  ASSOCIATION,  INC.,  NEW  YORK 

The  Chairman.  Please  state  your  name  and  whom  you  represent 
to  the  reporter. 

Mr.  South.  My  name  is  Charles  J.  South,  Camden,  Maine,  con- 
troller of  the  Camden  Shipbuilding  &  Marine  Railway  in  Camden. 

The  Chairman.  About  how  much  time  would  you  like  to  have  for 
your  formal  statement? 

Mr.  South.  About  10  minutes. 

The  Chairman.  You  may  proceed. 

Mr.  South.  Mr.  Chairman  and  gentlemen : 

I  am  here  to  represent  the  Atlantic  Coast  Boat  Builders  and  Re- 
pairers Association  and  the  Maine  Boat  Builders  and  Repairers  Asso- 
ciation. 

As  a  preface  to  my  statements,  I  would  like  to  say  that  I  am  not 
financially  interested  in  any  boatyard.  My  sole  object  in  coming  be- 
fore you  is  to  bring  to  your  attention  a  grave  injustice  that  is  being 
done  to  the  small-  and  medium-sized  boatyards  whose  primary  con- 
struction is  wooden  ships  and  boats. 

Very  few  of  these  yards  had  a  chance  to  participate  in  the  war 
program  until  late  1941  or  early  1942  and  most  of  them  can  now  see 
the  end  of  their  program.  A  goodly  number  made  very  substantial 
additions  to  their  plants,  at  the  suggestion  of  various  branches  of 
the  Government,  in  order  to  speed  up  the  building  of  boats  so  vitally 
needed.  In  some  cases  they  asked  for  and  received  certificates  of 
necessity.  Only  one  or  two  received  Government  money  for  facili- 
ties. 

With  their  building  programs  lasting  only  for  a  period  of  from 
2  to  21/^  years,  they  find  themselves  with  these  additional  facilities 
only  from  40-  to  50-percent  amortized.  In  some  cases  capital  improve- 
ments in  excess  of  $250,000  were  made  so  that  at  the  completion  of 
their  present  programs  they  still  have  plant  facilities  of  $100,000  to 
$150,000  not  charged  off.  Practically  all  of  the  facilities  are  in  excess 
of  their  normal  requirements  so  are  of  no  value  for  peacetime  use. 
Some  yards  have  been  offered  one  or  two  additional  boats  to  build 
with  a  year  or  two  to  build  them  in.  This  is  of  no  benefit  to  the  yards 
because  on  a  slow  program  of  that  kind,  costs  will  mount  and  there 
will  be  no  profit  left. 

I  am  comptroller  of  the  Camden  Shipbulding  &  Marine  Railway 
Co.  of  Camden,  Maine,  and  the  conditions  there  is  typical  of  the 
industry. 

When  we  complete  our  present  contracts  which  will  be  in  the  late 
summer  of  1944  we  will  have  completed  and  delivered  2  minesweepers, 
11  troop  transports,  12  rescue  tugs  for  the  United  States  Navy,  and 
5  coal  barges  for  the  United  States  Maritime  Commission,  at  contract 
prices  totaling  $12,000,000.  We  laid  out  in  capital  improvements 
about  $250,000  against  which  we  will  have  an  amortization  charge-off 
of  about  $100,000  so  that  we  will  have  left  $150,000  additional  plant 
facilities  which  will  be  of  no  value  for  peacetime  work. 

Projecting  froni  our  present  construction  costs  on  our  unfinished 
contracts  and  adding  to  our  known  costs  of  completed  contracts,  our 
profit  before  taxes  will  be  approximately  $700,000.    Having  a  small 


invested  capital  we  are  in  the  highest  bracket  of  taxation  so  our  in- 
come and  excess-profit  taxes  will  total  about  $630,000,  or  a  net  of 

$70,000  after  taxes.  •  d.  a  aaa 

A  simple  matter  of  subtraction  shows  that  we  will  have  $80,000 
worth  of  valueless  plant  over  and  above  all  of  our  profit  and  deprecia- 
tion with  no  capital  to  continue  the  business  and  a  necessary  outlay 
of  approximately  $30,000  for  reconverting  the  plant  to  peacetime 

business.  .      .        i    •    i    ^  i      x 

Many  yards  are  going  to  have  difficulty  in  delivering  their  last  boats 
for  lack  of  cash.  Practically  all  contracts  have  a  3  or  6  months'  guar- 
antee period  with  a  hold-back  of  from  2  percent  to  5  percent  of  the 
contract  price.  This,  together  with  the  amounts  held  up  on  increases 
and  decreases  and  departure  reports,  will  require  more  cash  than  most 
yards  have  available. 

No  bank  will  loan  money  under  these  conditions,  so  that  it  seems 
to  me  they  will  just  be  forced  out  of  business  because  they  tried  to  do 

the  job  requested. 

The  carry-over  and  carry-back  of  taxes  will  not  assist,  because  there 
will  be  no  business  with  which  to  take  advantage  of  these  provisions. 

Renegotiation  before  taxes  in  the  boat-building  business  will  only 
increase  the  difficulties. 

We  have  not  as  yet  been  renegotiated,  but  from  those  of  us  who 
have,  I  learn  that  items  which  have  been  considered  as  part  of  their 
cost  are  being  disallowed  and  this  leaves  a  disproportionate  part  of 
the  expenses  to  be  assumed  by  the  contractor,  which  reduces  his  already 
meager  portion. 

I  believe  that  the  income  tax  law  intended  that  war  contracts  should 
stand  the  extra  expense  of  war  facilities,  but  it  is  so  worded  that 
those  of  us  who  finish  our  war  work  before  the  war  is  over  cannot  take 
advantage  of  the  complete  charge-off. 

I  can  see  no  disadvantage  to  the  Government  in  allowing  war  facili- 
ties to  be  charged  off  as  the  contractor  elects.  If  he  charges  them  off 
against  his  present  contracts  in  full  and  continues  to  do  war  work, 
he  will  pay  his  full  tax  without  the  benefit  of  further  deductions.  If, 
on  the  other  hand,  he  has  no  additional  war  contracts,  he  has  not  been 

penalized. 

I  have  tried  to  give  you  a  true  and  concise  picture  of  the  position 
now  facing  the  boat-building  industry  and  believe  their  salvation  is 

in  your  hands. 

They  should  be  allowed  to  retain  a  reasonable  amount  after  taxes. 

The  tax  law  should  be  amended  to  allow  for  complete  charge-off 
of  excess  facilities  as  a  cost  under  the  present  contracts  and  the  setting 
up  of  reasonable  reserves  before  taxes  for  the  rehabilitation  of  their 

plants. 

There  is  one  thing  more  I  would  like  to  add,  if  I  may.  I  have  ]ust 
iearned  that  the  Navy  does  not  intend  to  repay  the  Maine  yards  in  full 
for  their  additional  costs  arising  from  an  award  made  by  the  War 
Labor  Board  under  date  of  March  29  last,  although  they  had  previously 
agreed  to  do  so.  This  will  leave  the  Maine  yards  even  worse  off  than 
we  had  figured. 

I  thank  you. 

Mr.  Disney.  Mr.  Chairman. 
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The  Chairman.  Mr.  Disney. 

Mr.  Disney.  Yours  is  amortization  trouble,  chiefly. 

Mr.  South.  Chiefly  an  amortization  problem,  although  we  do  have 
the  threat  of  renegotiation  on  top  of  it.  Our  profit  is  just  under  6 
percent. 

Mr.  Disney.  Your  difficulty  is  that  you  cannot  take  full  advantage 
of  your  amortization  until  the  emergency  is  over. 

Mr.  South.  That  is  right.  We  do  not  want  to  make  any  excessive 
profit. 

Mr.  Disney.  It  looks  like  you  are  burdened  with  suspicions,  but  be 
that  as  It  may,  you  do  not  mean  you  will  be  renegotiated  without  that 
being  taken  into  consideration. 

Mr.  South.  We  have  been  talked  to  and  filled  out  the  forms  for 
renegotiation,  that  standard  form. 

Mr.  Disney.  Have  you  inquired  as  to  whether  or  not  that  will  be 
taken  into  consideration? 

Mr.  South.  We  have  not ;  no. 

Mr.  Disney.  You  should  be  in  position  to  advise  us  that. 

Mr.  South.  I  have  filled  those  forms  out  and  returned  them  and 
have  had  no  further  questions.  You  see,  until  these  contracts  are 
completed,  I  doubt  if  they  would  renegotiate  anyway. 

Mr.  DiNGELL.  Mr.  Chairman. 

The  Chairman.  Mr.  Dingell. 

Mr.  Dingell.  You  said  on  top  of  amortization.  Amortization  has 
not  been  any  burden  to  you,  has  it  ? 

Mr.  South.  No,  it  has  not  been  any  burden,  but  we  have  not  been 
in  war  work  long  enough  to  amortize  the  plant. 

Mr.  Dingell.  But  assuming  you  were  amortizing  as  you  go  along 
for  the  business.  ^       o  © 

Mr.  South.  That  is  right.  That  would  take  care  of  the  problem, 
but  we  have  been  informed  the  contracts  we  have  now  are  the 
things 

Mr.  Dingell.  I  just  wanted  to  understand  you  because  you  can  re- 
negotiate on  top  of  amortization. 
Mr.  South.  No. 

Mr.  Dingell.  I  did  not  think  anybody  complained  about  amortiza- 
tion. 

Mr.  South.  No,  sir. 

Mr.  Reed.  Mr.  Chairman. 

The  Chairman.  Mr.  Reed. 

Mr.  Reed.  I  understood  here  Mr.  South  represented  the  Atlantic 
Coast  Boat  Builders  &  Repairers  Association,  Inc.,  of  New  York. 

How  many  plants  do  you  represent? 

Mr.  South.  I  believe  the  Atlantic  coast  has  264  and  the  Marine  as- 
sociation has  17. 

Mr.  Reed.  Different  plants. 

Mr.  South.  Yes.  That  is,  these  plants  have  joined  in  the  associa- 
tion. 

Mr.  Reed.  Yes,  but  they  are  all  working  separately. 

Mr.  South.  They  are  all  working  separately,  that  is  right. 

Mr.  Reed.  Each  plant  builds  boats. 

Mr.  South.  That  is  right,  each  plant  builds  boats  by  itself. 


Mr.  Reed.  I  suppose  they  are  competing  with  each  other  to  some 

^  Mr  South.  To  some  extent  but  not  to  any  great  extent. 

Mr.  Reed.  Describe  the  largest  one  of  these  plants,  how  many  men 
it  will  employ. 

Mr.  South.  In  the  whole  264? 

Mr.  Reed.  You  can  answer  it  that  way. 

Mr.  South.  We  are  probably  one  of  the  largest  ones.  We  have 
lUst  under  1,400.    I  would  say  the  average  would  possibly  be  300. 

Mr.  Reed.  Can  you  give  me  any  idea  of  the  amount  of  your  con- 

tracts  ? 
Mr.  South.  For  the  whole? 
Mr.  Reed.  Yes. 
Mr.  South.  I  could  not. 
Mr.  Reed.  How  about  your  plant? 

Mr.  South.  Our  plant;  the  total  contracts  are  about  $12,000,000. 
Mr.  Reed.  Has  your  wage  scale  changed  since  you  went  into  the  war 

work? 

Mr.  South.  Yes,  sir. 

Mr.  Reed.  Have  you  any  figures  to  show  how  much? 

Mr  South.  When  we  undertook  these  contracts  our  wage  scale  av- 
erage was  around  69  and  70  cents.  It  gradually  increased  to  76.2 
cents,  and  then  the  War  Labor  Board  awarded  all  of  the  main  yards 
an  increase,  so  that  earnings  right  now  are  96.8  cents.  I  believe  it 
was  a  mark-up  of  23.6  percent  that  was  granted  at  that  time,  and  that 
is  what  we  requested  the  Navy  Department,  and  that  is  what  we 
would  be  reimbursed  for  our  additional  labor,  and  until  I  came  down 
to  Washington  I  was  still  under  the  impression  we  would  receive  that. 

Mr.  Reed.  But  you  have  been  disabused  of  that  idea,  have  you  ? 

Mr.  South.  They  are  going  to  send  a  man  up  there  to  examine  the 
records  and  see  how  much  we  need  in  order  to  come  out  with  any  kmd 

Mr.  Reed.  You  spoke  of  264  plants.    Are  some  of  the  plants  the 

larger  of  the  group?  ,         .  ,       ^   ,  .  xi   x  •* 

Mr.  South.  We  have  in  Maine,  of  the  17  there  are  4  that  are  quite 

sizeable. 

Mr.  Reed.  About  how  large?  ,   ,  .  ,     ,  «  xi.  x 

Mr.  South.  We  are  the  largest,  and  I  think  there  are  3  that  em- 
ploy about  600  and  3  or  4  about  400,  and  several  that  employ  any- 
where from  125  to  200.  .    . 

Mr.  Reed.  What  is  the  total  pay  roll  of  your  association  ? 

Mr.  South.  That  I  do  not  know.    Our  pay  roll  runs  around  $65,000 

a  week.  - 

Mr.  Reed.  What  percentage  is  that  of  your  total  cost  I 
Mr.  South.  Probably  about  60  percent ;  about  40  percent  material. 
Mr.  Reed.  Thank  you. 
Mr.  Lynch.  Mr.  Chairman. 
The  Chairman.  Mr.  Lynch. 
Mr.  Lynch.  Mr.  South,  on  some  of  these  contracts  for  Army  tugs 

and  boats,  as  I  understand  it,  some  of  the  shipbuilders  are  losmg 

money  on  their  original  bids.    Is  that  right? 
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Mr.  South.  Yes ;  that  is  correct. 

Mr.  Lynch.  They  bid  around  $150,000  or  $170,000  on  boats  that 
they  found  out  cost  around  $250,000  or  $260,000. 

Mr.  South.  Those  were  barges. 

Mr.  Lynch.  Whatever  they  were. 

Mr.  South.  Yes ;  that  is  correct. 

Mr.  Lynch.  In  those  cases  where  those  shipbuilding  concerns  were 
losing  money  and  these  ships  and  barges  could  not  be  built  for  that, 
the  Government  raised  the  ante  for  thos6  shipbuilders. 

Mr.  South.  That  is  right,  yes.  They  raised  what  we  call  a  bogey 
price,  cost-plus,  with  a  price  of  $250,000  on  which  if  they  could  save 
anything  they  participated  50  percent. 

Mr.  Lynch.  The  original  bid  was  around  $150,000. 

Mr.  South.  They  were  from  $175,000  to  $214,000. 

Mr.  Lynch.  When  the  Government  found  out  the  shipbuilders  were 
not  making  any  money  they  renegotiated  the  contracts  up  $290,000, 

Mr.  South.  Yes,  that  is  when  they  came  to  the  place  where  they 
could  not  continue  to  pay  the  pay  rolls. 

(The  following  letter  was  later  submitted  by  Mr.  South :) 

Camden  Shipbuilding  &  Mabine  Railway  Co., 

Camden,  Alaine^  October  1,  iP^. 

Babbon  K.  Gbieb, 

Clerky  House  Ways  and  Means  Committee, 

New  House  Office  Building,  Washington,  D.  C. 

Deab  Mb,  Gbieb:  In  going  over  the  cross-examination  made  after  my  state- 
ment to  the  Ways  and  Means  Committee,  I  would  like  to  clarify  a  questioa  and 
answer  given  to  Mr.  Lynch  with  regard  to  the  Government  increasing  the  price 
of  barges  being  built  in  the  State  of  Maine.  These  barges  are  being  built  by 
yards  who  have  no  other  Government  program  with  the  one  exception  of  our- 
selves, and  in  connection  with  our  contract  for  these  same  barges,  no  additional 
allowance  has  been  made  to  us,  so  that  the  yards  similarly  situated  in  the 
State  of  Maine,  as  ourselves,  have  in  no  way  been  benefited  by  any  change  in 
price  on  Government  work. 

I  would  appreciate  it  if  you  would  see  that  the  committee  is  properly  advised 
so  that  they  will  not  feel  that  we  have  received  any  relief  or  consideration  what- 
soever. 

Very  truly  yours, 

Camden   Shipbuildino  &  Mabine  Rah^way  to. 

Chakles  J.  South,  Coinptroller. 

Mr.  FoRAND.  Mr.  Chairman. 

The  Chairman.  Mr.  Forand. 

Mr.  FoRAND.  I  understood  you  to  say  there  were  264  boat  yards 
in  New  England. 

Mr.  South.  No,  that  covers  from  Florida  north. 

Mr.  Forand.  Does  that  take  into  consideration  all  small  boat  yards? 

Mr.  South.  That  is  right,  wooden  boats. 

Mr.  Forand.  It  would  not  be  in  the  same  class  as  the  Walsh- 
Kaiser  yard  in  Rhode  Island. 

Mr.  South.  No,  sir.    All  these  yards  are  entirely  different. 

Mr.  Forand.  Yours  are  all  different. 

Mr.  South.  Yes,  sir. 

Mr.  Forand.  That  is  all.    Thank  you. 

The  Chairman.  We  thank  you,  Mr.  South.  , 

The  next  witness  is  Mr.  George  R.  Hollenback,  of  the  V.  &  M.  loo* 
Co. 


STATEMENT  OF  GEORGE  R.  HOLLENBACK,  EXECUTIVE  PARTNER 
OF  THE  V.  &.  M.  TOOL  CO.,  PERKASIE,  PA. 

The  Chairman.  Will  you  give  your  name  to  the  reporter, 
^^'i  Hollenback.  George  R.  Hollenback,  executive  partner  of  the 
V.  &  M.  Tool  Co.,  Perkasie,  Pa. 

The  Chairman.  How  much  time  will  you  need  if  you  are  not  in- 
terrupted, Mr.  Hollenback « 

Mr.  Hollenback.  I  received  your  telegram  to  appear  here  late 
Fridaj;  afternoon.  I  was  absent  from  the  plant  on  a  business  mission 
and  I  instructed  the  office  to  reply  I  would  be  here  Monday  forenoon, 
and  I  therefore  had  no  opportunity  to  prepare  a  brief  and  the  re- 
marks I  make  will  have  to  be  extemporaneous,  and  after  spending 
2  days  here  and  listening  I  believe  that  I  heard  it  said  this  afternoon 
that  contractors  doing  a  volume  of  business  less  than  $500,000  would 
not  be  subject  to  renegotiation  after  February  1,  1943. 

Is  that  correct—and  the  Secretary  of  War  concurred  in  that  ? 

Mr.  Cooper.  Mr.  Chairman,  that  amendment  has  been  suggested  bv 
a  number  of  contractors  who  appeared  here. 

Mr.  Hollenback.  I  see. 

Mr.  Cooper.  And  it  is  also  recommended  by  the  War  and  Navv 
Departments.  ^ 

Mr.  Hollenback.  Well,  that  is  one  of  the  proposals. 

The  Chairman.  There  is  no  dispute  about  the  amount  but  there 
might  be  some  controversy  about  the  time  it  would  take  effect. 

Mr.  Hollenback.  That  relieves  us  somewhat  of  one  of  the  bieeest 
problems  that  confronts  us. 

Our  business  only  came  into  being  and  started  operating  as  of 
January  2,  1941.  It  was  brought  about  by  three  young  men  who 
have  had  extensive  experience  and  ability  as  tool  makers  and  de- 
signers, and  I  think  the  request  granting  me  permission  to  appear 
hei-e  was  based  on  the  fact  that  we  are  in  the  machine-tool  industrv 
which  IS  not  correct.  We  are  builders  of  tools  for  machine  tools, 
•  u  '  ^^^\  ^^^^^'  special  designs,  and  special  work  for  individual 
jobs,  so  that  our  volume  cannot  necessarily  go  to  any  great  height 

of  work       ^^^^'^^^^  ^^  '^'^^'^  l^b«^  that  is\vailablJffr  thif 

The  year  of  1941  was  mostly  taken  up  in  building  the  organization. 
i  clid  not  come  into  the  picture  until  the  early  part  of  1941  because 
he.e  younger  men,  while  they  had  exceptional  ability  as  tool  makers 
nanof '^Ti'  i''''  executive  training  and  ability  and  very  limited 
whnf  f;  V'%  *^^^^f «^?  .^a^e  to  «^e,  and  incidentally,  it  is  some- 
ilp  tJ^  ^r'^^'  proposition.     They  are  both  my  nephews,  so  I  am 

w '  financially  as  well  as  genealogically.     -^       ^         ' 

^^%  ^PP^'^^.  to  the  various  agencies  for  financial  help  and  none 
was  forthcoming  Therefore  it  became  imperative  that  I  raise  ?he 
capital  myself,  which  I  did,  to  start  the  business. 

vve  were  under  the  impression  that  the  work  which  we  were  doing 

y  entirely  for  subcontractors  which  was  very  laro-elv  done  oTf 

;ompetitive-bidding  basis,  and  were  not  subject  to  re^^^^^^^ 

IwSr^  ^f  ^T'^y-  ,  W^  fo"^d  since  wi  were  work^^  on  C^^ 

I  ^^  prime  contractors  they  were  on  a  cost-plus  basis,  and  that  the 
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terms  of  the  prime  contractor  followed  through  to  us  and  then  about 
2  months  ago  we  were  advised  we  were  subject  to  renegotiation. 

Mr.  Reed.  Pardon  me  for  interrupting,  Mr.  Chairman. 

The  Chaikman.  Mr.  Reed. 

Mr.  Reed.  I  want  to  raise  a  point  on  this  $500,000  exemption. 
Here  is  what  the  Secretary  had  to  say : 

It  has  been  suggested  a  provision  exempting  smaller  contractors  from  re- 
negotiation should  be  modified  so  as  to  raise  the  exemption. 

Mr.  Hollenback.  Yes;  I  understand  that  we  will  be  subject  to 
some  renegotiation  in  1942. 

From  there  I  will  digress  and  state  it  is  rather  the  method  which 
has  been  taken  by  the  people  who  came  to  renegotiate  than  the  fact 
of  renegotiation  itself  we  object  to. 

Now,  when  I  attempted  to  tell  the  major  from  the  Department 
who  came  to  see  us  I  was  told  the  problems  we  had  to  go  through, 
he  said  it  was  irrelevant  and  had  no  bearing,  that  is  your  duty.  We 
do  not  care  to  discuss  it. 

So  I  said,  "Very  well,  sir,  we  have  nothing  to  say.  You  will  have 
to  do  the  talking  and  tell  us  the  story  and  we  will  listen." 

So  we  were  told  what  we  could  have,  what  was  due  us,  as  partners, 
and  I  might  say  here  that  in  the  first  year  that  these  young  men  were 
organizing  this  business  they  were  working  for  far  less  than  they 
were  able  to  earn  in  working  for  others,  but  with  the  thought  of 
establishing  a  business  for  themselves  they  made  that  contribution. 

As  a  matter  of  fact,  two  of  them  are  married,  and  partly  living  on 
some  of  the  earnings  of  their  wives  because  we  could  not  get  financial 
assistance  other  than  I  provided  from  personal  funds,  and  it  had  to 
go  back  in  the  business  in  order  to  expand  it. 

We  have  no  complaint  to  make  about  that.  We  took  the  risk 
and  we  have  made  some  money.  Consequently  we  think  we  are  en- 
titled to  some  compensation  for  it,  but  it  seems  the  officer  in  charge 
of  renegotiation  thinks  our  effort  was  not  the  consequence — when  I 
tried  to  stress  the  fact  that  in  view  of  the  fact  that  we  had  practically 
done  all  of  this  work  on  the  basis  of  competitive  bids  and  had  there- 
fore contended  that  our  profits  were  due  to  efficiency  and  effort,  we 
were  told  that  was  irrelevant  also,  that  "efficiency  should  pay  for 
inefficiency,"  those  words  verbatim  were  said  to  me,  and  I  desire  to 
insert  them  in  this  record. 

Now  I  think  that  about  concludes  what  I  want  to  say. 

Mr.  Reed.  Mr.  Chairman. 

The  Chairman.  Mr.  Reed. 

Mr.  Reed.  How  much  pay  roll  do  you  have  ? 

Mr.  Hollenback.  At  the  present — when  we  originally  started  the 
business  the  three  men  who  started  it  were  the  workers. 

Mr.  Reed.  They  were  those  who  put  in  the  money  and  their  wives 
had  to  earn  some  of  the  money. 

Mr.  Hollenback.  Yes,  sir. 

Mr.  Reed.  And  the  number  of  men  increased. 

Mr.  Hollenback.  When  I  became  identified  with  the  business  it 
was  understood  to  be  my  duty  to  take  charge  of  the  executive  end  of 
the  business  and  find  the  sources  of  work  most  profitably  adapted  to 


their  efforts,  which  I  did,  and  I  am  quite  frank  to  say  we  went  a 
great  deal  farther  and  faster  than  I  anticipated  we  would. 
Mr.  Reed.  How  many  men  do  you  employ  now? 
Mr.  Hollenback.  At  the  present  time  on  the  direct  pay  roll  vary- 
incr  upon  demands  made  by  the  draft  board  on  us,  we  have  anywhere 
from  30  to  40  men  working  in  three  shifts  to  keep  the  equipment 
operating  on  each  one  of  the  three  shifts. 
Mr.  Reed.  You  had  some  increased  expense  in  labor  cost  ? 
Mr.  Hollenback.  Yes.    In  view  of  our  inability  to  find  skilled  men 
we  found  it  necessary  to  train  most  of  our  men  and  we  do  not  do 
hardly  any  work  that  is  repetitive.    It  is  all  what  is  known  as  special 
desio^n  work  and  precision  work,  and  consequently  you  cannot  tram 
those  men  to  do  that  work  in  from  6  to  8  or  10  weeks  as  you  can 
where  it  is  a  one-man  job  on  the  production  line. 

In  addition  to  this  number  we  have  on  our  pay  roll  we  have  had  to 
])ut  in  some  extra  equipment  and  we  subcontracted  a  lot  of  our  work 
to  certain  smaller  shops  who  do  what  we  call  roughing  work. 
Mr.  Reed.  Is  that  done  locally? 

Mr.  Hollenback.  Yes,  in  a  radius  of  25  or  30  miles,  all  planned  to 
take  advantage  of  the  equipment  and  labor  available. 

In  that  time  we  have  brought  up  the  production  of  the  plant  from  a 
very  nominal  start,  we  practically  did  not  get  into  real  output  until 
the  latter  part  of  1942.  By  the  end  of  the  year  1943  we  will  be  fairly 
close  to  approaching  the  half -million  mark  you  spoke  of. 

I  want  to  amend  that  statement.    At  least  70  percent  of  the  work 
is  done  as  an  adjunct  to  a  large  aircraft  engine  plant. 
Mr.  Reed.  So  your  work  is  very  highly  specialized. 
Mr.  Hollenback.  It  is  very  highly  specialized. 
Mr.  Reed.  You  have  the  expense  of  training  your  own  labor. 
Mr.  Hollenback.  We  have  the  expense  of  training  our  own  labor. 
You  asked  a  question  a  moment  ago  whether  we  had  any  increased 
labor  costs. 
Mr.  Reed.  That  is  right. 

Mr.  Hollenback.  Because  of  the  fact  we  must  take  apprentices  and 
under  the  labor  law  we  are  permitted  to  increase  the  compensation  of 
those  men  as  their  skill  progresses,  which  is  done  at  regular  intervals 
of  every  3  or  4  months,  we  have  therefore  built  up  a  fairly  efficient 
organization,  and  every  man  we  have  in  our  organization  with  the  ex- 
ception of  two  men  were  trained  in  our  own  plant.^ 
Mr.  Reed.  Was  that  mentioned  at  all  to  the  major? 
Mr.  Hollenback.  I  was  not  permitted  to  make  that  statement. 
Mr.  Reed.  Oh,  you  were  not  permitted  to  make  that  statement. 
Mr.  Hollenback.  I  was  stopped  before  I  could  make  it. 
Mr.  Reed.  Thank  you. 

The  Chairman.  We  thank  you,  Mr.  Hollenback,  for  the  information 
you  have  given  the  committee. 
The  next  witness  is  Mr.  H.  E.  Foreman. 
About  how  much  time  will  you  need  for  your  formal  statement,  Mr. 

Foreman  ? 

Mr.  Foreman.  I  think  that  I  can  get  through  in  about  15  minutes. 

The  Chairman.  Without  objection,  you  can  proceed  without  inter- 
ruption to  the  end  of  your  statement. 
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STATEMENT    OF   H.    E.   POREMAN,    MANAGING   DIRECTOR,    THE 
ASSOCIATED  GENERAL  CONTRACTORS  OF  AMERICA,  INC. 

Mr.  Foreman.  The  following  is  presented  in  behalf  of  the  Associated 
General  Contractors  of  America,  Inc.,  the  national  trade  association 
representing  general  contractors  performing  all  types  of  construc- 
tion. Its  more  than  3,000  members  have  executed  the  great  ma- 
jority of  the  Nation's  war  construction  needs  in  the  United  States  and 
elsewhere. 

The  renegotiation  contracts  law  has  now  been  in  effect  for  approxi- 
mately 16  months.  This  period  should  be  sufficient  to  permit  an 
accurate  gaging  of  its  effectiveness  and  should  certainly  permit  of 
the  development  of  well  considered  and  properly  authenticated  conclu- 
sions. 

Much  testimony  has  already  been  given  as  to  the  amount  of  re- 
covery, both  in  cash  and  in  constructive  recoveries  through  reduc- 
tion of  prices  on  future  work  to  be  performed.  It  is  also  possible 
to  judge  how  much  of  this  same  saving  would  have  accrued  to  the 
Government  by  other  means,  namely,  through  the  operation  of  the 
revenue  laws.  It  is  also  quite  possible  to  judge  the  relationship  be- 
tween the  cost  to  the  Government  for  the  administration  of  the  act 
and  the  amount  recovered.  Yet  none  of  these  figures  indicate  losses 
to  the  Government  and  certainly  these  are  of  no  small  consequence,  al- 
though quite  incapable  of  exact  measurement.  It  is  an  established 
fact  that  a  substantial  amount  of  money  has  been  expended  and  is 
now  being  expended  in  developing  the  records  required  by  the  ad- 
ministrators of  the  act.  Quite  obviously,  any  expenditures  for  this 
purpose  are  paid  for  by  the  contractors.  They  are  business  expenses. 
Tax  returns  will  certainly  show  the  effect  of  these  expenditures,  as 
profits  are  further  reduced  and  taxes  in  proportionate  amount  will 
be  lost. 

On  various  occasions  the  statement  has  been  heard  that  the  renego- 
tiation law  promotes  efficiency.  If  this  reasoning  has  not  already 
been  completely  exploded,  I  wish  to  add  that  within  the  construc- 
tion mdustry  the  very  opposite  is  the  case.  It  is  quite  impossible 
to  keep  secret  the  financial  status  of  a  construction  project.  It  is  a 
fact  that  is  usually  sensed  by  all  engaged  in  its  performance.  They 
know  whether  the  job  is  going  well  and  making  money  or  that  it  is 
gomg  badly  and  likely  to  be  a  loser.  When  the  end  of  a  job  is  ap- 
proached and  there  is  a  feeling  that  the  project  has  come  out  well, 
it  IS  always  difficult  even  in  normal  times  to  prevent  a  let-down.  Con- 
tractors advise  that  this  problem  is  made  more  difficult  because  of 
the  knowledge  that  profits  are  subject  to  recapture.  Here  again  you 
have  a  situation  that  will  make  its  effect  felt  in  future  tax  returns 
and  taxes  paid.  Also  the  distribution  of  additional  funds  made  neces- 
sary by  lost  efficiency  has  its  inflationary  aspects  in  addition  to  the 
waste  of  manpower. 

Speaking  to  the  details  of  the  law  itself,  almost  exactly  a  vear  ago 
this  association  presented  a  statement  to  the  Senate  Finance  Com- 
mittee, then  considering  the  renegotiation  of  contracts  law.  At  that 
time,  the  association  expressed  opposition  to — 

(1)  The  retroactive  features  of  the  law; 


(2)  The  extension  of  its  terms  to  fixed-fee  contracts,  pointing  out 
that  here  certainly  nothing  was  unknown,  as  the  service  fee  to  the 
contractor  was  fixed  in  dollars  and  cents  and  not  sub]ect  to  change, 
«nd  certified  to  by  the  departments  concerned  as  being  fair  and  rea- 
sonable and  in  the  interest  of  the  United  States  and  the  war  effort; 

(3)  The  application  of  the  law  to  contracts  let  as  a  result  of  com- 

^^During\hrflapsed  year,  we  have  found  no  reason  to  change  our 
opinion  but  are  firmer  now  in  our  conclusions  than  it  was  possible 

to  be  a  year  ago.  .  .  ,  ,,  ^ 

To  illustrate  the  third  point,  the  construction  of  levees  on  the 
Mississippi  Kiver  still  goes  on  and  is  fully  justified  as  ^^^P^rtant  to 
the  war  effort.  The  same  contractors  continue  to  bid  for  the  -same 
tvpe  of  work  and  there  is  real  and  full  competition,  yet  these  contracts 
are  subject  to  renegotiation  along  with  all  others  under  the  War  De- 

^^wT  recommend  an  amendment  to  the  law  to  eliminate  the  applica- 
tion of  the  law  to  competitive  bid  contracts,  but  call  attention  that 
such  amendment  would  not  be  effective  except  that  the  Congress  also 
define  the  term  "competitive  bidding."  The  reason  a  defanition  is 
needed  is  because  the  War  Production  Board  has  issued  a  directive, 
directive  No.  2,  which  prohibits  the  entering  into  contracts  as  a  result 
of  competitive  bidding  except  after  special  permission  from  the  War 
Production  Board.  The  directive  prescribes  that  the  contracts  must 
be  entered  into  as  a  result  of  negotiation. 

The  practical  effect,  as  far  as  construction  contracts  are  concerned, 
is  that  the  competition  is  just  as  keen  as  ever  for  the  reason  that  a 
considerable  number  of  contractors  are  asked  to  bid  informally  and 
compete  just  as  strongly  as  if  the  competition  were  formal.  How- 
ever, the  bids  are  not  opened  in  public,  but  the  proceeding  from  this 
point  is  usually  that  several  of  the  contractors  are  called  in  and  sub- 
jected here  to  a  process  known  as  negotiation  which,  according  to  the 
testimony  given  our  association,  is  an  endeavor  to  further  reduce  the 
price,  this  process  not  being  enough,  the  contractor  then  faces  the 
prospect  of  renegotiation  some  time  after  completion  of  the  work. 

In  addition  to  recommending  the  elimination  of  the  law  to  com- 
petitively bid  contracts,  we  also  wish  to  endorse  the  proposal  now 
pending  before  this  committee  which  would  free  all  contracts  of  less 
than  $500,000  from  the  application  of  the  renegotiation  law 

As  to  the  administration  of  the  law,  it  is  the  opinion  of  the  asso- 
ciation that  an  honest  and  intelligent  effort  is  being  made  to  adniin- 
ister  the  law,  endeavoring  to  take  into  account  the  special  conditK)ns 
that  are  alwavs  present  in  the  construction  industry  thereby  differ- 
entiating it  from  manufacturing  processes.  Each  job  is  a  new  prob- 
lem and  is  not  the  reproduction  on  a  mass  production  scale  of  a 
previously  constructed  sample.  The  law  as  presently  drawn  permits 
of  great  flexibility.  Were  it  not  for  this  flexibility  and  the  fact  that 
the  renegotiation  of  construction  contracts  is  being  handled  by  those 
familiar  with  the  construction  industry,  it  is  our  considered  judgment 
that  great  disaster  would  have  befallen  this  industry.  With  every 
project  presenting  its  own  special  problems,  there  can  be  no  such 
thing  as  normal  conditions.    The  only  thing  that  is  usual  about  a  con- 
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struction  project  is  the  fact  that  it  will  have  its  own  special  circum 
stances  and  problems.    Therefore,  any  proposals  that  would  amend 
the  present  law  so  as  to  apply  a  rigid  formula  must  be  opposed  by  this 

bo  also  will  it  oppose  any  proposal  to  amend  which  would  have  for 
Its  purpose  the  placmg  of  all  procedure  under  a  single  board  which 
would  have  the  effect  of  elimmating  the  possibility  of  having  the 
special  problems  of  the  construction  industry  considered  by  persons 
familiar  with  the  processes  and  problems  of  this  industry  as  dis- 
tinguished from  other  types  of  business. 

As  stated  in  the  beginning,  it  is  our  considered  judgment  that  results 
obtained  under  the  law  raise  serious  questions  as  to  its  advantage  from 
the  taxpayer's  standpoint.  Yet  recently  the  Congress  took  action  to 
expand  its  scope  and  the  effect  was  felt  largely  within  the  construction 
industry  Suggestion  has  been  heard  that  consideration  be  given  to 
the  further  expansion  of  the  coverage  of  the  act  to  all  Government 
contracts.  This  would  again  fall  largely  upon  the  construction  indus- 
try as  those  contracts  not  now  included  are  to  a  gi-eat  extent  in  the 
lield  of  construction.  It  being  extremely  questionable  that  the  present 
coverage  of  the  act  has  brought  justifiable  results,  a  still  more  serious 
question  is  raised  as  to  the  propriety  of  its  expansion. 

There  are  niany  construction  contractors  at  the  present  time  who 
teel  that  thev  have  completed  their  renegotiation.  To  add  additional 
agencies  at  this  time  would  be  to  again  confuse  the  matter  and  call  for 
further  clearances  and  adjustments  as  to  taxes,  and  so  forth.  The  con- 
struction industry  is  now  moving  into  a  period  of  low  volume.  At 
the  time  the  defense  construction  program  was  undertaken,  the  indus- 
try had  been  operating  at  depression  levels.  In  order  to  accomplish 
tHe  miracles  of  construction  that  have  been  wrought  in  the  last  3  yeaiQ 
great  expansion  necessarily  had  to  take  place  within  the  industry! 
fetocks  of  equipment  had  to  be  obtained  which  can  no  longer  be  utilzed 
fully  ret  It  is  highly  important  that  all  of  this  equipment  be  main- 
tained in  the  best  possible  condition  so  as  to  be  ready  to  meet  any  and 
every  emergency  in  any  community  throughout  the  United  States. 
,,M}9  industry  is  called  upon  to  cooperate  closely  with  the  Office  of 
Civilian  Defense  with  the  intention  that  the  equipment  and  capable 
crews  would  be  ready  on  a  moment's  notice.  This  the  industry  is 
making  every  attempt  to  do,  but  it  is  a  proposition  that  is  not  without 
Its  elements  of  expense  which  are  not  otherwise  provided  for  except 

^^iiTu^i  ^'"^^  ^^  ^^^  ^"^  ^^  ^^^®  contractor's  assets  or  reserves 

While  the  construction  industry  may  not  have  the  same  problem  of 
reconversion  as  other  industries  at  the  close  of  the  war,  it  has  important 
maintenance  expenses  at  the  present  time  which  should  be  treated  in 
the  same  manner  as  needed  reserves  in  other  types  of  business,  and  if 
the  renegotiation  law  is  to  be  retained  it  is  essential  that  the  Congress 
express  dehnite  intention  that  allowances  be  made  for  such  expenses  in 
the  administration  of  the  law. 

In  the  measurement  of  excessive  profits,  section  736  of  the  revenue 
law  makes  provision  for  relief  in  special  cases  where  long-time  con- 
tracts are  involved  This  section  is  applicable  only  where  the  con- 
tractor elects  to  utilize  its  terms  and  is  applicable  only  in  the  calcula- 
tion of  excessive  profits  for  income-tax  purposes.  The  intention  was 
that  losses  and  earnings  could  be  better  balanced  under  the  terms  of 


this  section.  It  has  been  recommended  to  this  association  that  the 
Congress  having  fully  considered  this  proposition  and  made  it  a  part 
of  the  revenue  laws,  it  should  require,  in  the  administration  of  the 
renegotiation  of  contracts  law,  that  recoveries  demanded  should  under 
no  circumstance  be  in  excess  of  the  excessive  profits  determined  under 
this  provision.  The  association  specifically  recommends  the  considera- 
tion of  such  a  proposal.  The  following  amendment  is  suggested  to 
accomplish  this  purpose : 
Amend  section  403,  subsection  (c),  paragraph  (3)  by  inserting  after  the  first 

sentence  the  following: 

"In  the  case  of  a  contractor  reporting  for  excess-profits  tax  pui-poses  under 
section  736  (b)  of  the  Internal  Revenue  Code,  the  Secretary's  findings  of  ex- 
cessive profits  for  any  taxable  year  shall  not  exceed  the  taxable  excess-profits 
net  income  for  that  year." 

Our  conclusions  are  that  the  application  of  the  law  should  be  fur- 
ther restricted  as  to  types  of  contracts  to  be  covered  and  the  retroac- 
tive features  eliminated.  That  so  long  as  the  law  is  retained  flexible 
standards  be  retained  and  that  the  administration  be  not  centralized 
under  one  board  but  remain  as  now  established  with  special  boards  to 
consider  the  special  problems  of  the  construction  industry.  We  rec- 
ommend one  specific  amendment  to  conform  the  administration  of 
this  law  to  a  special  relief  section  of  the  revenue  laws. 

In  addition  to  this  statement,  since  it  was  prepared,  another  situa- 
tion has  come  to  our  attention  which  I  would  like  to  add  and  that  is 
the  proposition  of  tax  settlements  in  connection  with  renegotiation. 

My  information  is,  and  this  is  after  a  preliminary  check  with  the 
War  Department  Board  in  charge  of  our  type  of  work,  that  in  the 
case  of  corporations,  after  a  determination  of  excess  profits  has  been 
made,  recalculation  of  the  taxes  takes  place  and  the  contractor  is  al- 
lowed to  make  a  certain  deduction  for  taxes  already  paid  and  pays 
in  the  difference. 

I  received  information  now  that  this  is  only  possible  in  cases  of 
corporations.  However,  in  the  construction  industry,  possibly  to  a 
greater  extent  than  in  most  other  industries,  firms  are  operated  by 
individuals  and  partnerships  and  it  is  my  information  that  an  indi- 
vidual reports  as  he  would  a  salary  and  that  there  is*  no  provision  for 
making  an  adjustment  and  in  consequence  some  very  serious  situa- 
tions are  resulting. 

I  wish  to  get  more  information  and  supplement  my  remarks  here, 
but  it  is  something  that  I  think  the  committee's  attention  should  be 

directed  to. 

That  concludes  my  statement. 

Mr.  Keed.  With  reference  to  this  supplemental  information  which 
you  hope  to  obtain,  will  you  be  able  to  obtain  it  soon  enough  so  that 
it  could  be  made  a  part  of  this  record  ? 

Mr.  Foreman.  I  think  that  I  can  do  it  within  the  next  several  days. 

Mr.  Reed.  Mr.  Chairman,  if  it  can  be  done  without  interfering  with 
the  printing  of  this  record,  I  think  it  ought  to  be  embodied  in  the 
record  so  that  we  can  go  over  this  and  come  to  a  final  decision,  and 
We  will  have  it  before  us. 

The  Chairman.  The  strenographer  can  handle  it  all  right. 

(The  supplemental  statement  will  appear  at  this  point  in  the  re- 
vised edition.) 
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The  Chairman.  Are  there  any  further  questions? 

(No  response) 

We  thank  you  for  the  information  that  you  have  given  the  com- 
mittee. 

The  next  witness  is  Mr.  H.  Gerrish  Smith,  president  of  the  Ship- 
builders Council  of  America,  New  York. 

Mr.  Smith. 

STATEMENT  OF  H.  GERRISH  SMITH,  PRESIDENT,  SHIPBUILDERS 
COUNCIL  OF  AMERICA,  NEW  YORK,  N.  Y. 

The  Chairman.  Will  you  give  your  name  and  address  to  the  re- 
porter, please? 

Mr.  Smith.  H.  Gerrish  Smith,  president  of  the  Shipbuilders  Council 
of  America,  21  West  Street,  New  York. 

My  statement  is  short  and  I  think  that  I  can  read  it  in  a  few  moments. 

The  Shipbuilders  Council  of  America  represents  the  major  pro- 
portion of  the  shipbuilding  and  ship  repairing  industry  of  the  United 
States  and  includes  all  of  those  companies  engaged  in  the  building 
of  sea-going  naval  and  commercial  vessels  at  the  outbreak  of  the 
war,  together  with  nearly  all  of  the  ship-repairing  companies  so 
engaged  at  that  time.  On  behalf  of  its  members  I  desire  to  submit 
the  following  statement  on  the  renegotiation  of  shipbuilding  and 
ship-repairing  contracts. 

The  industry  recognizes  the  necessity  for  the  recovery  of  excess 
profits  brought  about  under  the  pressure  of  war  conditions,  and  its 
position  in  this  matter  was  made  clear  more  than  a  year  before  the 
Keneffotiation  Act  was  approved.  At  a  meeting  of  April  22,  1941,  at 
the  Navy  Department  in  Washington,  attended  by  the  principal 
builders  of  naval  vessels,  these  builders  expressed  agreement  to  vol- 
untarily modify  the  terms  of  their  contracts  when  costs  became  known 
60  as  to  remove  any  excessive  profits. 

Subsequently,  Congress  passed  the  Renegotiation  Act  as  a  result 
of  which  the  shipbuilding  and  ship-repairing  industry  finds  itself 
in  the  position  of  having  its  contracts  renegotiated  bv  groups,  which, 
however  eminent  in  their  own  field  and  desirous  oi  being  fair,  are 
wholly  unfamiliar  with  the  problem  of  the  shipbuilding  industry,  its 
complicated  technical  difficulties,  and  its  heavy  engineering  risks.  The 
industry  feels,  therefore,  that  the  Renegotiation  Act  is  unsound  in 
principle,  but  it  is  not  my  purpose  to  advocate  to  your  committee 
the  repeal  of  the  act. 

The  industry  has  done  an  outstanding  job  in  this  war.  If  it  is  to  be 
in  a  position  to  do  another  such  job,  it  must  be  maintained  in  an 
efficient  operating  co'^dition  after  this  war  ends. 

Frankly,  the  industry  is  greatly  disturbed  as  to  its  future  on  the 
basis  of  the  decisions  being  made  by  the  Price  Adjustment  Boards. 
From  figures  made  public  to  date  it  appears  that  the  shipbuilding  in- 
dustry, particularly  those  plants  engaged  in  naval  shipbuilding,  has 
emerged  at  the  bottom  of  the  list  of  all  major  industries  so  far  as 
retainable  profit  after  taxes  is  concerned.  It  appears  that  for  1942 
the  industry  will  not  be  allowed  to  retain  a  margin  of  profit,  after 
taxes,  exceeding  2.5  percent  of  its  sales.  This  retainable  profit  repre- 
sents not  only  the  result  of  current  work,  which  has  been  going  on 


cinre  the  date  of  the  Renegotiation  Act,  but  also  represents,  in  a  num- 
ber of  ^^^^^^  yards,  the  result  of  renegotiatmg  contracts  which 
hfd  been  in  course  of  execution  for  3  years  m  advance  of  the  act.  If 
Srent  work  only  is  to  be  considered,  indications  are  hat  the  per- 
centage of  retainable  profit  after  taxes  will  not  exceed  1.7  percent 

'^Under  acts  of  Congress,  the  shipbuilding  industry  alone  was  on  a 
controlled-profit  basis  for  a  number  of  years  prior  to  the  ^ar  Period 
rtherefore,  was  unable  to  build  up  substantial  reserves  during  that 
time  With  the  restrictions  imposed  in  the  administration  of  the 
^negotiation  Act,  the  industry  is  deeply  concerned  as  to  its  ability 
fo  set  up  the  proper  reserves  to  meet  post-war  contingencies  when  the 
sS^iJding  market  is  saturated  with  thousands  of  merchant  and 

'^TtTdS  has  at  all  times  been  subject  to  violent  fluctuatimis 
in  volume  of  business,  having  only  remote  periods  of  great  activity 
andCcr  periods  of  depression.  I  am  sure  that  most  of  you  remem- 
ber he't^rific  struggle  the  shipbuilding  mdustry  had  to  remain 
aUve  after  the  First  World  War.  As  you  can  appreciate,  shipyards 
are  not  adaptable,  except  to  an  extremely  limited  degree  to  other 
tyLs  of  work  thaA  shipbuilding  and  ship  repairing,  and  their  faci  - 
Lrtheref  ore,  must  be  kept  available  and  their  technical  and  mechani- 
al  s  affs  must  be  preserved  for  the  building  or  repairing  of  ships. 
fI  this  reason  the  setting  up  of  substantial  reserves  to  tide  over  lean 

''^"Sli^tn  mind  the  industry  submits  for  your 

TSS^e^rrg^^^^^  renegotiation,    as 

Tpdc^Ad]-^^^^^^^  directed  to  take  into  con- 

sideration the  effect  of  Federal  income  and  excess-profits  taxes  in 
determining  the  amount  of  profit  to  be  retained.  j .  .^  .^^ 

3  Specific  instructions  to  be  given  to  Adjustment  Boards  to  ade- 
quately reward  low  cost  of  construction,  economy  m  man-hours,  and 

speed  of  delivery.  .      n  •    i     ,  •  „     • 

4  Make  public  the  results  of  negotiations  in  all  industries. 

5'.  Amend  the  law  to  provide  for  a  simple,  prompt,  and  inexpensive 

appeal  to  a  proper  judicial  body.  •     i^     ^i,  ^    .  .  ,^.^f  or.rl 

Mr.  Reed.  I  just  want  to  commend  you,  sir,  for  that  statement  and 

particularly  for  your  recommendations  under  No.  3  and  iNo.  4  ana 

No.  5. 
Mr.  Smith.  Thank  you.  ,  .  j-     .        x 

The  Chairman.  No.  3,  specific  instructions  to  be  given  adjustment 
boards  to  adequately  reward  low-cost  construction,  economy,  and  man- 
hours  and  speed  of  delivery.  „    ^^  i  -.     •      xi.        •     4^    , , 
Who  would  give  the  instructions?    Wlio  would  give  those  instruc- 

Mr  Smith.'  They  would  be  covered  in  the  act,  that  they  are  to  be 
taken'into  account  in  determination  of  profits  under  renegotiation. 
The  Chairman.  I  see  what  you  mean  now. 
Are  there  any  questions? 
(No  response.) 
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If  not,  we  thank  you,  Mr.  Smith,  for  the  information  that  you  hav^ 
given  the  committee,  and  your  very  interesting  statement 
Cincinnad  OH  ^'  ^'  ^'  ^^^^^^^^^'  controller,  American  Rolling  Mills, 

The  Clerk.  Mr.  Kingsbury  had  to  leave  and  he  asked  that  his  stat^. 
ment  be  incorporated  in  the  record. 

^r.'J?^  Chairman   The  statement,  without  objection,  will  be  inserted 
m  the  record  at  this  point.  ^ 

(The  statement  above  referred  to  is  as  follows :) 

Post-Wae  Reseeves 

Co^of^'AmtrnpSw^-  ^h^^"'^.-    ^  ^'^  ^^^  controller  of  the  American  Rolling  Mill 
tho  2f.  ^^^"^^^^f«^°'  Ohio,  and  am  appearing  before  your  committee  to  Dresent 
rio.'"''^'''''  '"  ^^^  '^^^^  ^"^"«^"y  regarding  requirements  for  accumulation  o 
reserves  from  earnings  during  this  present  period.    These  reserveHre  needprt 
to  permi    us  to  take  care  of  extraordinary  conditions  involving siLabfe  amount^ 
now  arising  m  the  industry  which,  because  of  intensive  actMty,  cannot  rcured 
At  no  tU^' •  '"'.^°^'.^?  war-production  program  has  been  succSs^X  compS 
ditln  wh  Tv!"  1^  l^isjory  has  the  steel  industry  of  this  country  f acedThe  con: 
MnT  1^1^^  ^^^  ^.^"  ^''^''^^  "P^"  '^  ^"^'°g  the  present  pre-war  and  war  peS 
Most  of  these  conditions  have  not  existed  in  the  past  in  peacetime  eTen  during 

t^p'lV^^^f '^k'^T  ^"''T'  ^^'^^^ty-    The  steel  busine'fs  of  t^e  country   fof 
the  most  part   has  been  undergoing  intensive  continuous  operation     Th"s  onera 

IZl^el-r^o^eZilT''''  "^^^  ^""^  '^'^  -  '^^  mac£nery\nd^^^iS 
It  was  formerly  the  general  practice  In  steel  comoanies  to  shut  flnwn  e^nin. 
ment  over  week  ends  for  repair  a»d  maintenance.  Duri^fg  this  war  nroduc  ion 
Sf  ;„°^«''w''""'  tl-^ '■^<l""-e>"ents  for  maximum  production  haVeZt  permuted 
™„,?S?f  „  """if^'  "■?  shutting  down  of  this  equipment  for  normally  rMuir,^ 
maintenance  and  repair  Repairs  and  proper  maintenance  are  noTpossibTonW 
after  equipment  has  broken  down,  and  must  be  repaired  before  it  can  contiS 
ZriLTVH^''*"  "  ^*"^  instances,  repair  work  is  made  in  the  shorTest  DossTbte 
tune  and  the  equipment  has  not  been  kept  out  of  production  foranvaddUiona^ 
r^nii  ^™'-  'he  maintenance  men  to  inspect  other  parts  of  tte  equ^men 
and  make  repairs  and  replacements  to  eliminate  future  excessive  wear  nnrt 

mfnatinn'"STif""^;  "*■'"'"*  *""«  '"  '"«  ^^^  Immedrately  fTow^rthe  ?er 
mination  of  the  intensive  war-production  program,  when  the  machinerv  and 
equipment  must  be  shut  down  for  a  considerable  per  od  compIete^verSn^nr 
th^  equipment  with  replacement  of  many  of  its  %vorTpart"  will  be  r^?.S«f 
,  J^hVil- iT^T  """  '"n"  conditions  forcing  such  future  action  are  noTexlstent 
and  have  been  for  some  2  or  more  years  past,  provision  for  reserves  fOTdeferrS 
maintenance  and  repairs  should  be  made  at  this  time  and  allowed  as  an  inco^ 
deduction  for  renegotiation  purposes  as  well  as  for  tax  purposes  CertainlvS 
reserve  should  be  allowed  in  renegotiation  settlements  sinceX  conditions  felSl 
tf'l^  V^^  '"'T'"  c^^P^nOed  operations  and  the  deferred  ex^nZures  pertain! 
mfnd^Tinc^al^d  pt^tLT"  -'  <'"'''"<^'""«  *"'   ^''^  P-^'  ^<^^^ 

and  other  Government  departments  involved  in  the  war  pro-am  Such  c^^^ 
version  of  operations  has  involved  replacement  of  their  regulS  manufacturing 
equipment  with  special  equipment  required  to  produce  the  new  prodiTctr  In  X? 
cases  where  they  have  equipment  adaptable  to  peacetime  o^r^.t'onsU  has  been 
changed  or  rebuilt  to  produce  a  new  line  of  products.  At  the  time  the  contracts 
by  the  armed  services  and  other  Government  departments  for  tSL  prod  net  ion  of 
these  war  products  are  terminated,  it  will  be  necessary  for  these  compan  es  to 
reconvert  their  plants  promptly  for  peacetime  production.  Provision  s^ou?d  now 
be  made  by  these  companies  with  a  wartime  conversion  problem  for  the  reco^ 
version  of  their  plants.  The  amount  of  the  required  reserve,  in  practicallv  every 
instance,  may  be  determined  quite  accurately.  "i-ticaiiy  every 

Following  the  termination  of  hostilities  and  the  war  progi-am  relating  thereto 
many  steel  companies  will  be  faced  with  the  retirement  and  di?S  of  parts 


of  existing  plants  and  equipment  owned  by  them  which  have  been  acqu  red  sp^ 
rifically  for  manufacture  of  products  for  the  war  program  but  which  will  not  be 
required  for  their  commercial  operations.  Those  companies  who  are  allowed  to 
nc?rue  depreciation  on  a  composite  basis  are  not  in  a  position  to  set  up.  during 
this  period,  the  indicated  amount  of  depreciation  to  pernait  the  amortization  of 
he  value  of  these  war  plants  and  facilities  within  period  in  which  they  are 
hpfng  used  for  the  purpose  for  which  required.  Consequently,  these  companies 
wU  be  faced  at  a  later  date  with  a  nonrecoverable  loss  at  the  time  these  assets 
Tre  retired  and  disposed  of.  In  the  meantime  the  portion  of  the  actua  deprecia- 
aon  which  should  bVaccrued  on  these  items  but  is  not  allowable  constitutes  a  pro^^^^ 
S  is  subject  to  renegotiation  of  Government  contracts.  The  effect,  therefore 
rior  the  Government  to  recapture  through  renegotiation  the  amounts  whch 
should,  during  the  present  period,  constitute  additional  depreciation  leaving  such 
company  not  only  without  a  proper  amount  of  depreciation  applicable  thereto,  but 
be  ng  forced  to  refund  to  the  Government  in  cash  such  amounts.  We  believe  hat 
Ssion  should  be  made  whereby  accelerated  depreciation  on  such  war  facilities 
mvned  bv  the  company  would  be  allowed  for  renegotiation  purposes. 

Even  under  the  Office  of  Price  Administration  maximum  price  control,  the  prices 
of  most  raw  materials  used  in  steel  manufacturing  are  considerably  inflated  over 
1  normarrTnge  of  prices  of  such  materials  established  over  a  period  of  many 
vearsTn  the  past.  Many  of  these  raw  materials  now  being  used  for  war  produc- 
Uon  are  a^o  usable  in  the  manufacture  of  commercial  steel  products,  although  m 
certain  instances  raw  materials  now  used  by  a  company  may  not  be  used  by  thena 
for  manufacture  of  their  commercial  line  of  products,  but  could  be  «sed  by  some 
othe?  company.  It  is  quite  certain  that  sometime  within  a  few  years  following 
terminatTon  of  the  war  program  the  prices  of  such  raw  materials  will  be  reduced 
toTnormal  peacetime  range.  At  that  time  the  steel  industry  will  be  faced  wth 
taking  an  inventory  price  adjustment  not  only  of  their  raw  materia  s  but  also 
of  thfir  in-process  and  finished  products  in  respect  of  the  ^aw  "if  erial  content 
therein.  In  such  instances  provision  should  now  be  made  since  it  is  applicable 
to  the  present  period,  for  the  reduction  in  price  of  raw  materials,  in-process  and 
finished  products  which  will  occur  at  this  later  date,  and  such  provision  should 
be  allowed  as  a  deduction  from  income  subject  to  renegotiation. 

Most  steel  companies  now  engaged  in  war  production  have  on  hand  a  working 
inventory  of  special  raw  materials  required  for  war  production  but  not  usable 
ater  by  them  in  the  manufacture  of  their  commercial  line  of  products.  Such 
inventories  of  raw  materials  in  most  instances  have  had  to  be  purchased  m 
advance  in  order  to  maintain  a  satisfactory  working  inventory,  and  are,  there- 
fore not  specifically  allocated  to  current  Government  contracts  and  would  not. 
under  the  present  program,  be  includible  in  a  claim  against  the  Government  on 
termination  of  contracts.  At  a  later  date,  following  terramation  of  the  war 
production  program,  these  companies  will  be  forced  to  sell  such  inventories  of 
special  raw  material  to  other  companies  using  them  in  the  manufactiire  of  com- 
mercial products,  and  in  so  doing  will  be  faced  with  a  reduction  in  sales  price  to 
the  then  existing  market  price  of  such  material.  The  amount  of  reserve  required 
at  a  later  date  when  this  action  is  taken  can  now  be  determined  quite  accurately 
in  that  the  price  of  such  materials  generally  has  fluctuated  within  a  reasonable 
ran)[re  over  a  period  of  many  years  pnst. 

The  foregoing  sets  forth  a  few  of  the  matters  relating  to  conditions  which 
have  existed  in  the  steel  industry  durins:  the  period  of  annroximately  the  past 
S  years  and  will  continue  to  exist  in  the  future  so  long  as  this  industry  is  engaged 
in  an  intensive  war  production  program.  Those  expenses  and  expenditures 
which  in  ordinary  times  would  be  made  currently,  and  therefore  not  constitute 
a  deferred  tax  and  renegotiation  problem,  are  not  now  being  made  and  such 
expenses  and  expenditures  will  have  to  be  made  at  a  later  date  after  termination 
of  the  war  program,  and  when  we  would  expect  that  any  procedure  relating 
to  renegotiation  of  Government  contracts  has  been  discontinued.  The  effect  of 
renegotiating  steel  companies  during  this  period  when  allowance  for  such 
provisions  is  not  made  in  detetmining  the  amount  of  excessive  sub^iect  to  renego- 
tiation is  to  take  away  from  the  companies  such  amounts  which  later  will  con- 
stitute an  expense  to  them  and  expenditure  on  their  part  which  is  properly 

applicable  to  the  war  period.  ^       ^  „f„  „«f 

Objection  has  been  raised  to  the  allowance  of  post-war  reserves  as  amounts  not 
subject  to  renegotiation  of  Government  contracts  for  the  reason  stated  that  all 
such  reserves  are  intangible"  and  the  conditions  requiring  the  use  of  these 
reserves  may  never  exist. 
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We  point  out,  in  respect  to  the  foregoing  reserves  and  others  of  a  Qimiio 
character  applicable  to  the  steel  industry,  that  they  are  not    ntaL^ble  an?  th' 
amounts  thereof  can  be  quite  accurately  determined  in  each  jeai  In  resect  tn 
the  provisions  actually  applicable  to  that  year.    In  regard  to  thrcon?eSth If 
post-war  reserves  of  the  foregoing  type  may  never  be  used  we  wouUl  state  In 

Te'ri^raUon^Sf  tVe^w^'r^l^n'^t^  "^  ^'^^  ^^""^^^  ^^  ^^  ^^'  ofTxScel'l  ow L' 
termination  of  the  war.    This  being  true,  all  post-war  reserves  of  this  charap/p! 

^™  o?  rwa*r'pT^rm^  '"^""^  "'  ^  comparat^.e.,  few  years  fonol^i"=S:: 

C.  L.  Kingsbury, 
Controller,  the  American  Rolling  Mill  Co. 

The  Chairman    The  next  statement  is  Mr.  Phillips,  of  the  Phillips 
Machinery  Co.,  Richmond,  Va.  p  »  *^     "^liips 

Is  Mr.  Pliillips  present? 

He  does  not  answer. 

The  Ci^RK.  He  called  me  yesterday  and  said  that  he  was  sick. 
R^terN^  Y.""*  "*  ^*  ^""^^^"^'  ^^  *^^  C^'-ti^^  Bros.  Co., 

Give  the  stenographer  your  name. 

STATEMENT  OF  HOWARD  T.  GUMMING,  OF  CURTICE  BROS    CO 
ROCHESTER,  N.  Y.,  REPRESENTING  THE  NATIONAL  CANNERS 
ASSOCIATION 

Commitr^^^^^'  ^' '  ^^^a^™an,  and  members  of  the  Ways  and  Means 

industT  ^PP^""""^  ^^""""^  *^^''  committee  on  behalf  of  the  canning 

xl^Jl^I  ""^  ^^''  ^.T'  ^^^^'  *^^  president  of  the  National  Canners 
ivfntTnPfcT  T"""'*^-  ^  committee  on  renegotiation  of  Government 
contracts  to  discuss  mdustry  problems  with  the  Price  Adjustment 

?n  m1  97  loT^^^^'P^'^T"!*-  V^^  committee  met  with  the  Board 
ineSf]!'  T  'I''  '''T,'i;^  ^K"  ^^'^"^  Adjustment  Board  to  recom- 
^nf^^^l^  Secretary  of  War  that,  under  the  discretionary  authority 
contained  in  the  act,  all  regularly  manufactured  canned  goods  be 
exempted  from  renegotiation. 

.  Before  discussing  the  amendments  which  we  desire  to  recommend 
in  the  renegotiation  law,  I  would  like  to  discuss  very  briefly  the 
general  operating  problems  of  the  industry. 

Mr.  Reed.  Pardon  me  just  a  moment.  Do  you  have  a  manuscript 
to  pass  around?  ^ 

Mr.  CuMMiNG.  I  have  none  to  pass  around;  I  am  sorry  that  I 
nave  not.  *^ 

The  canning  of  fruits  and  vegetables  and  fish  is  carried  on  in  some 
44  btates  and  in  the  Territories  of  Alaska  and  Hawaii  and  the  200 
or  more  canned  products  are  packed  by  about  3,000  canning  con- 
cerns, of  which  a  substantial  number  are  grower  cooperatives 

1  might  add  that  these  grower  cooperative  associations  have  a  spe- 
cial status  under  the  income-tax  statutes,  and  in  a  conventional  sense 
nave  no  pronts. 

While  a  great  many  canners  operate  only  one  establishment  in  a 
particular  rural  locality,  many  companies  or  cooperative  associations 
have  two  or  more  canneries.  The  bulk  of  the  individual  plants,  how- 
ever, are  more  or  less  within  the  same  size  range  and  designed  to 


process   only   the   production   from   the   contiguous   farming   com- 
munities. .        ^         1      «.  .   n 

On  January  27,  1942,  the  War  Production  Board  officially  recog- 
nized a  critical  shortage  of  tin  and  issued  its  Conservation  Order 
M-81  under  which  the  use  of  tin  plate  in  canning  foods  was  limited 
to  specified  products.  For  many  of  these,  such  use  was  limited  to  a 
percentage  of  the  1940  total  pack.  -  i.     -^        ^ 

The  use  of  tin  was  flatly  prohibited  for  a  number  of  fruits  and 
vei^etables  which  had  been  customarily  packed  in  tin  and  sold  m 
commercial  markets  and  many  canners  found  themselves  forced  either 
to  convert  to  glass  or  discontinue  packing  these  products  entirely. 

Shortly  after  the  issuance  of  the  tin  conservation  order,  the  War 
Production  Board  issued  order  No.  M-86  which  required  canners 
to  reserve  and  hold  for  purchase  by  Government  agencies  varying 
quantities  of  their  1942  pack  of  the  several  fruits  and  vegetables. 
These  reservations  ran  from  15  percent  in  the  case  of  one  product 
to  100  percent  in  the  case  of  others,  and  the  reservation  order  covered 
10  principal  fruits  and  the  12  principal  canned  vegetable  products. 

This  reservation  program  was  in  part  the  result  of  the  cooperative 
work  of  the  industry  with  the  Quartermaster  Corps  late  in  1941  in 
evolving  a  businesslike  program  for  the  procurement  of  canned  foods. 
Direct  purchasing  from  the  processor  was  arranged  and  buying  by 
the  Government  for  each  of  the  armed  services  was  centralized  in  the 
Army.  This  reservation  order  was  not  in  any  sense  a  contract  but 
merely  a  reservation.  There  was  no  commitment  on  the  part  of  the 
Army  to  take  any  specified  goods.  The  pack  was  produced  in  ordi- 
nary' course  and  'upon  completion  the  Army  exercised  the  right  to 
take  if  it  so  desired  certain  grades  in  an  order  of  preference  packed 
in  particular  preferred  containers. 

In  other  words,  these  goods  were  not  packed  to  Army  specifications 
and  the  actual  purchase  was  not  made  until  the  pack  was  completed. 
May  I  attempt  to  make  this  one  point  very  clear :  To  a  very  great 
extent,  both  the  1942  pack  of  canned  goods  and  most  certainly  for 
1943,  the  reservations  for  Government  purchases  have  been  out  of 
civilian  production. 

In  other  words,  the  goods  sold  to  the  Government  were  not  pro- 
duced as  war  goods  or  as  a  special  addition  to  the  ordinary  civilian 
production.  If  this  were  not  so;  that  is,  if  Government  purchases 
were  in  addition  to  civilian  production,  it  would  hardly  be  necessary 
to  have  strict  rationing  of  canned  goods. 

In  practice,  canners  pack  whatever  and  only  what  the  harvest  yields. 
In  1942  and  again  this  year  they  held  portions  of  their  pack  in  the 
warehouses  until  the  Army  inspected  particular  lots;  as  to  each  lot 
inspected  a  separate  purchase  contract  was  executed  and  payment 
made,  and  thereafter  the  canner  held  the  goods  awaiting  shipping 
orders.  His  obligation  was  to  hold  the  goods  for  about  11  months 
and  he  was  completely  responsible  for  their  loss*  or  destruction. 

With  respect  to  pricing,  the  procurement  of  canned  foods  during 
1942  was  undoubtedly  unique.  Late  in  1941  there  had  been  organized 
in  the  Quartermaster  Corps,  largely  through  the  efforts  of  the  late 
Colonel  MacKeachie,  a  staff  of  canned-goods  buyers.  These  gentlemen 
were  mostly  civilians,  drawn  from  the  distributing  trades,  and  were, 
almost  all  of  tliein,  experienced  canned-goods  buyers,  thoroughly 
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knowledgeable  of  the  products  that  they  were  buying,  the  areas  in 
l^e  goods  were  packed,  the  grades,  the  price  levels,  and  the 

The  pricing  of  canned  goods  for  the  Government  was  essentially 
a  matter  of  negotiation  perhaps  more  accurately,  spot  renegotiation 

ine  u.  F,  A.  established  1942  ceiling  prices  for  canned  foods  and 
vegetables  on  an  individual-formula  basis.  Under  this  formula  every 
individual  canner  had  a  somewhat  different  ceiling  price,  directly 
limited  by  his  1941  price  level  and  designed  to  affo?d  no  increase  in 
pront  over  1941. 

In  its  buying-in  1942-the  Army  did  not  pay  the  O.  P.  A.  ceiling 
price  but  purchased  on  a  lower  negotiated  basis.  After  extensive  ne<To- 
tiation  the  Army  canned-food  buyers  determined  for  each  prodSct 
packed  what  a  fair  price  would  be  and  this  was  not  only  lower  bv  the 
amount  of  the  brokerage  than  the  O.  P.  A.  ceiling  price  for  anv  one 
canner  but  m  most  cases  lower  by  some  additional  amount. 

Whenever  a  canner  was  willing  to  sell  at  less  than  the  maximum- 
price  ideas  of  the  Army  buyers,  he  received  a  lower  price,  or  if  his 
individual  ceihng  price  was  very  low,  the  Army  buyers  could  legally 
pay  him  only  such  ceihng,  even  though  it  was  well  below  the  general 
price  being  paid  for  that  product.  ^ 

Finally,  in  the  case  of  many  so-called  uncertified  canners,  the  prices 
^ertifi^^""^  ^^""^  ^^^^  ^^  ^^^^''  canners  who  had  been 

It  might  be  said  that  in  almost  all  cases  these  expert  food  buvers 
drawn  from  the  grocery  industry,  knew  the  markets  and  purchased 
upon  a  closely  negotiated  basis. 

Approximately  35  percent  of  the  entire  1942  pack  of  fruits  and 
vegetables  were  purchased  bv  the  Army.    Such  purchases 

Mr.  Keed.  What  percent? 

Mr.  Gumming.  Thirty-five  per  cent,  in  1942. 

^i.  if'^FT^.^T^  "^^""f  ""^^f  ^^^"^  ^^^^y  ^^^^^^  of  the  thousands  in 
the  United  States,  and  as  I  have  already  stated  all  Government  pro- 
curement of  canned  foods  was  centralized  in  the  Army  with  the  ex- 
ception of  certain  relatively  small  purchases  made  directly  by  the 
h  ederal  Surplus  Commodities  Corporation. 

Not  all  of  these  goods  however,  will  go  to  the  armed  services;  for  a 
variety  of  reasons  which  later  developed  the  Army  assigned  in  some 
instances  its  contracts  to  the  F.  S.  C.  C.  In  othersfit  directed 
the  canner  to  deliver  to  the  F.  S.  C.  C.  or  to  public  warehouses  for 
the  account  of  the  F.  S.  C  C.  It  is  our  understanding  that  these 
goods  placed  m  the  hands  of  the  F.  S.  C.  C.  will  not  go  to  the  armed 
services  but  will  be  used  for  various  civilian  activities  carried  out  by 
the  Department  of  Agriculture;  for  example,  school  lunches,  relief 
distribution  food  stock  piles  for  civilian  emergencies,  and  so  forth. 

We  wish  to  emphasize  the  fact  that  the  1942  canning  of  canned-foods 
reserves  for  Government  purchase  and  those  for  civilian  sale  were 
completely  interming  ed.  In  many  cases  the  packing  of  two  or  more 
Items  proceeded  simultaneously  and  one  might  go  to  the  Government 
in  large  percentage  and  another  in  relatively  smaller  or  perhaps  wholly 
for  civilian  distribution.  There  was  no  difference,  in  factf  between 
canned  fruits  and  vegetables  bought  by  the  Government  or  sold  to 
civilians  after  the  Government  took  what  it  wanted  of  the  pack 


Insofar  as  1943  packing  is  concerned,  the  same  system  of  Govem- 
n.ent  rierva^  employed,  but  the  sales  prices  to  the  Government 

Ire  sScaUy  fixed  by  O.  P.  A.  These  prices  were  fixed  at  96  percent 
of  the  civilian  price.  In  turn  the  civilian  price  was  either  a  formula 
price  or  a  flat  reg^^^^^^  how  that  fixed  1943  price  was 

Jde   where  flat  re^onal  p'rice£^^^^  used,  they  -ed^^\^^^^^^^ 
plus  a  reasonable  margm  to  the  processor.     If  the  margin  deter 
mined  by  the  O.  P.  A.  was  a  reasonable  margin,  it  is  difficult  to  s^ 
X  the  industry  should  be  subjected  to  renegotiation  when  the  Gov- 
ernment price  is  96  percent  of  the  O.  P.  A.  price,  computed  on  this 
S    Where  the  formula  pricing  was  used  it  was  based  on  1941  prices 
111^0.  PA.  ceiling  price  on  sales  of  these  canned  fruits  and  vegetables 
Ts-as  also  fixed  at  96  percent  of  civilian  prices. 

Once  again  I  mention  that  to  a  large  extent  these  Government  reser- 
vadons  were  out  of  civilian  production  in  1943,  and  since  the  Govern- 
ment  price  is  less  than  the  O.  P.  A.  prices  computed  on  a  reasonable 
mar'in  basis,  it  is  difficult  to  see  why  these  regularly  manufactured 
cann'ed  foods  must  be  subjected  to  renegotiation.  . 

The  fact  that  certain  raw  material  increases  on  the  four  principal 
vegetables  were  subsidized  in  .1943  does  not  change  the  basic  relation 
between  the  O.  P.  A.  price  ceiling  on  civilian  sales,  and  the  U.  r.  A. 
ceiling,  at  96  percent  less,  on  Government  sales.  ,  .q^o  n  P   A 

The  Department  of  Agi-iculture  has  recognized  that  1943  O.  I'.  A. 
price  ceilings  were  too  low  to  reflect  the  increased  labor  and  raw 

^ThT  Commodity  Credit  Corporation  has  entered  into  a  purchase 
and  resale  program  with  canners  of  the  ^^ur  ma]or  vegetables-pe^^^^^ 
corn,  tomatoes;  and  snap  beans-under  which  the  Commodity  Credit 
Corporation  has  agreed  to  pay  the  canner  an  aniount  to  cover  the 
increased  costs  of  the  raw  vegetable  and  in  some  instances  to  absorb 
increased  labor  costs.  This  subsidy,  however,  does  not  apply  to  Gov- 
ernment purchases,  but  the  amount  to  be  added  to  the  civilian  price 
is  a  mathematical  computation  from  the  subsidy  arrangement 

In  short,  the  same  subsidy  comes  either  from  the  C.  C.  C.  or  trom 
the  Government  procurement  agency. 

The  canners'  profits  are  not  increased  in  either  case. 

It  is  rather  paradoxical  that  the  Government  should  recognize  the 
necessity  for  subsidizing  an  industry  and  at  the  same  time  seek  to 
renegotiate  its  Government  contracts  for  its  regular  production  on 
the  theory  that  excessive  profits  might  have  been  realized. 

An  aspect  of  the  administration  of  the  law  has  puzzled  a  lot  of 
people  in  this  industry,  and  at  least  indicates  the  absence  of  any  need 
for  renegotiation  in  this  processing  field.  Early  m  1943  the  Secretary 
of  War  under  his  discretionary  authority  under  the  law,  exempted 
all  contracts  and  subcontracts  covering  frozen  fruits  and  vegetables. 
The  authority  under  which  this  exemption  was  granted  permits  the 
Secretary  to  exempt  any  contract  or  subcontract  from  renegotiation 
when  he  believes  the  profits  can  be  determined  with  reasonable  cer- 
tainty when  the  contract  price  is  established. 

The  reneo-otiation  committee  of  the  National  Canners  Association 
directed  the  attention  of  the  Price  Adjustment  Board  to  the  fact 
that  the  freezing  of  fruits  and  vegetables  is  in  almost  all  cases  per- 
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formed  by  the  same  processors,  from  the  same  fruits  and  vegetables 
in  the  same  factories.  ^  ' 

Not  only  does  the  frozen  fruit  and  vegetable  come  from  raw  mate- 
rial purchased  under  common  contracts  with  growers  but  also  pre 
cisely  the  same  prepar<itory  operations  are  performed  on  such  fmits 
and  vegetables  whether  for  canning,  freezing,  or  dehydrating,  up  to 
the  point  of  packaging  and  processing  either  by  the  application  of  heat 
or  sold,  bmce  the  underlying  cost  structure  is  identical  for  freezing 
and  canning  we  believe  that  an  exemption  should  be  extended  to 
canned  as  well  as  to  frozen  foods. 

Many  requests  have  l>een  made  before  this  committee  as  well  as  the 
House  JS  aval  Affairs  Investigating  Committee,  that  standard  com- 
mercial  articles  be  exempted  from  renegotiation.  The  argument 
against  such  an  exemption  has  been  that,  in  general,  standard  com- 
mercial  articles  have  been  manufactured  in  such  increased  volume 
since  the  outbreak  of  the  war  that  the  result  has  been  a  drastic 
reduction  in  unit  cost,  with  resultant  creation  of  excess  profits 

I  should  like  to  refer  again  to  the  tin  limitation  order  which  dras- 
tically  limited  the  number  of  canned  goods  which  might  be  packed 
in  tin  Because  of  this  order  the  production  of  all  canned  goods, 
including  foods  no  longer  made  was  greatly  curtailed  in  manv  cases, 
ancl  although  the  total  pack  on  some  so-called  major  vegetables  and 
fniits  increased  in  1942  and  unfortunately  appears  to  have  fallen 
off  this  year,  the  volume  of  canned  food  as  a  whole  has  not  increased 
m  the  same  manner  as  those  standard  commercial  articles  which  are 
purchased  by  the  armed  forces. 

The  effect  of  the  tin  limitation  order  has  operated  drastically  to 
change  the  1942  and  1943  operations  of  many  canners,  as  compared 
with  f ornier  years.  Some  suffered  a  large  loss  in  total  volume  Others 
replaced  m  whole  or  in  part  their  so-called  specialty  or  dry  lines  with 
increased  production  of  fruit  and  vegetables  which  the  Army  partic- 
ularly desired  to  get  and  on  which  the  amount  of  available  tin  cans 
was  not  restricted. 

Obviously,  since  production  at  a  particular  cannery  is  limited  to 
what  the  contiguous  acreage  can  produce;  it  was  impossible  for  many 
canners  to  pack  in  the  increased  volume  desired  alike  by  the  Army  and 
the  civilian  purchasers. 

This  year's  drought  has  curtailed  some  packs  in  some  area^?  below 
the  reserved  amounts  for  the  Government. 

For  these  reasons,  we  believe  that  the  canning  industry  is  in  a  distinct 
category,  and  since  its  costs  were  determined  during  the  pre-war  years 
and  were  well  known  to  the  Army  buyers,  a  legislative  exemption 
should  be  extended  to  all  regularly  manufactured  canned  goods 

Another  difficulty  under  the  present  law  which  will  present  itself 
if  canners  are  asked  to  sign  final  closing  agreements  should  be  men- 
tioned. There  is  no  provision  in  the  renegotiation  law  to  recognize 
operating  losses  in  subsequent  years.  The  Internal  Revenue  Code 
permits  the  carry-back  of  net  operating  losses  over  the  preceding  2- 
year  period.  Since  the  canning  industry  is  seasonal  and  its  profits 
are  dependent  upon  soil,  weather,  and  other  climatic  conditions,  it  is 
possible  that  m  a  year  following  the  signing  of  a  closing  agreement 
under  the  Renegotiation  Act.  a  canner  will  suffer  operating  losses  for 
reasons  beyond  his  control.    Although  he  is  permitted,  for  income  tax 


purposes,  to  reopen  his  return  and  make  adjustments  for  these  net 
operating  losses,  a  similar  opportunity  its  not  operated  by  the  re- 
negotiation law.  For  example,  if  a  canner  is  renegotiated  for  1942 
business  the  price  adjustment  board  will  recognize  operating  losses 
in  1941  which  are  attributable  to  Grovernment  contracts.  But  if 
losses  are  suffered  in  1943,  the  price  adjustment  boards  have  no  author- 
ity to  reopen  the  1942  final  closing  agreements  and  permit  adjustments 
because  of  operating  losses  suffered  in  1943.  We  believe  that  at  the 
very  least  the  renegotiation  law  should  be  amended  to  permit  subse- 
quent readjustment  of  net  operating  losses  occurring  in  the  succeeding 
2-year  period. 

That  is  all,  sir. 

Mr.  Disney.  What  is  the  reasoning  back  of  the  exemption  of  frozen 
goods  from  renegotiation  ? 

Mr.  Gumming.  Of  course,  that  is  the  thing  that  it  has  been  very  dif- 
ficult for  us  to  find  out. 

Mr.  Disney.  They  ascribe  some  reason  to  that,  surely. 

Mr.  Gumming.  In  the  statement  of  considerations,  I  doubt  if  it  staters 
any  clear  reason.  I  do  not  know.  I  have  not  seen  it.  The  only 
thing  that  has  been  suggested  is  that  they  are  considered  to  be  more 
perishable.  Well,  the  fact  is  that  frozen  goods  may  be  held  in 
storage  just  as  long  as  canned  goods,  so  far  as  perishability  is  con- 
cerned, and  certainly  that  is  not  a  sound  reason. 

Mr.  Disney.  Is  that  the  only  reason  given  ? 

Mr.  Gumming.  That  is  the  only  reason  I  know  of ;  yes,  sir. 

Mr.  Wasielewski.  What  percentage  of  your  industry's  output  comes 
within  the  Renegotiation  Act  ? 

Mr.  Gumming.  Under  the  present  exemption,  possibly  50  percent. 
If  the  rate  is  advanced  from  $100,000  to  $500,000,  it  may  reduce  it  to 
25  percent ;  25  percent  of  the  industry  as  near  as  we  can  estimate  will 
still  be  subject  to  renegotiation  and  will  be  distributed  all  over  the 
country  and  obviously  the  larger  operators. 

Mr.  Disney.  That  represents  more  or  less  your  dealings  with  the 
Army  and  the  Navy? 

Mr.  Gumming.  Yes,  sir;  surely. 

Mr.  Disney.  Do  you  sell  any  of  your  product  also  to  any  other  Gov- 
ernment agency  like  the  Department  of  Agriculture  ? 

Mr.  Gumming.  We  sell  to  Lend-Lease,  F.  S.  G.  G. ;  yes. 

Of  course,  they  are  not  subject  to  renegotiation  at  the  present 
moment. 

Mr.  Disney.  What  percentage  would  you  say  that  that  amounted 
to,  of  your  total  sales  ? 

Mr.  GuMikUNG.  It  would  be  relatively  small  at  the  present  time. 

Mr.  Disney.  Ten,  fifteen,  or  twenty  percent? 

Mr.  Gumming.  I  hesitate  to  hazard  a  guess  because  I  just  do  not 
know  for  sure,  but  it  would  be  small. 

Mr.  Disney.  Have  you  any  information  regarding  the  dehydration 
processes  that  have  been  carried  on?  Information  has  been  called 
to  my  attention  that  the  Department  of  Agricultui^  has  been  setting 
up  dehydration  plants  and  turning  them  over  to  contractors  who  were 
merely  operating  them  after  they  were  all  set  up  and  financed  by  the 
Department  of  Agriculture,  and  I  am  told  in  many  instances  some  of 
these  contractors  made  very  excessive  profits.     They  tell  the  story 
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about  one  plant  being  set  up  somewhere  in  Florida,  to  dehydrate 
orange  juice,  and  the  profits  ran  over  $1,000,000  there  and  they  had 
no  investment  at  all  to  speak  of. 

Mr.  Gumming.  I  am  in  no  position  to  say  what  the  profits  would 
be  that  contractors  made  who  set  up  those  plants.  I  do  know  and  we 
all  know  that  dehydration  was  fostered  and  probably  very  wisely 
under  the  circumstances. 

Mr.  Disney.  Would  these  dehydration  plants  come  within  the 
sphere  of  your  industry  ? 

Mr.  Gumming.  Not  as  we  are  approaching  it  now,  from  a  renegotia- 
tion angle;  no. 

Mr.  Disney.  Are  they  operated  by  the  same  people  who  operated 
the  canneries  or  different  than  your  products? 

Mr.  Gumming.  In  many  instances,  dehydrators  and  canners  are 
all  the  same  plant,  but  we  are  making  a  plea,  of  course,  for  canned 
goods. 

Mr.  Disney.  I  imagine  that  you  are  in  agreement  with  the  general 
purposes  of  the  Renegotiation  Act  that  no  one  should  be  allowed 
to  make  excessive  profits. 

Mr.  Gumming.  Without  any  question. 

Mr.  Disney.  And  after  all,  food  is  just  as  important  in  the  war 
as  ammunition  is,  and  there  is  no  rhyme  or  reason  why  the  excessive 
profits  of  the  manufacturers  of  ammunition  on  the  one  hand  should 
be  renegotiated  and  recaptured  whereas  on  the  other  hand  the  exces- 
sive profits  of  a  food  processor  should  not  be  recaptured. 

Mr.  Gumming.  I  think  if  they  are  distinctly  excessive,  taking  into 
consideration  the  industry  and  its  future  and  its  past,  certainly  we 
are  in  sympathy  with  the  general  purposes  of  the  law ;  yes. 

Mr.  Disney.  I  thank  you. 

The  Ghairman.  We  thank  you  for  the  information  that  you  have 
given  the  committee. 

That  completes  the  calendar  down  to  the  Members  of  the  House, 
and  I  understand  that  there  are  none  of  them  here  tonight,  so  if 
there  is  no  objection  the  committee  will  adjourn  until  10  o'clock  to- 
morrow morning  so  that  we  can  complete  the  hearings  tomorrow. 

(Whereupon  at  10  p.  m.,  the  committee  adjourned  to  10  a.  m., 
tomorrow,  Wednesday,  September  22,  1943.) 
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House  of  Kepresentatives, 
GoMMrriEE  on  Ways  and  Means, 

Washington^  D,  G. 

The  committee  met  at  10  a.  m.,  Hon.  Kobert  L.  Doughton  (chairman) 

^^The^  Chairman.  The  first  witness  on  the  calendar  this  morning  is 
Hon.  Francis  Gase,  a  Representative  in  Gongress  from  the  btate  of 

South  Dakota.  -,     n  £  ^^ 

Please  give  the  stenographer  your  name  and  address— of  course  we 

all  know  it,  but  for  the  benefit  of  the  record. 

STATEMENT  OF  HON.  FRANCIS  CASE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  SOUTH  DAKOTA 

Mr.  Gase.  My  name  is  Francis  Gase,  and  I  represent  the  second 
congressional  district  of  South  Dakota.  ^r.-  i     ^, 

The  Ghairman.  About  how  much  time,  Mr.  Gase,  do  you  think  you 
m\l  need  for  your  main  statement  ?  First,  would  you  like  to  make  your 
main  statement  free  of  interruption,  answering  questions  later? 

Mr.  Gase.  It  does  not  make  any  difference  to  me. 

The  Ghairman.  Well,  would  you  have  a  preference? 

Mr.  Gase.  I  have  a  statement  here ;  but,  if  the  committee  wants  to 
interrupt  at  any  time,  that  is  all  right  with  nie. 

The  Chairman.  All  right ;  we  will  proceed  with  that  understanding. 

Mr  Gase.  Mr.  Ghairman,  your  committee  deserves  the  thanks 
of  every  American  for  conducting  these  hearings.  You  have  been 
tackling  one  of  the  most  baffling  problems  of  Government  m  war, 
and  that  is  getting  what  the  military  needs,  when  it  needs  it,  without 
paying  somebody  an  excessive  price  for  it.  You  had  to  cut  short  your 
vacation  to  get  back  here  for  these  hearings  and  you  have  been  very 
patient  and  conscientious  in  conducting  them.  You  have  been  hearing 
from  industry  and  you  have  heard  from  the  procurement  agencies.  I 
want  to  discuss  with  you  our  part  in  the  problem  as  legislators. 

You  on  the  Ways  and  Means  Committee  have  the  job  of  raising  money 
that  we  on  the  Appropriations  Committee  spend.  Yours  can  never  be 
a  simple  or  easy  job;  ours  could  be  a  simple  job— simply  dish  it  out; 
and  sometimes  I  suspect  that  is  what  you  think  we  do.  But  that  makes 
ours  a  silly  job.  Our  real  job,  I  have  thought,  was  to  spend  the  money 
wisely;  our  real  job,  I  have  thought,  was  to  place  the  money  where  it 
was  needed  and  to  safeguard  it  as  far  as  possible  against  excessive  ex- 
penditure, even  in  wartime.  From  that  point  of  view,  then,  of  our 
mutual  responsibility  as  legislators,  I  wish  briefly  to  review  the  back- 
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ground  of  renegotiation  and  to  suggest  some  amendments  to  the  present 
statute. 

The  renegotiation  statute  developed  out  of  a  factual  situation 
After  the  fall  of  France,  the  President  asked  and  the  Congress  ap* 
proved  the  largest  defense  appropriations  in  our  peacetime  history 
In  1941,  we  reported  from  the  subcommittee  of  which  I  am  a  member 
and  the  Congress  passed  a  War  Department  bill  for  more  than  $10 
000,000,000.  That  fall  and  winter,  before  and  after  December  7  we 
passed  seven  supplemental  defense  bills,  all  for  billions  of  dollars 
There  was  no  hesitation;  although  there  was,  as  vou  recall,  an  attempt 
to  avoid  the  profit  scandals  of  World  War  I,  which  were  based  upon 
the  old  cost-plus  contracts.  There  was  an  attempt  to  avoid  them  bv 
the  development  of  cost-plus-fixed-fee  contracts.  But,  by  the  time  we 
took  up  the  sixth  supplemental  bill  in  March  1942  evidence  was  piling 
up  that  huge  profits  were  being'  made  on  defense  contracts.  There 
was  one  company  which  had  business,  on  which  the  payments  were 
completed  before  April  28,  1942— the  date  of  the  statute— which  had 
business  totaling  $51,000,000.  Their  profits  were  $31,700  000  They 
had  a  capital  stock  of  $1,371,000.  In  other  words,  their  i)rofi'ts  wei^ 
$31,000,000,  their  capital  stock  was  $1,371,000. 

Other  instances  like  that  came  to  our  attention.  The  Naval  Affairs 
Committee,  the  Military  Affairs  Committee  and  the  Truman  commit- 
tee were  turning  in  stories  that  made  Americans  mad.  The  Girl 
fecouts  were  gatliering  in  old  newspapers  to  sell  for  salvage  at  80  cent^ 
a  hundred  pounds.  Newsboys  were  asking  tlieir  customers  to  take  their 
change  in  war  stamps.  Yet  the  very  newspapers  that  thev  handled 
carried  stories  like  that  of  the  representative  of  the  Todd  Shipbuild- 
ing Corporation  that  their  net  profits  were  so  large  they  needed  a 
steam  shovel  to  handle  them,  or  that  of  the  Jack  d^  HeinU  case,  where 
a  stenographer  was  paid  $39,000  in  a  month.  Bond  sales  fell  off  and 
remember^"^  ^^  ^^'^"^'^  ^^''^'^  ^^  ^^'^'"^  ^'i^^ging  doorbells,  as  you 

When  these  matters  were  discussed  with  the  procurement  agencies, 
they  pointed  out  it  was  impossible  to  purchase  everything  on  a  huriv- 
up  basis  and  be  too  fussy  about  the  contract  price.  First  of  all  there 
was  the  time  element.  Some  things  we  had  to  have  in  a  hurrv  re- 
gardless of  the  contract  price.  Second,  there  was  a  lack  of  cost  knowl- 
edge. Many  new  things  were  to  be  built  or  made  by  firms  who  had 
never  made  them  before.  Third,  there  was  a  fear  of  a  rise  iiUhe  <!en 
eral  price  level  of  wages,  raw  materials,  and  transportation.     All  these 

marSt  3  tt  p'^  '  '"""^^'"^^  '^'''''^'^'  ^^  ^^^^«^'  created  a  selW 
market^and  the  Government  procurement  officers  were  at  its  mercy. 

It  might  also  be  added  that  just  as  a  lot  of  manufacturers  were  mak- 

^.T\  ^fn^  '"  ^^^'^!  T^  ""''  ""  '^^^^  ^*'^y  ^^^  ^^^^^^  before  known, 
so  a   ot^of  Government  buyers  were  buying  in  fields  and  on  a  scale 

Now  th^wr'' ^U^T  There  was  inexperience  on  both  sides, 
and  .Ikil  rh:.,7f  "Ir^  Appropriations  Committee  asked  about  costs 
t W  ftl  r ""  r^/^**'"^.  P/!,^^'  ^.^T^'  '^^  ^^^^  '"^t  by  the  stubborn  fact 
mn.VL!1  ^«"^^^;>"s  f xisted  and  the  equally  stubborn  fact  that  the  job 
must  be  done.  The  thing  had  to  go  ahead.  The  war  effort  could  not 
be  slowed  down.  x\o  one  could  tell  in  advance  what  e<^onomies  mikt 
come  about,  what  skills  might  develop,  and  what  changes  couM  produce 


savings.  In  the  meantime,  in  February  1942  the  Supreme  Court  had 
handed  down  the  decision  in  the  case  of  United  States  v.  Bethlehem 
Steel  Corporation,  Bethlehem  Shiphuilding  Corporation,  Bethlehem 
Steel  Co.  Fore  River  Shipbuilding  Corporation,  Union  Iron  Works, 
and  also  United  States  Shipping  Board  Merchant  Fleet  Corporation  v. 
Bethlehem  Shipbuilding  Corporation,  m  which  it  was  held  that,  re- 
gardless of  how  excessive  or  unconscionable  war  profits  might  be,  once 
Inal  payment  had  been  made  and  a  certificate  of  final  settlement  issued, 
the  Government  could  not  recover.  The  case  was  a  shipbuilding  case 
that  grew  out  of  World  War  No.  1.  The  Court  said  that  if  the  Gov- 
ernment wished  to  revise  a  price  on  the  grounds  of  excessive  prohts,  it 
must  establish  the  right  before  the  contract  had  been  settled  and  that 
it  was  up  to  Congress,  not  to  the  courts,  to  establisli  the  right.  lUat 
decision  carried  this  sentence : 

♦  *  *  But  if  the  Executive  is  in  need  of  additional  laws  by  whicli  to  protect 
the  Nation  against  war  profiteering,  the  Constitution  has  given  to  Congress,  not 
to  this  Court,  the  power  to  make  them. 

That  decision  was  called  to  the  attention  of  Congress  in  various 
ways  Personally  I  saw  some  comment  on  it  in  editorials  m  various 
newspapers  and,  to  meet  the  situation  we  faced  when  we  were  consider- 
ing the  sixth  supplemental  appropriation  bill,  proposed  renegotiation. 
The  original  proposal  merely  said  that  none  of  the  money  appro- 
priated should  be  available  to  make  final  payment  and  settle  contracts 
until  the  contractor  had  filed  a  certificate  of  costs  with  a  satisfactory 
renegotiation  agreement.  That  was  an  attempt  to  avoid  overpayment 
and  to  provide  an  opportunity  for  the  Government  to  pay  for  war 
goods  on  the  basis  of  determined  costs.  The  amendment  original  y 
offered  to  the  sixth  supplemental  bill,  as  you  know,  ^yas  considerably 
expanded  and  developed  in  the  Senate  into  the  basic  renegotiation 
statute  and  subsequently  amended  in  the  revenue  act  last  fall 

Today  I  have  reviewed  this  because  I  wanted  to  bring  out  the  point 
that  in  proposing  renegotiation  it  was  an  attempt  to  meet  an  emer- 
gency situation.  It  was  an  attempt  to  help  this  committee  solve  the 
problems  vou  have  in  financing  the  war  effort.  Obviously  when  it 
came  to  the  attention  of  the  Appropriations  Committee  that  the  money 
we  were  asked  to  appropriate  would  be  available  to  complete  payment 
on  contracts  where  excessive  and  unconscionable  profits  were  being 
made,  we  would  be  derelict  in  our  duty  if  we  did  not  tij  to  keep  the 
door  open  so  that  the  Government  could  protect  itself  against  the 
payment  of  excessive  profits.  ,  i      i       i  . 

Thus  it  will  be  seen  that  the  renegotiation  statute  was  developed  to 
meet  a  practical  situation.  If  it  had  been  possible  to  have  normal 
competitive  conditions,  there  would  have  been  no  need  for  it.  The 
war  made  a  monopoly  for  whoever  could  produce,  or  could  be  induced 
to  try  to  produce,  what  was  needed.  It  is  not  a  peacetime  statute  and 
was  never  so  intended.  But,  as  the  distinguished  Member  from  Penn- 
sylvania, Mr.  Ditter,  has  said,  when  the  conference  report  was 
adopted  April  21,  1942,  the  legislation  came  within  the  category  of 
what  Justice  Cardozo  described  as  "statutes  designed  to  meet  the 
fugitive  exigencies  of  the  hour."  And  on  that  same  occasion,  when 
the  conference  report  came  back  I  said  that  we  should  not  go  back 
and  tell  the  people  that  we  had  solved  the  problem  of  handling  exces- 
sive war  profits  or  excessive  prices,  and  that  I  hoped  some  committee 
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would  give  further  consideration  to  the  details  and  improve  the  stat- 
ute  as  time  went  on.  That,  Mr.  Chairman,  your  committee  is  now 
doing  and,  as  I  said  earlier,  your  committee  is  to  be  commended  for  it 

In  my  opinion,  time  and  experience  hftve  demonstrated  certain 
changes  that  should  be  made.  Before  stating  them,  however,  let  me 
comment  briefly  on  three  proposals  that  seem  to  me  to  be  difficult  if 
not  impossible  of  acceptance. 

First  of  all,  of  course,  has  been  the  agitation  for  repeal,  leaving 
recapture  to  the  excess- profits  tax  law.  This  has  been  advocated 
largely,  I  think,  either  by  persons  who  were  unacquainted  with  the 
situation  out  of  which  the  statute  grew  and  the  condition  it  was  de- 
signed to  meet,  or  by  persons  who  wanted  to  retain  some  excessive 
profits.  I  might  say,  in  that  connection,  that  last  year  I  believe  every 
Member  of  Congress  received  a  long  telegram  from  one  firm,  and 
also  received  a  beautifully  illustrated  brochure  describing  the  renego- 
tiation statute  from  his  point  of  view  and  urging  that  the  statute  be 
repealed.  In  my  district,  at  least,  some  State  legislators  were  sent 
long  telegrams  urging  them  to  write  me  asking  for  a  repeal  of  the 
statute. 

This  contractor  was  and  is  a  very  efficient  producer— and  I  do  not 
want  anything  I  say  to  be  taken  as  a  criticism  of  his  plant  or  what 
the  production  business  as  a  whole  has  done,  because  his  plant  has 
•  u^  ^o^^g  ^  good  job ;  industry  as  a  whole  has  been  doing  a  good 
job—but  m  this  particular  instance,  it  developed  that  the  invested 
private  capital  was  about  $1,800,000,  whereas  the  Government  had 
invested  about  $28,000,000,  and  he  wanted  to  make  equal  money  on 
it  all.    His  largest  salary  in  any  year  prior  to  receiving  Government 
war  contracts  was  $35,000;  many  years  it  had  been  $15,030.    His 
annual  volume  of  business  was  about  $1,000,000.    But  after  the  Gov- 
ernment mvested  its  money  and  gave  him  war  contracts  that  boosted 
his  volume  to  $60,000,000,  he  put  his  salary  up  to  $530,000.    His  com- 
plaint was  that  the  renegotiators  wanted  to  make  a  different  rate  of 
profit  for  him  on  what  he  had  invested  himself  and  what  the  Govern- 
ment had  invested.     So  those  State  legislators  in  my  district  were 
approached  on  the  ground  that,  if  he  was  not  permitted  to  make  large 
profits,  the  State  corporation  tax  would  suffer.    I  wrote  back  to  them 
and  explained  the  situation.    Then  I  said,  "It  is  a  strange  theory 
that  a  firm  should  be  permitted  to  make  excessive  profits  on  war  con- 
tracts and  the  Government  pay  the  bill  so  that  the  State  could  share 
in  the  loot." 

I  have  always  wondered  if  the  expense  of  the  telegrams  to  the  leg- 
islators and  to  the  Members  of  Congress  were  charged  as  a  part  of  his 
operating  costs. 

So,  it  is  because  some  of  the  opposition  to  the  statute  comes  from 
people  who  do  not  understand  it,  and  some  from  people  who  have 
selfish  motives,  that  I  believe  the  committee  should  go  into  the  subject 
very  thoroughly  before  they  consider  repeal.  Not  by  a  mere  expression 
of  opinion,  but  only  by  an  examination  of  capital  structure  and  pre- 
war earnings,  can  a  company's  true  war  profits  be  determined.  Cer- 
tainly no  one  will  advocate  repeal  that  would  leave  excessive  and 
unconscionable  war  profits  where  they  could  not  be  touched. 

In  addition  to  that,  repeal  at  this  time  would  present  a  practical 
problem.  You  have  some  companies  renegotiated,  doing  business  on 
a  competitive  basis  with  other  companies  where  the  renegotiation  has 


.nf  been  completed.    Repeal  with  some  contracts  renegotiated  and 

S  Souirbe  S^to  the  same  objection  that  has  been  advanced 
"ainst  that  feature  in  the  renegotiation  stotute,  or  run  afoul  ot  the 
Bethlehem  decision  if  final  settlement  had  been  made. 

It  is  to  be  remembered  of  course,  that  we  did  not  have  the  present 
excessive  profits-tax  law  when  renegotiation  was  adopted,  wid    of 

„r«.  there  has  been  some  misunderstanding  about  that.  As  you 
Smentaow  the  actual  levy  when  post-war  refunds  a/^  considered 

Understand,  is  72  and  not  80  or  90  V^^^^f'^^^Z^l^ZT^t^ 
Now  the  details  of  the  excess-profits-tax  law,  of  course,  are  Known 

eerno  Credit  for  money  invested  by  the  Government.    But  if  the 

SftionS  a2nTtS.rtt.X  Dep.rlm»t  „^d  for  .p.d.l  too  ; 
Z  oJSmethinE  ol  th.l  sort,  to  expedite  production  M  they  found  it 

mPTit  entitled  to  the  profits  and  savings  that  result « 
"^This^lfustrates  a  bLic  objection  to\elying  upon  an  ordinary  excess- 
nrofits  tax     It  goes  to  the  nature  of  the  profits.    It  is  difficult  to  dis- 
Sh  tetwee^The  profit,  on  war  contracts  and  those  on  a  normal 

basis  when  a  flat  percentage  rate  is  used.  oercenta*^ 

Moreover,  as  Mr.  Baruch  has  forcefully  pointed  out,  a  P"yeu^«"" 

of  profits  [ax  is  inflationary  and  tends  to  «PiJ^l  f/^^^"  JittTIn 
fhp  inh  on^U  the  greater  the  total  m  dollars  left  to  the  contractor  in 

contracts,  by  their  very  size,  often  mean  tremendous  profits  on  a  very 

""iC^otuhat  threatens  to  leave  vast  profits  on  war  con- 
J.^XVCds  of  contractors  is  a  threat  to  the  -cun^y  of  inde^ 
pendent  business  in  America  after  the  Tfar;  for  if  there  is  one  tnmg 
on  which  public  opinion  is  united,  it  is  that  this  1%"°*  *".  ^"^^  ™™. 
aire*'  war  And  that  point  needs  no  argument.  There  is  not  a  mem- 
berVyour  committe^e,  Mr.  Chairman  who  has  -t  P«b  icly^^^^^^ 
repeatedly  sworn  that  if  war  ever  came  to  America  again  there  would 
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be  no  profiteering  if  he  could  prevent  it,  and  I  am  sure  that  repre. 
sents  your  conviction  today.  You  would  not  be  tackling  this  problem 
the  way  you  are  if  you  did  not  feel  that  way.  I  doubt  if  anyone  who 
examines  the  actual  figures  in  the  cases  that  have  come  before  you  or 
those  in  the  files  of  the  Price  Adjustment  Boards  would  attempt  to 
justify  the  profits  that  some  manufacturers  would  retain  if  left  solely 
to  the  operations  of  the  excess  profits  tax  law. 

A  second  proposal  has  been  renegotiation  after  taxes.  To  this 
three  objections  appear.  First,  there  is  the  inflationary  effect  previ' 
ously  noted,  of  any  percentage-of-profits  formula.  Second  is  the  fact 
that  such  a  plan  would  make  Uncle  Sam's  war  funds  pay  the  taxes 
of  many  industries  that  should  be  paid  out  of  their  normal  business 
And,  third,  is  the  fact  that  such  a  proposal  would  take  from  the  Ways 
and  Means  Committee  and  the  Congress  the  power  to  levy  taxes  and 
in  effect,  delegate  that  to  an  executive  agency.  ' 

A  third  proposal  for  a  reconversion  allowance  raises  a  very  im- 
portant and  worthy  question;  but,  in  my  opinion,  it  is  a  different 
question  than  that  of  proper  pricing  for  war  contracts.  There  are 
three  classes  of  business  in  this  country  todav.  One  is  that  which 
has  been  utterly  ruined  or  destroyed  by  the  war.  The  retail  automo- 
bile industry  is  an  example.  The  second  is  that  which  has  been  in- 
jured  some  and  helped  some  by  the  war.  The  third  is  that  which  has 
been  made  by  the  war.  To  allow  those  businesses  which  have  been 
either  helped  or  made  by  the  war  to  get  an  extraordinary  price  from 
the  Government  for  that  business  and  then  retain  it  as  a  special  post- 
war cushion  is  highly  discriminatory. 

Should  firms  expanded  by  Government  investment  also  be  given 
post-war  credits  on  the  Government's  investments  in  their  business? 
It  might  be  possible  by  a  formula  to  determine  how  much  a  firm 
should  keep;  but  it  is  utterly  unfair  to  let  the  incidence  of  chance 
and  war  business  determine  what  firms  should  survive  and  what  should 
die,  m  the  post-war  world.  Indeed,  the  inevitable  result  would  be  to 
shower  further  riches  on  a  firm  that  already  had  had  an  extra- 
ordinary profit  and  to  kick  in  the  slats  the  business  that  had  none. 

The  problem  of  reconversion  and  post-war  employment  is  a  big 
problem.  It  applies  to  all  lines  of  business.  But  no  man  now  can 
tell  to  what  extent  certain  lines  should  be  maintained  on  their  war 
level.  Indeed,  it  is  entirely  possible  that  the  changing  currents  of 
the  war  will  shift  demand,  easing  the  problem  here  and  increasing 
it  there.  Post-war  conversion  is  an  important  question,  but  it  is 
not  a  question  of  proper  pricing  and  purchase  of  war  goods. 

I  do  not  say,  however,  that  changes  should  not  be  made  in  the  re- 
negotiation statute  wherever  the  evidence  before  this  committee  in- 
dicates changes  are  desirable.  I  have  sought  to  point  out  the  basic 
purposes  and  conditions  out  of  which  it  arose,  as  a  guide  to  proper 
re^asion  and,  on  that  score,  four  specific  suggestions  appeal  to  me. 

i^  irst,  there  is  the  matter  of  court  appeal.  We  asked  Mr.  Karker, 
C  hairman  of  the  Price  Adjustment  Board,  about  this  in  our  hear- 
ings on  the  1944  Army  bill  last  May.  He  explained  to  us  that  an 
appeal  can  be  taken  to  the  court  after  the  Secretary's  findings  have 
been  reviewed  I  understand,  however,  that  there  is  some  uncertainty 
owing  to  the  lack  of  explicit  provision  for  this  in  the  statute  and, 
also,  that  there  is  some  question  as  to  whether  a  court  would  have 


access  to  the  facts.    If  there  is  any.doubt  on  ^^'^,T>omt^ ^\^^^^^ 
ho  Id  be  clarified  and  made  explicit,  and  ^^^/^^.^^^./f.^^^^ 
0  the  courts  for  a  review  should  be  provided   but  ^he  standards 
Liild  be  stated  on  which  judgment  would  be  based,    ^^^^y  s^ouia 
Sat  sulh  items  as  pr J.wa>  profit  history,  pre-war  produ^^^^^^^^ 

£re  brtrns  !o'Si  standards.'  I  Relieve  that  an  po. 
t,mity  for  a  full  and  complete  review  m  the  courts  would  answer 
most  of  the  complaints  that  have  been  raised  with  regard  to  the 

''Second  le?e^fthfs\ze  of  business  exempted.  I  had  thoiigl^t  the 
JmXn  wmid  be  raised  from  $100,000  to  $300 000  last  fall.  The 
nmS  of   e^^^^^^^  profits   in   war   business   that   grosses  under 

SoO  hi  a  gTven  year  would  not  be  large,  and  it  seems  to  me  that 
thrrecapTui^  there  might  be  left  to  the  excess-profits  laws  >vithout 
iy  greK  and  with  considerable  saving  in  the  renegotiation 
nrocedure  Small  contracts  may  take  as  much  negotiatmg  as  large 
^n^  Ctre  s^^^^  be  taken,  however,  to  guard  against  evasion 
through  the  forming  of  dummy  corporations. 

Third  is  the  question  of  the  expiration  of  the  statute  By  nature 
and  by  the  present  requirements  that  renegotiation  must  be  completed 
^ml  a  year,  the  statute  will  expire  within  a  year  from  the  end  of 
The  war  I  think  it  might  be  well,  however,  to  be  explicit  m  the 
mattlr      Your  committee  will  know  how  such  a  time  limitation 

^'Srt^god"^^^  statute,  as  far  as  its  retroactive  features  are  con- 
cerned Is  not  a  peacetime  law.  Wlien  the  monopoly,  which  war 
"  a tes  for  maker^s  of  war  goods,  ends  and  competitive  conditi^^^^ 
are  restored,  we  should  go  bock  to  firm  contracts  let  to  ^J^^^^^^^ 
responsible  bidder  with  suitable  repricing  provisions  Ind^d  the 
statute  might  very  well  exempt  services  where  P^^^^^^f ^^F^ful^^^^^ 
bv  official  rate-making  bodies  or  where  price  controls  exist  under 
oLr  law  subject,  however,  to  review  if  large  quantity  procurement 
oSesK^^      Governmekt  capital  destroys  the  premise  of  proper 

'^'fo^'one^^^^^^  in  the  desirability  of  firm  contracts  more  than  I 
I  believe  in  the  sanctity  of  contracts.  I  am  not  a  lawyer,  but  1 
undeXid  that  it  is  a  maxim  of  law  that  contracts  ag^xmst  pub^^^^ 
policy  can  be  set  aside.  Nothing  has  been  or  could  be  more  against 
Eublic  policy  than  that  some  men  should  make  excessive  Prfts  out 
of  war  Nothing  could  be  more  against  public  policy  than  that 
while  some  men  give  their  lives,  other  men  are  paid  abnormal  and 

unconscionable  profits.  ,    j  ,„  „*  GoI^ 

The  bov  who  volunteered  for  induction  m  the  early  days  of  Selec- 
tive Service  so  that  he  could  get  his  year  of  training  m  and  then  go 
on  to  his  career,  will  never  understand  how  Congress  co"ld  cancel 
that  understanding  if  it  does  not  hold  war  profits  equally  liable  to 

"  ifteTdl"  it  is  to  be  remembered  that  renegotiation  does  not  touch 
Ihrman  ^vho  has  not  made  a  profit.  It  only  reprices  where  he  has 
made  some  money,  too  much  money,  at  the  e^P^«*e  «*  ^f^^M"^!' 
taxpaying  fathers  and  mothers  who  have  sent  sons  to  the  battlefield. 
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I  have  been  told  unofficially  that  by  the  end  of  this  year,  more  than 
$5,000,000,000  will  have  been  recaptured  or  saved  to  the  Government 
and  the  taxpayers  by  the  operations  of  the  renegotiation  statute. 
Maurice  Karker,  Chairman  of  the  Board,  has  told  me  that  equally 
great  savings  will  be  made  in  future  business  by  better  pricing  stand- 
ards that  have  been  developed  as  a  result.  So,  realizing  a  penny  saved 
IS  still  a  penny  earned,  I  am  confident  that  the  Ways  and  Means  Com- 
mittee will  not  be  too  harsh  with  a  statute  that  has  reduced  the  amount 
of  money  you  have  to  find  for  the  prosecution  of  the  war. 

All  I  am  trying  to  do,  personally,  is  to  avoid  the  expenditure  and 
disbursement  of  billions  of  dollars  for  profits  that  should  not  be 
paid. 

We  must  keep  in  mind,  I  believe,  that  as  legislators  we  have  to 
meet  a  condition  that  exists  and  not  as  we  would  like  to  have  it  if  we 
were  creating  it  anew.  We  cannot  get  away  from  the  fact  that  con- 
tracts  were  let  on  a  basis  of  "We  have  got  to  have  this  and  have  it 
quick.  We  don't  know  how  much  it  will  cost.  We  will  give  you  a 
price  that  will  protect  you  against  all  contingencies."  And  then  we 
have  to  keep  in  mind  that  changes  in  design,  changes  from  machine 
tooling  of  parts  to  drop  f orgings  or  castings,  often  made  tremendous 
econoniies,  so  that  the  original  price  was  far  out  of  line. 

I  think  one  of  the  clearest  illustrations  was  that  given  our  sub- 
committee last  spring  by  Colonel  Browning.  A  certain  firm  went 
into  the  making  of  machine  guns,  at  a  price  per  gun  a  little  over  $500. 
Since  another  firm  was  getting  over  $400,  it  did  not  seem  too  far  out 
of  line  for  a  new  contract  at  the  time.  But  experience  and  skill  and 
a  reduction  in  the  number  of  tooled  parts  required  let  the  company 
make  a  profi  of  more  than  $24,000,000  on  a  $51,000,000,000  contract. 
Under  renegotiation  the  cost  was  brought  down  to  $280  per  gun. 

We  asked  Colonel  Browning  if  that  left  the  company  any  profit, 
and  he  said  it  left  them  20  percent,  which  had  been  justified  on  the 

f  round  that  the  price  was  lower  than  that  of  other  makers.    Another 
rm  which  reduced  to  $330  was  left  with  13  Vj  percent  profit  after  re- 
negotiation and  a  third  with  a  price  of  $400  was  allowed  4  percent. 

In  closing  this  statment,  I  should  like  to  read  a  few  sentences  from 
an  editorial  that  appeared  in  the  Saturday  Evening  Post,  last  spring. 
The  Post  said : 

It  would  be  foolish  to  pretend  that  renegotiation  of  a  contract,  which  looked 
pretty  gocd  in  the  first  place,  is  invariably  a  pleasant  experience.  The  question 
which  those  who  are  renegotiated  ought  to  ask  themselves  is:  "Is  this  better 
or  worse  than  being  gone  over  by  a  senatorial  investigating  committee  after 
the  war,  perhaps  lampooned  and  misrepresented,  and  certainly  pilloried  by 
opponents  of  our  competitive  business  system?"  One  answer  certainly  is  that 
when  the  great  day  comes  and  disillusioned  politicians  are  looking  about  for 
fat  cats  and  scapegoats,  the  war  contractor  will  be  in  a  preferred  position  if 
he  can  say,  "I  was  put  under  the  microscope  by  some  of  the  hardest-boiled  bug 
detectors  you  ever  saw,  and  they  gave  me  a  clean  bill  of  health." 

After  all,  total  war  demands  a  total  effort  by  all  classes.  We  cannot  con- 
script soldiers,  draft  labor,  and  ration  civilians,  yet  fail  to  restrain  profits  to 
a  reasonable  level.  In  war,  when  we  can  not  even  guarantee  a  man  the  right 
to  his  own  life,  no  war  contractor  can  be  assured  the  last  dollar  of  profit  from 
business  which  was  made  for  him  by  the  war  emergency.  Furthermore  we 
know  that  few  American  producers  want  any  such  advantnge. 

I  thank  you. 

Mr.  Cooper.  Mr.  Case,  I  want  to  compliment  you  very  highly  for 
the  splendid,  clear,  and  constructive  statement  you  have  presented 


here  to  the  committee.  I  also  want  to  say  I  think  the  country  owes 
vou  a  debt  of  gratitude  for  the  work  you  have  done  on  this  very 
fmportant  problem  and  the  results  that  have  been,  accomplished,  fol- 

^'Tdo  nTr^aRat  I  have  made  this  statement  here  publicly  before 
but  it  was  my  privilege  to  serve  in  the  Army  2  years  durmg  the  World 
Wnr  a  year  of  it  through  all  the  hard,  bitter  fightmg  m  France. 

When  I  came  back  I  was  shocked  to  find  that  my  country,  for  which 
T  liad  fought  and  offered  my  life,  had  allowed  23,000  mil  lonaires  to 
be  created^  and  countless  thousaAds  of  others  to  make  tremendous 
fortunes  out  of  the  war  effort.  , 

It  is  your  purpose  to  try  to  prevent  the  recurrence  of  that  ex- 
perience during  the  present  world  war,  as  I  understand  it. 
^  Mr.  Case.  It  certainly  is,  Mr.  Cooper,  and  I  appreciate  your  state- 
ment.   As  a  matter  of  fact,  my  feelings  on  the  subject  grow  in  part, 
Tt  of  my  World  War  experience.    When  I  left  the  post  where  I  took 
draining,  I  went  bv  the  battleship  California  th^t  y^^being  built 
I  learnid  that  if  I  had  gone  into  the  shipyards  instead  of  into  the 
Marines,  instead  of  receiving  a  dollar  a  day,  I  could  have  gotten  $18 
f  day     When  the  war  was  over  and  I  heard  of  some  corporation 
profits,  I  resolved  that  if  I  ever  had  anything  to  say  about  it,  war 
profiteering  would  never  be  repeated. 

Mr  Cooper.  I  have  the  same  views  you  have,  and  so  far  as  my 
efforts  may  be  of  any  value  I  am  going  to  do  everything  I  can  to 
prevent  a  situation  developing  whereby  those  boys  ^ow  fighting^a^^ 
Offering  their  lives  for  the  country  will  come  back  and  find  that 
a  great  crop  of  millionaires  have  been  made,  and  fortunes  have  been 
acSmulated  as  the  result  of  this  war  effort. ,  I  think  it  is  a  matter 
that  everybody  should  share  in  and  do  their  fair  part 

You  have  very  appropriately  reviewed  the  background  of  this 
renegotiation  law  and  offered  this  committee  some  very  practical 
suggestions  as  to  the  improvement  of  it,  m  your  opinion. 

Those  three  amendments  which  you  suggest  here,  in  your  opinion, 
would  be  as  far  as  we  should  attempt  to  go  at  this  time,  as  I  under- 

^  Mr.^E.  In  answer  to  that  I  should  say  those  are  the  things  which 

have  occurred  to  me.  ,  .        .,    ^  ^i  r „  i,„„« 

I  noticed  in  the  Record  this  morning,  that  three  suggestions  have 
been  made  in  a  report  filed  in  the  Senate.  One  of  those  rather  appeals 
to  me.  It  proposes  merging  the  various  adjustment  boards  into  one 
single  price-adjustment  board.  I  think  that  mig^t  be  worthy  ot 
consideration.  At  the  present  time  the  practice  is  that  by  agreement 
among  the  price-adjustment  boards,  the  Army,  the  Na^,  and  the 
Maritime  Commission  Boards,  the  renegotiation  of  the  business  of 
a  given  contractor  is  assigned  to  the  particular  procurement  agency 
which  has  the  bulk  of  his  business  that  avoids  having  to  call  for  reports 

""xhe  sulSon  in  the  Senate  report  points  out  that  sometimes  a 
competitor  of  that  man  may  be  renegotiated  by  a  different  agency^ 
That  suggestion  might  be  worth  while  considering,  to  merge  these 

boards  into  one.  .  ^i        j;         i?  i  ^^^ 

Mr.  Cooper.  I  realize  that  is  a  suggestion  worthy  of  careful  con- 
sideration.    In  the  final  analysis,  though  a  department  of  the  Cjov- 
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eminent  having  the  experience  and  the  knowledge  with  respect  to  tlie 
greater  part  of  the  contract  would  naturally  be  in  a  better  position 
to  handle  it  than  some  other  department  would  be. 

Mr  Case.  Yes;  I  think  that  is  true.  I  have  not  had  a  chance  to 
read  the  entire  Senate  report  but  I  think  the  suggestion  was  that  the 
single  price-adjustment  boards  be  created  by  getting  the  personnel 
from  the  different  agencies  concerned,  which  might  preserve  the  point 
you  had  m  mmd,  I  do  not  want  to  pass  final  judgment  on  the  sug- 
gestion,  however,  because  I  just  saw  the  matter  in  the  Kecord  after  I 
came  to  the  office  this  morning. 

Mr.  Knutson.  I  want  to  concur  in  what  Mr.  Cooper  said  in  refer- 
ence to  your  statement.  You  have  given  this  subject  a  great  deal  of 
thought,  and  of  course  the  committee  welcomes  any  suffffestions  vou 
may  have  to  make.  ^      &&  j^u 

Did  I  understand  you  to  say  that  standard  articles  on  which  ceiling 
prices  have  been  placed  should  not  be  subject  to  renegotiation  ? 

Mr.  Case.  I  think  if  the  committee  finds  that  adequate  price  controls 
have  been  established  with  respect  to  items  that  are  on  a  normal  com- 
petitive basis,  those  products  might  be  exempted,  with  possibly  one 
exception.  That  would  be  if  there  are  large  scale  purchases  and  if 
those  large  purchases  are  also  tied  up  with  the  Government  invest- 
ment, so  that  the  amount  going  to  the  individual  enterpriser  would  be 
excessive  for  what  lie  contributed  to  production. 

Mr.  Knutson.  You  said,  as  I  understood  you,  that  $5,000,000,000 
had  been  recaptured  under  the  operation  of  the  law. 

Mr.  Case.  Pardon  me.  I  have  been  told  unofficially  it  will  be  ap- 
proximately that  amount  or  a  little  more  by  the  end  of  the  year.  I 
think  the  present  amount  of  recapture  and  savings  on  prices  total 
approximately  $4,000,000,000.  ^         f 

Mr.  Knutson.  Of  course,  the  excess-profits  tax  would  have  recap- 
tured a  very  considerable  amount  of  that— 70  percent,  on  the  avera^re 

Mr.  Case.  Undoubtedly  it  would  recapture  a  great  part  of  it, 'as 
to  the  contracts  subject  to  the  law  after  it  was  passed.  Of  course,  at 
the  time  we  passed  the  renegotiation  law  the  present  excess-profits 
tax  law  was  not  in  existence. 

Mr.  Knutson.  Mr.  Cooper  interrogated  you  with  reference  to  a 
single  price  adjustment  board  and  called  attention  to  the  fact  that 
It  was  necessary  to  have  the  secrecy  we  now  have  because  of  the 
varieJty  of  items  involved.  That  would  be  obviated,  would  it  not,  if 
you  had  this  centralized  price  advisory  board,  by  having  a  subcom- 
mittee on  naval  contracts  and  another  subcommittee  on  Army  con- 
tracts, and  so  on,  all  of  those  subcommittees  coming  under  the  general 
direction  of  the  supreme  command. 

Mr.  Case  I  will  say  that  the  objective  to  be  sought  is  to  have  the 
same  formula  or  the  same  scale  used  throughout,  for  all  industry  so 
that  one  industry  would  not  get  any  better  deal  with  one  price  ad- 
justment board  than  with  another  board. 

Mr.  Knutson.  There  has  been  considerable  complaint  that  one  de- 
partment IS  much  tougher  on  contractors  than  another  department. 
It  would  seem  to  you,  would  it  not,  that  they  should  all  be  treated 
alike  and  be  renegotiated  under  the  same  formula,  instead  of  having 
six  different  formulae. 

Mr.  Case.  I  think  anything  you  can  do,  as  I  stated,  to  have  the 
same  scale  or  set  of  conditions  would  be  desirable. 


Mr  Knutson.  I  think  so,  too.  I  think  your  suggestions  were 
very  helpful,  and  I  am  quite  sure  I  can  assure  you  they  will  be 
seriously  considered  by  the  committee        ,,     ^  j  tic     xr  „♦ 

The  Chairman.  I  fully  concur  in  what  Mr.  Cooper  and  Mr.  Knut- 
son said  about  your  statement.  You  have  an  extensive  general 
knowledge  of  and  familiarity  with  the  subject,  and  at  the  same 
time  a  fundamental  idea  as  to  its  approach  and  the  manner  m  which 
it  should  be  dealt  with,  in  my  opinion.  I  am  sure  your  statement 
here  will  be  read  and  reread  by  members  of  this  committee,  and  also 
that  it  will  be  helpful  to  the  committee  in  reaching  a  sound  and  satis- 
factory and  at  least  a  fair  solution  of  this  very  complicated  problem. 

I  am  very  much  interested  in  the  amendments  you  suggest.  Have 
vou  followed  the  testimony  of  those  appearing,  both  those  repre- 
senting the  boards  that  renegotiate  these  contracts  for  the  (govern- 
ment, and  those  who  appeared  suggesting  either  repeal,  or  amend- 
ments to  the  act?    Have  you  followed  that  testimony  pretty  care- 

all      n 

Vr*  Case.  Mr.  Chairman,  of  course,  I  was  not  in  the  city  at  the 
time  you  opened  your  hearings  but  I  have  read  the  reports  of  them 
in  the  press.  I  have  also  attended  a  couple  of  your  sessions  since 
returning  to  the  city.  During  the  hearings  on  the  War  Department 
appropriation  bill  last  spring  we  took  considerable  testimony  from 
representatives  of  the  War  Department  Price  Adjustment  Board. 

The  Chairman.  There  is  quite  a  difference  in  the  conclusions  or 
opinions  of  those  who  renegotiate  these  contracts  for  the  Government 
and  the  contractors  about  the  way  in  which  the  law  has  been  ad- 
ministered. The  hearings  have  been  very  illuminating  to  me,  and  1 
believe  they  have  been  helpful  to  each  member  of  the  committee.  1 
think  they  will  be  helpful  in  the  future,  even  if  the  law  is  not  changed. 

Even  Under  Secretary  Patterson,  and  I  believe  probably  Mr. 
Karker,  stated  that  some  amendments  would  be  helpful.  You  rec- 
ommend more  amendments  than  have  been  proposed  or  suggested 
by  the  War  Department,  or  the  other  departments  that  have  been 
represented  here.  Have  you,  in  your  prepared  statement,  included 
the  concrete  amendments  that  you  have  here  suggested  ? 

Mr.  Case.  Mr.  Chairman,  I  did  not  work  them  out  with  reference 
to  the  language  that  should  be  changed  or  inserted,  but  I  think  the 
suggestions  sufficiently  specific  to  permit  your  drafting  clerks  to 
work  out  a  proper  phraseology  so  that  the  issue  will  be  directly 

before  you.  ,        ,        ,  ^^  i. 

Mr.  Disney.  I  concur  entirely  with  what  the  other  gentlemen  have 
said  about  your  statement  and  your  efforts  and  work  in  connection 
with  this  subject.    I  think  the  country  owes  you  a  lot  for  your  activity 

in  this  matter.  . 

Before  I  ask  you  any  questions  I  will  say  that  I  agree  with  you 
that  the  very  worst  thing  that  could  happen  to  this  country  and  to 
the  businessmen  of  this  country,  large  and  small,  would  be  for  us 
to  come  out  of  this  war  with  a  lot  of  excessive  profits,  and  then  have 
several  years  of  caterwaulinir,  and  furnishing  this  committee  and 
Congress  with  misinformation.  I  think  nothing  could  be  worse  than 
that,  and  we  ought  to  devote  ourselves  to  solving  the  problem  as 
iiearly  as  we  can  and  avoid  that  kind  of  a  situation.  I  think  that 
^vould  be  the  worst  thing  that  could  happen.    Nobody  wants  to  see 
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a  condition  of  that  kind  arise  in  connection  with  excessive  profits. 
Mr.  Case.  Mr.  Chairman,  that  is  true,  and  I  think  that  the  time 
this  committee  has  given  to  this  hearing  is  evidence  of  the  fact 
that  it  appreciates  that  situation  and  has  devoted  itself  to  that 
principle. 

Mr.  Disney.  This  is  really  the  first  chance  the  committee  has  had  to 
go  into  the  subject  thoroughly.  We  had  a  conference  last  year,  but 
we  could  not  give  it  the  consideration  it  deserved  because  time  did 
not  permit  it. 

I  agree  with  you  that  Congress  should  not  pass  unnoticed  the  deci- 
sion  in  the  Bethlehem  Steel  case.  I  am  not  sure  I  agree  with  you  that 
we  ought  to  wind  this  thing  up  at  the  end  of  the  war  and  put  Govern- 
ment contracts  on  a  firm  basis.  I  may  change  my  opinion  about  it 
but  it  seems  to  me  that  repricing  ought  to  be  possible  in  Government 
contracts  at  any  time  and  all  times.  I  doubt  very  seriously  whether 
we  ought  to  pass  that  without  taking  into  consideration  the  Bethlehem 
Steel  case  and  provide  some  permanent  law  on  the  subject,  because 
it  seems  to  me  that  repricing  should  be  possible. 

Mr.  Case.  It  has  occurred  to  me  that  when  you  are  considering  this 
question  you  might  consider  whether  or  not  all  Government  contracts 
should  be  made  to  provide  for  renegotiation  before  final  settlement. 

Mr.  Disney.  I  want  to  refer  to  one  suggestion  you  made.  I  want 
to  reiterate  what  you  called  attention  to  as  to  the  action  taken  by  the 
Appropriations  Committee,  to  the  effect  that  there  must  be  a  certif- 
icate of  cost  before  the  contract  should  be  final.  I  am  convinced  that 
that  should  be  done  and  we  oughc  not  to  let  a  condition  arise  as  it 
did,  under  those  circumstances,  under  the  law,  as  it  existed  in  the 
Bethlehem  Steel  ca^e, 

I  like  your  suggestion  about  a  judicial  review  and  the  setting  up 
of  some  standards.  I  doubt  seriously  if  we  can  work  it  out  unless 
we  have  some  standards,  or  review  which  we  can  work  out,  and  I  believe 
we  can  provide  for  that  to  be  done  through  the  boards. 

Mr.  Case.  I  think  an  examination  of  the  scales  which  the  boards 
have  adopted  would  carry  several  suggestions  as  to  what  would  be 
useful  in  setting  up  standards. 

Mr.  Disney.  This  gives  me  some  concern.  We  passed  the  renegotia- 
tion law  early  last  year,  and  later  in  the  year  passed  the  excessive- 
profits-tax  law,  and  they  are  on  the  statute  books.  Then  we  come  to 
this  year  and  pass  a  75-percent  forgiveness  provision,  and  under  this 
very  general  statute  the  boards  seem  to  have  the  power,  and  it  appears 
to  be  almost  mandatory,  openly  to  ignore  those  statutes,  and  it  creates 
confusion,  and  it  does  not  seem  to  be  a  sound  type  of  legislation. 

What  are  your  views  on  that  ? 

Mr.  Case.  So  long  as  there  is  renegotiation  first  and  then  the  tax 
law  operates,  I  do  not  see  that  the  statutes  are  ignored. 

Mr.  Disney.  It  has  been  urged  here  that  renegotiation,  coming  be- 
fore the  tax  law,  is  unfair  to  the  contractor. 

Mr.  Case.  The  excessive-profits-tax  law,  however,  it  seems  to  me,  is 
insufficient  because  it  make  no  distinction  between  profits — those  that 
are  war  profits,  and  those  that  are  normal  business  profits,  those  that 
are  the  result  of  Government  investment  and  those  that  are  the  result 
of  private  investment.  There  is  also  the  spiraling  of  prices  when  you 
use  a  flat  percentage  for  war  profits. 


Mr  Disney.  I  have  not  had  any  trouble  at  all  in  deciding  ^or  my- 
cplf  between  the  administrative  feature  and  repricing.  What  bothers 
rne  is  the  recapture,  whether  we  can  take  money  from  a  citizen  by 
blanket  authority,  whether  it  is  possible  to  do  it  at  all  except  under 
the  taxing  statute,  and  the  taxing  power  lies  m  us.    I  would  like  to 

aet  that  clear.  ^      ,  ij.  •    xr,  i.         „^« 

^  Mr  Case.  The  onlv  way  I  justify  that  to  myself  is  that  we  are 
doing  the  same  identical  things  with  lives  under  the  urgency  of  war 
Whe^  we  passed  the  original  draft  law  the  understanding  was  that  if 
a  man  got  a  year's  training  he  would  be  free  at  the  end  of  a  year, 
nnd  could  then  go  on  with  his  carrer.  Then  we  extended  the  draft  law, 
mikI  the  boys  who  went  in  for  a  vear  with  the  idea  that  they  would  get 
Iheir  training  out  of  the  way,  found  themselves  in  for  18  months  or 
longer  Those  who  had  volunteered  for  immediate  induction  could 
have  claimed  bad  faith  on  the  part  of  Congress,  but  it  was  rex^ognized 
that  an  emergency  existed.  If  we  could  change  that  contract  af- 
fecting human  lives,  we  should  be  able  to  modify  a  contract  involving 
property  when  the  Nation's  life  is  at  stake.  ,     ^,r      -o 

We  also  have  plant  and  property  seizures  under  the  AVar  Powers 

Act 

This  may  be  a  constitutional  question.  I  do  not  know.  I  am  not 
a  lawyer.  *  It  did  not  seem  to  me,  however,  that  we  should  pass  the 
sixth  supplemental  bill  last  year  adding  $19,000,000,000  to  the  bil- 
lions already  appropriated  and  not  try  to  do  something  about  the 
situation.  We  knew  that  hundreds  of  contracts  were  outstanding 
and  that  on  some  of  them  excessive  profits  were  being  made.  VVe 
knew  that  funds  in  the  supplemental  bill,  merged  with  previously 
appropriated  money,  would  be  used  to  make  final  payment  on  many 
of  those  contracts.  Under  the  Bethlehem  decision,  if  the  contracts 
were  once  settled  the  door  would  be  closed  to  any  price  ad]ustment. 
So  I  tried  to  stick  my  foot  in  the  door,  so  to  speak,  to  prevent  its  clos- 
ing on  the  Government.  I  do  not  know  whether  it  was  constitutional 
or  not  but  I  think  no  constitutional  question  was  involved  m  my 
original  amendment.  It  merely  said  that  the  funds  being  appropri- 
ated would  not  be  available  to  pay  the  final  dollar  on  a  contract  to  a 
contractor  who  failed  to  file  a  certificate  of  costs  and  a  renegotiation 

agreement.  ,  /..      x         v  ^    u  j 

Mr  Disney.  I  agree  with  you  on  the  excess  profits.  I  am  disturbed 
about  the  question  whether  we  can  recapture  under  this  system  withm 
the  proper  constitutional  limits.  I  think  that  is  the  thing  we  should 
consider,  and  that  it  is  important  to  us.  Whether  we  can  delegate 
power  to  recapture  without  fixed  standards  seems  to  me  to  be  a  seri- 
ous problem,  since  that  part  is  not  administrative,  in  my  view.  Re- 
pricing is  administrative,  and  we  can  do  that  by  blanket  authority. 
Mr.  Case.  Of  course,  I  assume  that  is  a  question  that  Congress  will 

pass  on  in  due  time.  ,     ,    „  ,       -,      . ,       ^  j.  .       x^. 

Mr.  Disney.  Well,  it  is  extremely  doubtful  under  the  statute,  atter 

they  have  agreed  that  they  have  no  case  in  court. 

I  do  not  want  to  take  up  the  time  of  the  committee.  I  want  to  talk 
with  you  personally  about  that  matter  of  recapture.  ,  _.      ,       .  , 

Mr  Woodruff.  I  have  no  questions,  Mr.  Chairman,  and  I  only  wish 
to  express  my  opinion  as  to  the  value  of  the  contribution  of  the  gen- 
tleman from  South  Dakota. 

Mr.  Case.  I  thank  you. 
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Mr.  Robertson.  Mr.  Chairman,  if  the  gentleman  from  South 
Dakota  has  read  our  printed  hearings  he  will  recall  that  in  the  hear- 
ings  I  stated  that  it  was  a  distinguished  Republican  from  the  West 
who  offered  an  amendment  to  a  pending  appropriation  bill  that  be- 
came  the  foundation  for  the  present  Renegotiation  Act. 

Do  you  think  we  need  any  statute  to  authorize  the  Government 
purchasing  under  a  repriced  contract  which  they  have  demonstrated 
to  be  out  of  line  ? 

Mr.  Case.  That  would  depend  upon  the  terms  of  the  contract,  I 
suppose,  and  the  legislation  controlling  it. 

Mr.  Robertson.  You  want  any  Government  purchasing  agent  enter- 
ing into  a  contract  to  insert  a  clause  in  it  that  they  can  revise  the 
price,  or  cancel  it,  either  or  both  ? 

Mr.  Case.  Yes ;  if  that  were  made  a  part  of  the  contract  at  the  out- 
set. Of  course,  renegotiation  was  being  conducted — or  repricing, 
whatever  you  want  to  call  it — was  being  followed  by  the  War  Depart- 
ment and  the  Navy  Department  before  there  was  any  statute  in  such 
cases  as  those,  where  the  contractor  was  willing  to  reprice. 

Mr.  Robertson.  The  point  is  that  if  all  we  are  going  to  leave  in  the 
law  is  the  repricing,  we  might  as  well  repeal  the  whole  law,  because 
that  does  not  rest  upon  the  statute.  They  have  that  inherent  right, 
anyway. 

Mr.  Case.  If  it  is  done.  Of  course,  the  matter  of  putting  it  in  the 
contract  has  not  always  been  done. 

Mr.  Robertson.  If  they  make  errors  of  judgment  running  into  four 
and  five  billion  dollars  and  do  not  have  some  leeway  to  correct  them, 
they  are  not  doing  a  very  good  job. 

Mr.  Case.  Well,  there  undoubtedly  were  errors  of  judgment  made, 
but,  of  course,  the  savings  and  economies  are  not  entirely  a  matter  of 
errors  in  judgment.  I  have  pointed  out  that  there  was  inexperience 
on  both  sides,  both  on  the  part  of  the  contractors  in  making,  and  on 
the  Government  procurement  officers  in  buying,  on  the  large  scale 
and  in  these  new  fields.  At  the  same  time  there  have  been  changes  in 
design.  I  do  not  remember  the  number  of  parts,  but  let  us  take,  for 
instance,  the  Garand  rifle;  originally  it  was  thought  that  that  had 
to  be  all  machine  tooled.  Then  it  was  discovered  that  a  great  many 
parts  of  that  could  be  forged  or  cast,  and  the  result  has  been  that  the 
volume  of  production  stepped  up  greatly  and  the  cost  of  production 
went  down  greatly.  That  was  not  a  matter  of  error  in  judgment.  It 
was  a  matter  of  development  of  skill  and  large-scale  production. 

Mr.  Robertson.  That  revolves  around  a  definition  of  error.  If  I 
buy  a  stock  for  $100  and  it  goes  down  to  $50, 1  should  think  I  made  an 
error  in  judgment,  but  I  might  not  be  condemned,  because  I  might 
have  used,  in  the  light  of  all  the  available  knowledge  at  the  time,  good 
judgment.  But  still  I  should  feel  that  I  made  a  slight  error  of 
jud^?ment. 

Now,  with  reference  to  the  matter  of  review.  Is  it  your  idea  that 
these  cases  would  be  heard  de  novo  in  a  court  of  original  jurisdiction? 

Mr.  Case.  As  a  layman  I  plead  a  little  innocence  of  the  term  you 
just  used,  as  to  just  what  I  would  be  answering. 

Mr.  Robertson.  Is  the  court  going  to  hear  all  the  facts  that  the  Gov- 
ernment agents  considered  when  they  arrived  at  their  judgment? 


Mr  Case.  Of  course,  I  think  that  the  renegotiation  should  be  a  ^om- 
nleted  procedure  as  far  as  the  price  adjustment  board  .is  concerned 
Dore  the  case  goes  into  court  When  the  case  goes  into  court  I 
ff  it  s^^^^^^^      heard  on  its  merits,  as  well  as  on  the  law,  if  that  is 

^  mSb'Tson.  Then  the  renegotiators  would  have  to  make  a  record 
*v.nt  tVip  court  could  see  and  read  and  act  on.  .      ,    j. -i.  „„„ij 

Mr  cIsE  I  do  not  know  what  the  court  would  require,  but  it  would 
iomTihat  the  report  of  the  auditors  in  the  case  and  heir  findings 
Sd  be  the  facts  that  would  be  available  for  evidence. 

Mr  RobXson  Would  the  case  be  heard,  in  your  opinion,  on  the 
rectd  mad™fore  the  renegotiating  agency  or  would  new  testimony 

''^rS*^  ?tMnk  that  probably  involves  some  legal  angles  and  legal 
preLdentsVat  I  am  not  familiar  with,  and  I  d-M  if  I  slould^^^^^^^^^ 
that  ouestion.    There  certainlv  are  members  of  the  bar  on  your  com 
mitteTwho  can  answer  that,  as  to  whether  that  is  a  proper  procedure, 

"Mr  ^»™.^^t  us  assume  that  we  got  a  case  before  a  di^rict 
oourt  and  we  have  the  record  before  the  court  that  was  made  before  the 
reneeotiS  b^ard.  The  board  clams  that  its  action  prevents  the 
mntfactorffom  having  an  excessive  profit  on  a  war  contract.  Tli« 
contractor  claims  thlt  his  profit  is  not  excessive.  Wliat  does  the  court 
£  do  take  the  place  of  the  renegotiating  board  to  pass  on  what  is 
I  fair  profit?     Or  what  would  thi  court  use  to  determine  the  con- 

^'mf  ^clsi'^l'think  the  gentleman  had  stepped  out  when  I  said  that 
I  Sioufiht  that  n  conneftion  with  providing  for  court  appeal,  that 
thrprovision  f or  court  appeal  should  set  up  some  standards  bv  which 
the  court  can  go.    That  would  be  more  or  less  inherent  in  establishmg 

%'"ioSZrSome  days  ago  I.suggested  to  one  of  our  drafting 
experts  that  he  had  better  be  framing  a  provision  for  court  review 
be™  there  was  a  lot  of  sentiment  for  tha    action;  and  he  tdd 
me  he  would  not  know  how  to  write  a  provision  for  court  review  unless 
we  told  him  what  the  court  was  to  review. 

Mr  Case  I  think  probably  the  committee  will  have  to  make  some 
suggestions' along  that  line.  "^  But  the  standards  and  the  scales  that 
Evarious  price  adjustment  boards  have  adopted  won  d  be  a  good 
startinc  point  for  consideration.  And  I  did  suggest  that  I  thought 
those  standards  should  include  a  consideration  of  t^e  pre-war  financial 
history  of  the  company,  its  pr.e-war  production  history,  the  propor- 
tion of  war  and  non-war  business,  the  ratio  of  invested  capital-^-that 
is,  the  ratio  of  private  and  public  invested  capital  at  the  present  tim^ 

and  the  company's  efficiency  record.  „„/iorfotp 

Mr.  KoBEitTsoN.  You  can  readily  see  that  we  c«uld  not  undertake 

to  constitute  our  district  courts  into  renegotiation  boards  < 
Mr.  Case.  That  may  be  true,  but  it  may  be  that  you  will  find  there 

should  be  something  set  up  analogous  to  the  court  of  tax  aPPea"^-, 
Mr  KOBEKTSON.  When  Mr.  Alvord,  who  is  one  of  the  most  modest 

and  one  of  the  best-posted  witnesses  that  appeared  before  us  on  any 
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tax  matter,  was  on  the  stand  and  suggested  court  review,  I  tried  to 
get  him  to  indicate  how  that  could  be  provided,  but  he  never  went 
into  the  matter  very  fully,  or  satisfactorily  from  my  standpoint. 

Mr.  Case.  I  am  sorry  I  did  not  have  a  chance  to  hear  him.  I  read 
some  accounts  of  his  testimony  in  the  press,  but  I  did  not  hear  him  at 
the  time. 

Mr.  Robertson.  That  is  all. 

Mr.  Cooper.  On  the  point  mentioned  by  other  members,  Mr.  Case, 
with  respect  to  renegotiating  or  repricing  contracts,  that  is  something 
that  is  followed  in  industry  and  in  business,  and  was  true  even  before 
the  war ;  is  not  that  correct? 

Mr.  Case.  That  is  true.  A  private  business  may  suggest,  "If  you 
do  not  give  me  a  square  deal  on  this  particular  job,  that  is  the  last  of 
my  business  that  you  will  get." 

Mr.  Cooper.  Certainly.  That  is  a  matter  of  common  experience 
among  businessmen.  I  have  heard  every  witness  who  appeared  at 
this  hearing,  and  I  think  I  am  fair  in  stating  that  the  man  who  im- 
pressed me  at  least  as  being  the  most  severe  in  his  criticism  of  the 
work  of  the  price  adjustment  boards  and  his  experiences  under  re- 
negotiation, said  that  that  was  a  matter  that  was  practiced  in  business; 
that  in  his  own  business  he  made  contracts  to  supply  other  industries 
with  his  product  and  it  was  provided  that  a  readjustment  of  prices 
should  be  had  from  time  to  time,  a  renegotiation  of  the  contract.  I 
certainly  got  the  impression  from  him  that  that  was  a  practice  that 
was  rather  generally  followed  in  industry;  one  company  dealing 
with  another,  and  had  been  for  years,  before  this  war  emergency  came 
on  at  all.  Is  it  your  understanding  that  that  is  a  practice  that  is 
followed  ? 

Mr.  Case.  Yes,  sir;  certainly  a  great  deal.  And,  as  a  matter  of 
fact,  my  acquaintance  with  the  renegotiation  idea  developed  from 
conversation  with  one  of  the  officers  in  the  Quartermaster  Department 
who  was  engaged  in  renegotiation  where  it  could  be  done  on  a  volun- 
tary basis.  But  he  said  to  me,  "In  my  little  niche,  I  am  going  to  get 
savings  this  year  of  about  $1,000,000,  but"  he  said,  "our  trouble  is 
not  with  those  who  are  willing  to  come  in  and  reprice  voluntarily. 
There  are  a  few  of  them  that  just  do  not  want  to  come  in." 

Mr.  Cooper.  But  this  man  to  whom  I  am  referring  was  making 
a  statement  with  respect  to  experience 

Mr.  Case.  In  private  industry. 

Mr.  Cooper.  In  private  business,  not  connected  with  the  Govern- 
ment at  all.  For  instance,  lie  said,  "If  I  make  a  contract  to  supply 
my  product  to  another  private  business  and  it  later  develops  that  I 
am  not  going  to  be  able  to  furnish  it  at  the  price  originally  stated 
because  something  has  developed  that  will  prevent  me  from  doing 
that,  then  we  renegotiate  the  price  and  agree  on  another  price  that 
is  to  apply  to  take  care  of  the  situation."  I  got  the  impression 
from  him  that  that  practice  is  rather  generally  followed  in  private 
business. 

Mr.  Case.  I  think  it  is.  I  think  we  all  renegotiate  prices,  if  we 
can. 

Mr.  Cooper.  Thank  you. 

The  Chairman.  That  would  have  to  be  mutual,  would  it  not? 

Mr.  Case.  That  would  have  to  be  mutual;  that  is  correct. 


The  Chairman.  One  could  not  do  it  without  the  consent  of  the 

lother? 
Mr.  Case.  Yes,  sir. 
The  Chairman.  It  would  have  to  be  a  mutual  repricing. 

Mr.  Case.  That  is  correct.  « 

I    The  Chairman.  Neither  the  buyer  nor  the  seller  could  fix  a  new 

Lrice  alone,  but  they  would  have  to  agree  mutual  y  on  a  new  price. 

P  Mr  Case:  Sometimes  they  agree,  on  the  same  basis  that  I  suggested, 

that  "If  we  do  not  agree  this  will  be  the  last  business  we  will  do  to- 

r  mT'Carlson.  Mr.  Chairman,  I  just  want  to  compliment  the  gen- 
tleman from  South  Dakota,  our  colleague  from  the  Middle  West, 
K,  I  am  very  happy  to  say,  took  such  a  large  part  m  this  renego- 
tiation  of  the  war-profits  problem.  ^      i.  a^ 

'    I  do  sincerely  hope,  now  that  we  have  had  some  time  to  study 
the  question,  and  we  have  also  had  the  privilege  of  studying  son^e 
renegotiated  contracts,  we  may  be  able  to  work  out  something  that 
will  be  helpful  for  future  renegotiation. 
That  is  all. 

Mr  Case.  Thank  you.  .  .  j  i.  i  i:  i 

The  Chairman.  We  thank  you  for  your  very  interesting  and  helpful 

statoien^^^    I  thank  the  chairman  and  the  committee  for  their 

^^The^CHAiRMAN.  We  may  call  upon  you  again  as  we  get  further 

along  and  we  come  to  a  close  place. 

Mr.  Case.  Thank  you.  ,     ^  n    -r»    i.  i  t   t    i. 

The  Chairman.  The  next  witness  is  the  Honorable  Bartel  J.  Jonk- 
man,  a  Kepresentative  in  Congress  from  the  State  of  Michigan. 

STATEMENT  OF  HON.  BARTEL  J.  JONKMAN,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  MICHIGAN 

The  Chairman.  You  may  proceed,  Mr.  Jonknian. 

Mr  JoNKMAN.  Mr.  Chairman,  I  want  to  thank  the  committee  for 
the  privilege  of  being  here  this  morning.  As  is  known  to  the  com- 
mittee, I  have  introduced  a  bill  for  the  repeal  of  the  renegotiation  law 
and  naturally  I  am  grateful  for  the  opportunity  to  come  here  and 
state  the  reasons  for  the  faith  that  is  m  me. 

I  want  to  say  that  that  was  done  in  response  to  nunierous  com- 
plaints from  rather  small  manufacturers  in  western  Michigan,  some 
of  whom,'  for  instance,  at  least,  had  been  paying  dividends  for  20 
years  and  after  renegotiation,  with  about  double  the  volume  of  busi- 
ness that  they  had  been  accustomed  to,  after  renegotiation  were 

obliged  to  pass  their  dividends.  ,.    ,    ,        ,  •  ^    i;    •  ^ 

Of  course  I  tried  to  look  at  it  from  a  little  broader  point  of  view, 
but  I  think'l  will  have  the  sympathy  of  the  committee  when  I  say 
that  I  found  that  was  quite  a  task.  Nevertheless,  I  do  feel  that  I  am 
justified  in  this  position,  and  I  should  like  now  to  present  my  formal 

statement. 

The  Chairman.  We  shall  be  glad  to  hear  you. 

Mr  Jonkman.  Provision  for  renegotiation  of  certain  war  contracts 
in  section  403  of  the  Sixth  Supplemental  National  Defense  Appro- 
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priation  Act  of  1942  was  intended  to  accomplish  a  very  wholesome 
objective.  This  objective  was  to  prevent  unconscionable  profits  and 
profiteering  on  war  contracts  by  providing  for  the  renegotiation  of 
those  contracts  in  which  excessive  profits  were  being  realized  or  likely 
to  be  realized. 
The  act  provides  in  subsection  (c) : 

The  secretary  of  each  department  is  authorized  and  directed,  whenever  in  his 
opinion  excessive  profits  have  been  realized  or  are  likely  to  be  realized  from  any 
contract  with  such  department  or  from  any  subcontracts  thereunder,  (1)  to 
require  the  contractor  or  subcontractor  to  renegotiate  the  contract  price. 

No  one  will  disagree  with  the  original  purpose  of  this  legislation. 
In  all  cases  where  the  contractor  is  making  an  exorbitant  profit  on 
war  materials,  either  because  fraudulent  advantage  is  taken  of  the 
Government  or  through  inadvertence,  or  through  inefficiency  or  negli- 
gence  of  administrative  officials,  there  should  be  machinery  to  correct 
the  wrong  and  prevent  undue  Government  loss. 

These  exorbitant  profits  even  in  cases  where,  because  of  super  mass 
production  in  which  the  excessive  profits  were  not  anticipated  by 
either  the  Government  procurement  officials  or  the  contractor,  would 
amount  to  a  legal  or  constructive  fraud  in  the  absence  of  actual  fraud. 
With  this  in  mind  it  is  clear  that  the  purpose  of  the  legislation  was 
to  reach  only  those  cases  in  which  excessive  profits  were  realized  as  a 
result  of  actual  or  constructive  fraud. 

Had  the  departments  confined  renegotiation  to  this  class  of  con- 
tracts, it  would  not  only  have  carried  out  the  will  and  intent  of  Con- 
gress, but  would  have  proved  a  wholesome  measure  to  effect  those 
intents  and  purposes.  Not  only  that,  but  it  could  continuously  be 
functioning  alongside  the  excess  profits  tax,  each  in  its  proper  field, 
the  one  to  prevent  profiteering  and  the  other  to  recapture  legitimate 
profits  resulting  principally  from  increased  industry  and  business 
flowing  from  the  war.  However,  as  is  the  case  with  much  other 
wholesome  and  efficient  legislation,  maladministration  by  the  officials 
of  the  Government  has  created  far  more  vicious  evils  than  those 
which  were  sought  to  be  corrected. 

For  instead  of  confining  themselves  to  those  war  contracts  in  which 
excessive  profits  were  being  realized,  the  price  adjustment  boards 
immediately  proceeded  to  renegotiate  all  war  contracts.  In  other 
words,  they  burned  down  the  house  to  catch  a  rat. 

This  maladministration  was  afforded  tremendous  impetus  by  the 
enactment  of  a  90  percent  excess-profits  tax  law  shortly  after  the 
passage  of  the  renegotiation  law. 

It  must  be  borne  in  mind  that  the  term  "excess  profits"  in  the  tax 
law  has  a  different  connotation  than  the  term  "excessive  profits"  in  the 
renegotiation  law.  The  former  contemplates  profits  in  excess  of  a 
certain  amount,  in  this  case  profits  in  excess  of  the  average  annual 
earnings  over  a  given  period  before  the  war.  These  excess  profits  may 
inure  from  the  operation  of  three  shifts  instead  of  only  one  before 
the  war,  entitling  the  industry  to  from  two  to  three  times  its  normal 
income,  or  many  other  legitimate  increases  in  the  volume  of  business 
and  income  for  the  industry.  This  increased  profit  is  the  excess  profit 
contemplated  by  the  excess-profits  tax.  Although  this  excess  profit 
is  considered  honest  and  legitimate,  the  tax  law  provides  that,  being 
industry  and  business  as  well  as  their  consequent  profit  flowing  from 


the  war,  it  shall  not  be  retained,  but  90  percent  of  it  shall  be  recovered 
hv  the  government  through  the  excess-profats  tax. 
^^Therf  is  this  vital  distinction.  Excess  profits  are  legitimate  profits 
^n  excess  of  those  previously  earned,  while  excessive  profits  refers  to 
Snal  profits  on  articles  which  are  priced  too  high  and  amount  to 
actual  or  constructive  fraud  or  gouging.  ^.       •    ^u^  (^^^A 

The  failure  to  make  this  distinction  and  their  operation  m  the  field 
Jerved  excTu  i^^^^  for  the  Treasury  Department,  is  the  glapng  v,^e 
ofthe  renegotiation  bureaus.  According  to  their  own  admission  70 
Icent  of  the  billions  collected  in  price  reduction  and  cash  refunds 
Cild  be  collected  by  the  Treasury  in  any  event.  How  much  of  this 
Thev  have  diverted  from  the  United  States  Treasury  to  swel  their 
aSopriations  depends  upon  the  extent  to  which  they  collected  on 
exSs  3^^  instead  of  excessive  profits  in  price  reductions,  and  I 
S  Cher  there  is  any  way  of  ascertaining  this  figure  from  them 

''IZ^tlt'r^^^^^^^  and  -iding  the  fiel^^^ 

the  Treasury  Department  in  the  collection  of  excess-profit  taxes,  they 
have  not  only  mulcted  the  Treasury  Department,  but  have  cast  an 
undue  onus  and  odium  on  the  war  contractor  makmg  excess  al- 
XS  Simate  profits,  and  under  this  duress  have  mulcted  him 
fs  wf  11  They  have  stigAiatized  him  as  a  war  profiteer,  penalizing 
him  accordinglv,  whereas  he  was  in  reality  a  patriotic  American 
willin^^^  work  harder  and  contribute  the  proceeds  of  his  efforts  to  the 
wpv  effort  through  the  American  principle  of  taxation. 

It  is  but  natural  that  such  maladministration  should  cause  serious 
consequential  maladjustment  both  within  the  bureaus  themselves  and 

in  the  war  production  industry. 
Within  the  bureaus  just  to  mention  a  few :  .   ^  -,- 

First  X  verv  na4e  of  the  Price  Renegotiation  Act  discourages 
close  pricine  on  the  part  of  procurement  officials  m  the  letting  of  war 
coXLts.  Loo^  prFcing  is  the  surest  method  of  insunng  the  great^er 
recoveries  of  the  Price  Adjustment  Bureau  and  of  warranting  its 

^XIS' It*  encourages  and  rewards  inefficiency.  The  inefficient 
bu^aucrat  knows  he  liU  be  checked  by  his  own  or  a  sy^athet^^^^^^^^ 
reau  who,  if  necessary,  by  a  perverted  use  of  the  ^0  percent  ex^^^^^^ 
profits  tak  as  a  club,  will  cover  up  his  inefficiency  with  a  glorihed 

"^^Third*  The  bureaus  are  enabled  not  only  to  arrogate  to  themselves 
the  constitutional  taxing  powers  of  Congress,  but  to  s^PP/^i!^^  ^^^^^^^ 
with  the  arbitrary,  discriminatory  confiscation  of  a  totalitarian  die- 

^The  maladjustment  in  industry  from  this  maladministration  is  not 
only  crippling  war  contractors,  but  causing  tremendous  and  immeas- 
urable losses  of  money  to  the  Nation,  impedmg  the  war  effort  and 
constituting  a  devastating  threat  to  our  economy  and  the  American 

wav  of  livine  after  the  war.  -  ,     ^r^     t-.        x 

First.  Let  us  bear  in  mind  that  the  Chairman  of  the  Wrv  Depart- 
ment  Price  Adjustment  Board,  the  Honorable  Maurice  Karker  de- 
scribes the  renegotiation  law  as  a  dangerous  and  un-American  statute. 
With  this  in  mind,  it  does  not  require  much  imagination  to  appre- 
ciate the  depressive  and  discouraging  effect  on  war  contractors  and 
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officers  of  war  contract  corporations  to  be  accused  of  profiteering  and 
have  the  small  margin  of  legitimate  profits  left  to  them  under  the 
excess-profits  tax  law  confiscated.  Patriotic  as  they  may  be,  human 
nature  is  so  constituted  that  this  cannot  help  but  have  a  deterring 
influence  on  their  best  efforts. 

Second.  The  time  and  effort  required  from  the  brains  of  the  organi- 
zation, especially  in  the  smaller  war-production  plants,  to  prepare  for 
and  attend  to  the  process  of  renegotiation,  diverts  the  entire  manage- 
ment from  the  activity  of  actual  production  in  no  small  measure 
and  constitutes  a  serious  impediment  to  the  war-production  effort. 

Third.  The  tremendous  success  of  our  war  production  in  the  space 
of  a  little  over  a  year  is  due  to  the  creative  genius  of  American  indus- 
trialists and  manufacturers.  Again  human  nature  is  such  that  this 
creative  genius  cannot  work  at  its  best  under  the  fear,  worry,  and 
threat  hanging  over  its  head  from  an  approaching  renegotiation. 

Fourth.  While  renegotiation  boards  claim  to  make  "some"  allow- 
ance for  efficiency,  the  general  complaint  is  that  renegotiation  rewards 
the  inefficient  and  penalizes  the  efficient  manufacturers. 

Fifth.  The  inefficient  war  contractor  employing  a  larger  and  un- 
necessary number  of  men,  thereby  contributes  to  one  of  our  most 
serious  problems,  to  wit,  the  war  manpower  problem.  Nevertheless 
he  is  rewarded  for  this  inefficiency. 

Sixth.  The  fact  that  there  is  no  standard  or  formula  of  recovery 
and  that  none  can  be  evolved,  causes  different  recaptures  even  on 
practically  the  same  state  of  facts.  This  is  absolutely  destructive  of 
morale,  no  matter  how  great  the  patriotism  of  the  war  contractor 
and  how  much  of  a  martyr  he  may  make  of  himself  to  avoid  heiiw 
called  a  profiteer.  * 

Seventh.  No  allowance  is  made  for  reconversion.  This  would  be 
proper  in  the  recapture  of  unconscionable  profits.  But  when  the 
boards  treat  legitimate  excess  profits  as  unconscionable  and  excessive 
profits  and  in  this  way  confiscate  the  allowances  for  conversion  under 
the  former,  it  is  not  only  unjust,  but  creates  a  serious  problem  for  the 
post-war  period.  It  goes  not  only  to  the  survival  of  the  enterprise, 
but  the  broader  question  of  jobs  for  our  people  and  especially  the 
returning  soldiers. 

Other  maladjustments  could  be  mentioned  but  these  suffice  to  show 
the  desirability  of  repealing  the  Renegotiation  Act.  It  is  because  of 
this  conviction  that  I  have  introduced  H.  R.  2698  for  repeal. 

It  is  my  opinion  that  the  enactment  of  the  90-percent  excess-profits- 
tax  law  will  currently  meet  all  the  requirements  of  the  situation.  There 
IS  no  factual  testimony  in  the  record  of  the  hearings  that  it  will  not. 
The  testimony  of  Mr.  Karker  on  this  subject  consisted  of  mere  con- 
clusions, and  even  these  were  very  weak,  as  shown  by  the  following: 

Mr.  Mills.  Would  there  be  excessive  profits  accruing  to  industries  that  would 
not  be  reached  by  the  excess-profits  tax? 

Mr.  Karkeb.  I  believe  so. 

Mr.  Mills.  Are  there  cases,  Mr.  Karker,  that  are  not  reached,  in  your  opinion, 
by  the  operation  of  the  law  on  excess  profits  that  are  reached  by  renegotiation? 

Mr.  Karker.  Yes,  sir  (p.  86,  pt.  1,  of  hearings). 

Also: 

Mr.  Disney.  Now,  what  is  the  necessity  for  renegotiation  of  future  contracts 
if  there  ls  a  renegotiation  agreement  within  the  contract  made?  What  is  the 
necessity  under  the  law?    Cannot  your  procurement  officers  do  that  without  the 


,id  of  the  renegotiation  board,  if  the  contractor  signs  an  agreement  that  it  may 
L  renegotiated  with  the  procurement  office?  ,        ^v,  *.  v.    ^««^ 

%r   KM^ER.  Well,  you  may  be  approaching  a  time  when  that  can  be  done 
That  is  a  field  othei^  than  mine,  and  General  Browning  is  the  best  evidence  on 
that    ♦    ♦     *     (pp.  llOandlll.pt.l,  of  hearings). 

On  page  103  of  the  record  Mr.  Karker  admits  that  he  hasn't  the 
clicrhtest  idea  as  to  the  proportion  of  unconscionable  profits  and  the 
proportion  of  other  or  excess  profits  on  the  billions  they  have  taken 

from  Vv'ar  contractors.  ,        ,  .     ,  j 

With  this  knowledge  and  the  knowledge  that  this  dangerous  and 
„n- American  statute,  in  the  hands  of  bureaucratic  maladministration, 
is  each  day  fastening  its  grip  on  and  destroying  free  ent^erprise,  I 
believe  that  repeal  should  be  accomplished  at  the  earliest  possible 

""Twant  to  say  in  conclusion,  Mr.  Chairman,  that  I  think  we  would 
be  better  off  with  repeal.  But  then  we  would  still  be  better  off  if  we 
could  find  some  agency  that  would  properly  administer  a  renegotiation 
law  as  a  remedy  for  the  present  condition.         ^  ,       -,  •     ^i 

For  instance,  it  might  be  that  if  renegotiation  were  placed  m  the 
hands  of,  we  will  say,  the  Bureau  of  Internal  Revenue,  that  would 
eliminate  at  least  the  inclination  to  collect  excess-profits  taxes  as  ex- 
cessive profits.  It  would  also  have  a  tendency  to  put  the  purchasing 
agencies  more  on  their  toes.  There  are  other  reasons  why,  if  you  could 
get  it  into  the  right  agencies  so  as  to  prevent  the  few  cases  ot  un- 
conscionable profits,  that  would  still  be  an  improvement  on  the  repeal 
of  the  law. 

Thank  you.  ,    .  .  ,,  j    j  j 

Mr.  Robertson.  Would  you  mind  giving  us  the  names  and  addresses 
of  the  corporations  in  your  district  that  have  been  paying  dividends 
for  20  years  and  are  unable  to  continue  dividend  payments  after  being 

renegotiated?  .  i,r     -n  ^    j. 

Mr  JoNKMAN.  Those  who  have  written  me,  Mr.  Robertson,  say. 
"Please  do  not  mention  our  names."  So  I  do  not  feel  that  I  would 
want  to  disclose  their  names.  .       ri^i, 

Mr  Robertson.  .  I  would  not  want  you  to  disclose  any  secrets.  1  he 
reason  I  asked  was  that  Mr.  Karker  told  us  that  he  did  not  know  of 
anyone  who  had  been  prevented  from  paying  dividends  by  reason  of 
renegotiation,  and  that  if  we  heard  of  any  such  complaint,  to  please 
bring  it  to  his  attention  so  that  he  could  report  to  us  the  actual  facts 

of  the  case.  ,  -,      .^       -  ^  t 

Mr.  JoNKMAN.  You  can  readily  see  that  under  the  circumstances  1 
would  not  wish  to  disclose  the  names,  at  least  without  further  investi- 
gation. .        .  -n    T- 

Mr.  Robertson.  It  may  be  that  your  further  investigation  will  show 
another  reason  why  they  would  riot  want  their  names  mentioned. 

Mr.  JoNKMAN.  i  think  I  had  sufiicient  facts  in  two  of  the  cases 
to  satisfy  me  at  least  that  that  was  the  fact. 

Mr.  Robertson.  What  could  be  done  to  them,  if  they  have  been 
mistreated?    Why  should  they  object  to  being  known  as  mistreated 

corporations?  ,      ,  i     x  xi.-  i 

Mr.  JoNKMAN.  I  think  that  answer  is  very  clearly  stated.  I  think 
it  would  be  interesting  to  the  members  of  the  committee  to  read 
^r.  Karker's  answer  to  the  chairman's  question  on  page  124  of  the 
hearings :  "It  has  been  said  that  they  just  go  to  some  of  these  war 
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contractors  and  say,  'You  owe  us  so  much'."  I  was  very  much  inter- 
ested in  reading  the  answer  which  apparently  was,  "No."  But  when 
jou  read  it  carefully,  it  is  right  in  there,  that  that  is  just  what  is  done. 

Mr.  Robertson.  I  must  be  frank  to  say — although  I  cannot  blanie 
you  for  not  giving  their  names  if  they  told  you  not  to  disclose  theii 
names — ^that  so  far  as  I  am  personally  concerned,  looking  at  the  over- 
all picture,  of  what  corporations  have  made  out  of  the  war,  that  I 
cannot  be  influenced  in  the  way  I  vote  on  this  bill  by  an  unsubstantiated 
statement  that  renegotiation  has  prevented  a  group  of  corporations 
from  paying  dividends,  that  had  paid  dividends  for  the  past  20  years; 
and  that  period  includes  10  years  of  the  worst  depression  we  have  ever 
had. 

Mr.  JoNKMAN.  Mr.  Robertson,  the  facts  themselves  would  leave  con- 
siderable basis  for  such  action.  For  instance,  I  have  heard  a  great  deal 
about  the  80-percent  clause  in  the  law ;  that,  after  all,  the  tax  is  not 
greater  than  80  percent,  and  that  with  the  8  percent  allowance  it  cuts 
it  down  to  72  percent.  Now,  I  had  occasion  to  ask  about  how  much 
contractors  saved  by  taking  refuge  in  the  80-percent  clause,  and  I  am 
informed  that  the  Treasury  Department  estimates  that  amounts  to 
$19,400,000,  or  less  than  1  percent  of  the  amount  of  taxes  that  have 
ieen  collected.  Few  corporations  could  survive  on  20  percent  of  their 
annual  earnings. 

Then  I  think  we  might  add  this :  I  read  an  item  in  the  paper  about 
2  or  3  weeks  ago  which  stated  that  corporation  taxes  had  been  reduced 
$800,000,000  this  year.  Well,  as  a  matter  of  fact  that  is  not  true,  be- 
cause if  you  take  their  own  figures,  that  70  percent  of  this  4  billions 
that  has  been  recaptured  would  have  gone  into  the  Treasury  Depart- 
ment, then  in  reality  taxes  should  have  been  increased  $2,000,000,000. 

Mr.  Robertson.  The  figures  given  us  yesterday  by  the  Under  Secre- 
tary of  War  were  that  10  percent  of  the  excess-profits  taxes  would  be 
refunded  to  the  amount  of  about  $2,000,000,000.  The  figure  given  us 
on  manufacturing  companies  by  a  representative  of  the  National  As- 
sociation of  Manufacturers  was  that  taxes  were  reaching  69  percent  of 
earnings.  The  corporations  in  your  district  do  not  have  to  take  as 
their  base  period  all  of  their  depression  years.  If  they  did,  it  would 
be  bound  to  be  far  below  the  base  period  credit  allowed  them.  Now, 
I  am  satisfied  that  no  renegotiation  board  had  cut  any  profit  of  a  cor- 
poration below  its  base  period  credit  or  its  invested  capital  credit,  if 
that  is  what  it  relies  on.  Don't  you  think  that  is  reasonable  to  as- 
sume ? 

Mr.  JoNKMAN.  I  do  not  think  the  premise  is  correct. 

Mr.  Robertson.  Why  don't  you  get  the  figures  from  these  complain- 
ing corporations  and  lay  them  before  the  Army  or  the  Navy,  whoever 
is  doing  the  renegotiating  and  say,  "Here  is  what  my  constituents  say; 
what  have  you  got  to  say?"  and  let  them  tell  you  what  was  actually 
done  ? 

Mr.  JoNKMAN.  Well,  let  us  take  a  corporation  whose  basic  earnings 
are  $100,000  and  which  made  $200,000  last  year.  Remember  that  the 
normal  tax  has  gone  up  and,  of  course,  the  excess-profits  tax  is  placed 
on  top  of  that.  That  all  together  represents  a  tax  of  65  percent,  leav- 
ing it  35  percent.  In  other  words,  where  they  formerly  had  60,  TO, 
and  80  percent  after  taxes  has  now  been  cut  down,  leaving  them  only 


RENEGOTIATION   OF   WAR   CONTRACTS 


991 


L.  percent  of  the  amount,  and  that  in  itself  cuts  down  their  oppor- 
'iinitv  to  pay  dividends  and  to  make  reconversion  provisions. 
%  7  ^bC^n.  That  argument  does  not  impress  me  when  I  know 
,hat  in  some  of  the  best  previous  years  their  net  earnings  were  only 
to  bUlioTand  now  their  earnings  for  this  year  will  be  eight^and  one- 
!lf  billTon;  six  and  one-half  billion  over  and  above  dividends,  which 
is  higher  than  the  net  earnings  in  any  previous  year.  ^^..  t,^ 

Mr  JONKMAN.  Very  well;  if  that  is  true,  they  would  be  reached  bj 
thfexcess-profits  tax.  They  would  have  to  make  five  times  their 
fsicTarniSs  b^^^^^^  they  would  get  into  the  80-percent  clause. 

Mr  RobSitson  Are  we  going  to  reach  them  by  taxes,  with  the  delay 
anKop™ky  of  corporations,  as  Mr.  Alvord  pointed  out  of  mak- 
nff  a  contract  giving  an  officer  10  times  the  salary  he  formerly  drew, 
a^d  the  Govtf^^^^^^  touch  it  if  they  have  a  contra^^,^^^^^^^^^^^ 

the  courts  would  uphold  the  contractual!  we  do  that  and  reach  60 
or  70^rSnt,  after  the  interminable  delay  of  supplemen  al  returns,  and 

ppeaU^the  courts,  and  it  may  be  4  or  5  years  after  .f  e  war  f  ^J 
before  we  come  to  a  final  settlement,  or  can  we  reach  it  by  renegotia- 
don      Now,  you  are  assuming  that  we  can  reach  it  by  taxes,  and  your 

™  by  renegotiation  we  are  forcmg  corporations  to  pass 

ulXiSs  Xch  they  lere  able  to  pay,  but  by  reason  of  war  busmess 

^rrrnlt^T^^^^^^^  creates  fear.  That  is  just  one  of  the  weak- 
nesses  of  th^law.  That  is  why  it  is  an  mi-American  and  dangeroua 
statute.    It  does  not  fit  into  our  mstitutions. 

Mr.  Robertson.  The  war  is  un-American  and  dangerous  and  we- 
did  not  go  into  it  voluntarily,  but  we  are  in  it,  and  being  in  it  we  have: 
got  to  do  some  un-American  things  to  wm  it. 

Mr.  JoNKMAN.  That  is  no  reason  why  we  should  make  the  war  more 
un-American  and  more  dangerous.  . 

Mr.  RoBERTOON.  That  is  the  point.  Too  many  are  urging  us  to 
superimpose  business  on  war  effort.  We  tried  it  m  1941  and  1942, 
and  we  almost  got  sunk.  We  have  got  to  realize  that  we  must  give 
up  some  of  our  personal  liberties  and  previous  rights  and  privileges 
in  the  interest  of  the  war  effort.  There  is  but  one  difference,  between 
you  and  me— one  major  difference.  I  said,  if  the  renegotiation  boards 
are  so  unfair  as  to  cut  the  net  profits  of  a  corporation  below  their 
base  credit,  either  on  the  basis  of  the  average  earnings  or  invested 
capital,  give  us  the  specific  cases,  so  that  we  can  get  the  tacts,  inat 
is  all  the  issue  is.     Thank  you. 

Mr.  Reed.  Mr.  Jonkman,  I  want  to  congratulate  you  on  your  state- 
ment.  There  has  been  plenty  of  evidence  coming  from  every  district 
in  the  United  States  from  people  that  cannot  with  safety  disclose 
information  as  to  their  treatment  by  the  administration  without  get- 
ting more  stringent  treatment  in  consequence  of  it;  and  I  for  one  am 
glad  that  vou  have  come  in  here  and  have  told  your  story.  And  I  think 
you  are  perfectiv  right  in  not  subjecting  your  group  of  corporations 
to  what  has  been  done  to  many  good,  honorable  businessmen,  ihey 
have  been  subjected  to  everything  but  the  thumbscrew,  class  hatred 
and  evervthing  else,  for  the  last  10  years,  and  of  course  they  have 
now  gotten  to  the  point  where  they  do  not  dare  to  disclose  their 
troubles  to  their  own  Government. 
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That  is  aU. 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
information  you  have  given  the  committee. 

The  next  witness  is  Hon.  Harris  Ellsworth,  a  Representative  in 
Congress  from  the  State  of  Oregon. 

STATEMENT  OF  HON.  HARRIS  ELLSWORTH,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  OREGON 

Mr.  Ellsworth.  Mr.  Chairman  and  members  of  the  committee,  my 
name  is  Harris  Ellsworth,  and  I  represent  the  Fourth  Congressional 
District  of  the  State  of  Oregon. 

I  have  a  very  brief  statement. 

As  I  understand  the  purpose  of  the  Renegotiation  Act,  it  is  to 
prevent  war  profiteering.  In  other  words,  by  means  of  renegotiating 
contracts  for  war  purchases,  the  Government  eliminates  or  recapturl 
unduly  large  and  unanticipated  profits  from  war  contracts.  I  can- 
not believe,  however,  that  those  who  framed  this  law  intended  it  to 
be  apphed  to  concerns  producing  ordinary  commercial  articles  or 
raw  materials  purchased  under  price  ceilings  or  on  competitive  bid 
below  price  ceilings.  The  fact  that  the  law  has  been  applied  to  such 
concerns  has  not  resulted  in  the  recapture  of  large  amounts  of  money 
as  testimony  before  this  committee  has  shown,  but  this  application 
has  caused  producers  of  ordinary  standard  commodities  a  consider- 
able amount  of  trouble,  and  every  renegotiation  proceeding  has  in- 
volved expense  on  the  part  of  the  Government  and  the  company 
concerned.  ^ 

I,  therefore,  respectfully  suggest  to  the  committee  that  the  present 
unreasonable  interpretation  of  the  existing  act  be  removed  bv  congres- 
sional amendment  of  the  renegotiation  law,  and  I  take  the  liberty  of 
suggesting  that  an  amendment,  which  I  believe  has  previously  been 
suggested  to  the  committee,  be  enacted,  which  would  exclude  from 
renegotiation : 

Any  contractor  who  provides  raw  materials  or  standard  commercial  articles, 
ordinarily  sold  for  civilian  use  and  purchased  either  under  open  competition  or 
subject  to  ceiling  prices  fixed  by  a  Federal  governmental  agency. 

The  second  point— and  this  applies  directly  to  the  area  I  represent, 
because  of  our  vast  lumbering  operations  there,  and  timber  stands- 
is  that  the  application  of  the  renegotiation  law  to  the  producers  of  our 
ordinary  lumber  is  most  unreasonable.  I  call  your  attention  to  the 
fact  that  those  who  are  responsible  for  enforcing  the  act  have  exempted 
many  mineral  products  well  advanced  in  the  degree  of  processing. 
Cement  is  exempted  from  renegotiation.  Aluminum  ingots,  copper 
billets,  refi-ned  lead  bars  and  ingots,  refined  silver  bars,  powders,  etc., 
are  exempted  also. 

The  exemption  so  far  as  the  logging  and  lumbering  industry  is 
concerned  applies  only  at  present  to  standing  timber,  logs,  logs  sawed 
into  lengths,  and  logs  with  or  without  bark.  Lumber  is  obviously  not 
a  finished  product,  but  is  a  material  similar  in  character,  so  far  as 
its  use  in  construction  is  concerned,  to  cement  and  lead  bars  or  alumi- 
num ingots.  The  ore,  as  taken  from  the  earth,  is  equivalent  in  the 
metal  processes  to  the  logs  as  taken  from  the  forest,  or  the  limestone 
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rock  as  used  in  cement  may  be  considered  the  equiva  ent  of  tlie  sawlog. 
Lumber  is  merely  a  sawlog  reduced  to  usable  lengths  and  sizes.  Ce- 
S  is  merely  limestone  rock  reduced  to  usable  powder.  Metal  mgots 
and  bars  are  merely  ore,  reduced  to  usable  form.  ^  j     v     «   u 

If  the  Renegotiation  Act  is  not  amended,  as  suggested  above,  it 
should  at  least  be  modified  so  as  to  place  lumber  manuf  acturmg  m  its 
nroper  place  among  the  raw  material  industries. 

The  Chairman.  We  thank  you  for  your  appearance  and  for  the 
fp<;timonv  vou  have  given  the  committee.  _l     -x       * 

Mt!  EliwoBiB.  Wk  you  very  much  for  the  opportunity  of 

"^The'c^iHMAN.  The  next  witness  is  Hon.  Adolph  J.  Sabath,  Repre- 
sentative in  Congress  from  the  State  of  Illmois. 

SIATEMEKT  OF  HON.  ADOIPH  J.  SABATH,  A  REPRESENTATIVE  IH 
CONGRESS  FROM  THE  STATE  OF  HIINOIS 

Mr  Sabath.  Mr.  Chairman,  my  name  is  Adolph  J.  Sabath,  and  I 
am  a  Member  of  Congress  representing  the  Fifth  Congressional  Dis- 

'"ThfcSmN.  The  Chair  .vould  like  to  state,  and  he  is  sure  he 
voices  the  sentiment  of  each  member  of  the  committee,  that  it  is  a 
creat  pleasure  for  the  committee  to  have  Mr.  Sabath  here  to  t^tify  on 
important  matter.  Adolph  J.  Sabath  as  we  all  know,  is  the  dean 
of  the  House  of  Representatives.  He  has  had  almost  38  years  of  dis- 
anguished,  unbroken  service  as  a  Member  of  the  House.  His  physical 
stamina  and  mental  alertness,  his  abUity,  experience,  patriotism  and 
statesmanship,  are  familiar  to  us  all. 
Mr.  Sabath,  you  may  proceed.  ,        ,    ,        i.  „ 

Mr.  Sabath.  Mr.  Chairman  and  gentlemen,  I  surely  have  been  com- 
pensated beyond  reward  for  coming  down  here  this  morning.  I  regret 
hat  time  does  not  permit  me  to  appear  before  many  committees  and 
urge  legislation  to  advocate  bills  pending  before  various  committees 
althougli  I  have  frequently  attempted  to  do  so.  But  today,  and  in  the 
last  few  days,  I  have  felt  that  it  is  a  duty  that  I  owe  not  only  to  my- 
self and  to  my  country  but  to  your  committee  to  come  here  and  urge 
that  you  do  not  yield  to  the  pressure  to  repeal  the  Renegotiation  Act 
I  understand  that  very  many  influential  gentlemen— and  when  I  say 
"influential"  I  mean  especially  those  who  represent  interests  con- 
trolling a  great  deal  of  wealth,  and  at  this  time  a  great  deal  of  war 
profit--are  trying  to  bring  about  the  repeal  or  modification  ot  this  act. 
I  myself  also  believe  that  it  should  be  amended,  and  I  advocate  and 
urge  that  it  should  be  amended  in  a  manner  whereby  a  civilian  board 
would  be  created— not  a  political  board,  as  my  friend  from  New  York 
fears,  and  of  which  anyone  might  justly  be  fearful,  but  a  nonpartisan 
board  that  will  be  selected  from  businessmen  and  manufacturers;  not 

politicians.  ,  ,  •  u  j       •  „i.  _ 

Mr.  Reed.    Mr.  Chairman,  will  the  gentleman  yield  for  just  a 

moment? 

Mr.  Sabath.  With  pleasure.  ,    ,  •       ,    . 

Mr.  Reed.  Judge  Sabath,  there  is  a  great  deal  in  what  you  say  in 
regard  to  the  appointment  of  the  board,  and  I  would  like  to  get  your 
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y^^Yli   ^^^"^^  y^^  ^ik®  to  have  that  board  appointed  by  the  Congress 

Mr.  Sabath  I  care  not  by  whom  it  is  appointed;  whether  it  should 
be  created  by  Congress— and  when  I  say  Congress  I  mean 

Mr.  Keed.  Congress  is  pretty  close  to  the  people. 

Mr  Sabath.  Yes;  it  should  be.  I  do  not  say  that  it  is  always  so 
but  It  IS  contemplated  and  expected  to  be,  and  I  hope  that  it  will' 
remam  always  close  to  the  people. 

Mr.  Reed  If  Members  of  Congress  are  not  close  to  the  people,  thev 
do  not  stay  long.    You  have  been  here  for  35  years ^     r    ,       j 

Mr.  Sabath.  Now,  again  you  are  trying  to  short-change  me  bv  2 
years.    I  have  been  here  37  years.  ^  j  ^ 

Mr.  Reed.  Oh,  I  am  sorry. 

Mr.  Sabath.  Well,  you  have  been  here  nearly  that  length  of  time 

Mr  Reed.  It  is  easier  for  me  to  see  it,  because  you  look  not  a  day 
older  than  you  did  on  the  first  day  I  was  here. 

Mr  Sabath.  Thank  you  for  the  compliment,  and  I  hope  that  you 
will  have  the  privilege  of  remaining  here  and  serving  as  long  as  I 
have,  and  feel  and  look  just  as  well  as  you  do  todav. 

Mr.  Reed.  Thank  you. 

Mr.  Sabath  Now,  I  am  not  interested  in  how  that  board  should  be 
appointed.    1  do  not  want  it  to  be  a  political  board. 

Mr.  Reed.  I  do  not,  either,  and  that  is  why  I  asked  the  question. 

Mr.  bABATH.  Nor  do  I  want  it  to  be  a  board  of  voung  lawyers  who 
do  not  understand  business  or  industry  or  the  trials  and  tribulations 
of  production.  I  want  experienced  men,  but  not  those  who  represent 
the  vast  interests  and  the  profiteers  that  are  endeavoring  to  bring 
about  the  repeal  of  this  act.  ^ 

That  is  recommendation  No.  1. 

I  believe  that  the  Renegotiation  Act  could  be  modified  so  that  it 

r9Tmn''''*^\^l?^m''  ^^""^^  ^^^^  ^l^''  ^"'^  t^^^'  ^^  ^ill  say'  ^t^ee^ 
Jt>25,UU0  and  $50,000  a  year,  and  whose  profit  does  not  exceed,  we  will 

say,  between  6  and  8  percent.  Of  course,  I  am  not  trying  to  give  you 
positive  figures  or  percentages,  because  I  have  so  much  confidence  in 
this  committee  that  I  know  that  when  they  go  into  executive  session 
they  will  succeed  in  bringing  about  a  righteous  bill  for  the  protection 
of  the  Government  and  the  small  businessman. 

The  hue  and  cry  on  the  part  of  those  who  are  here  to  revise  or 
repeal  is  that  they  fear  they  will  not  have  sufficient  money  after  the 
war  is  over  to  readjust  their  affairs.  That,  of  course,  was  not  the  com- 
plaint they  made  during  1930,  1931,  1932,  1933,  and  1934.  I  do  not 
object  to  their  remaining  in  a  position  where  they  can  continue;  but 
1,  as  one  Representative  of  the  country,  resent  the  war  profiteering 
proclivities  of  gentlemen  who  accumulate  reserves  whereby  they  can 
kill  off  all  small  business.  The  big  man  has  his  accountants,  he  has 
bookkeepers,  has  lawyers,  and  every  advantage  to  safeguard  his  in- 
terests. The  little  fellow  cannot  afford  it,  and  he  must  depend  on 
you  gentlemen  to  protect  and  safeguard  his  interests ;  and  I  am  in- 
terested, as  you  all  know  I  have  been  for  years,  in  the  small  manu- 
facturer, the  small  businessman,  the  same  as  I  was  during  the  last 


or  T  have  seen  the  injustices— how  the  big  boys  have  sought  to 
"""^  1  oil  tl?p  hii.in^^^^^^  taking  on  Government  contracts  that  they 
^S  ni  fuU  for  a  Ve^^^^^^^^  half  or  2  years  and  letting  the 
Se  fellow  i^^^^^^^  factory  doors  closed.    That  I  am  glad  to 

^  irvP  h^s  been  remedied  to  some  extent,  due  to  the  wisdom  that 
?^f  been  Drac^^^^^^  committee  and  by  Congress,  and  I  am 

te  urginran^^^^^^^^^  '^^'  ^^^  ^''''''  '^1^^'^'  ^''^TjlZt'lhl 
necessaFy  annoyances,  but,  at  the  same  time,  that  you  not  Permit  th^ 
^nr  nrofiteers  to  take  advantage  of  the  Congress  and  of  the  nation. 
Tt  ^rmaTntained  that  we  should,  and  that  we  must,  of  necessity 
•fi  ^^imWhv  "sacrifice" «  These  gentlemen  who  are  making 
::u£i^^  m  l£-sacrifice?^  They  do  not  understand 

!^  word  Thev  are  avaricious,  selfish  men  that  come  down  here. 
t^  Ztnlemln^hT^^^^^  my  colleague  stated  that  there  are 
fol  £ms  tha^^^^  fearful  of  giving  their  names  because  they  have 
beSi  Sly  treated.    When  asked  to  give  their  names   he  did  not 

selfi*  o-roups  would  have  done  to  the  country  and  to  us  aU. 

ihSntLT-d  exl'pfe%rirbusine.  firms  that  make 
lestthT  w\\Sy,$25,000to$%,0lK);  andtha^^^^^^^^^ 
not  be  limited  to  2Vo  or  2  percent  as  m  some  instances  it  nas  oeen ,  it 
A^ld  briimited,  we  will  say,  to  6  to  8  percent,  if  it  does  not  exceed, 
fowever,  frZ  $2'5 JOO  to  $50>0.  In  otLr  words,  let  us  protect  and 
safeffuard  those  that  need  to  be  protected  and  safeguarded. 

ift  us  te  fair.    I  hope  this  committee  will  come  to  such  a  conclu- 
sion and  that  it  will  give  consideration  to  the  suggestions  I  have  made 

T;m  Aef ul  and^hankf ul  to  the  committee.  I  have  no  prepared 
statement.  Somehow  I  never  have  the  time  to  prepare  then^  so  I  am 
obliged  to  speak  at  random.    It  is  a  little  raw  at  t™^.?;  That  ^  be 

cause,  unfortunately,  I  have  not  the  f "^^^"^  °*  ^  !«  DreseTmv 

the  other  o-entlemen.    But,  nevertheless,  I  am  trying  to  present  ray 

Lgto  tSThe  best  of  my  ability,  hoping  and  trusting  always  that 

they  will  be  understood  and  will  be  taken  into  consideration. 

T  thank  vou.  aentlemen,  for  your  courtesy.  ,..,.-   j 

The  rHlffiMlK   The  Ckair  would  like  to  state  that  in  his  judgment 

the  statement  of  Mr  Sabath  is  very  practical,  and  I  am  sure  it  will 

be  very  5ful  to  this  committee  ii  their  deliberations  and  m  com- 

''^^:Sk'ySluSi:Kh,*t;  your  appearance  and  for  your 
The^nl^' w"fn?i1"^^^^  William  J.  Miller,  Representative  from 

%T  MiUer  for  the  benefit  of  the  record,  will  you  give  your  name 
and  address  and  the  capacity  in  which  you  appear  ? 
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STATEMENT  OF  HON.  WILLIAM  J.  MILLER,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Mr.  Miller.  My  name  is  William  J.  Miller,  Representative  from 
the  First  Congressional  District  of  the  State  of  Connecticut. 

Mr.  Chairman  and  members  of  the  committee,  it  is  rather  difficult 
for  a  new  Member  of  the  House  to  have  the  misfortune  to  be  called 
upon  to  follow  the  dean  of  the  House. 

I  do  not  appear  as  an  expert  on  this  subject  of  renegotiation,  but 
because  it  is  of  vital  interest  to  the  district  that  I  represent  I  have  tried 
to  follow  its  developments.  I  have  tried  to  follow  the  act  since  it  was 
first  passed  by  Congress,  and  the  various  interpretations  of  the  act  and 
the  way  it  has  been  carried  out. 

I  agree  with  Mr.  Sabath  that  we  do  not  need  to  be  particularly  con- 
cerned about  the  larger  industries  that  are  engaged  in  the  war  effort. 
As  he  well  said,  they  are  able  to  take  care  of  themselves.  I  am  con- 
cerned, as  he  is,  about  the  effect  of  this  legislation  on  small  business,  and 
I  am  concerned  that  unless  some  amendments  are  written  into  the  law, 
some  day  soon  it  is  going  to  have  a  very  serious  effect  on  American 
labor.     I  will  get  to  that  a  little  later. 

I  have  talked  with  many  manufacturers  who  have  been  renegotiated 
and  some  who  fear  they  are  about  to  be  renegotiated,  and  all  of  the 
reports  are  not  bad.  I  would  like  to  call  the  attention  of  the  com- 
mittee to  a  letter  written  by  Mr.  Frederick  B.  Renssalaer,  chairman 
of  the  board  of  directors  of  the  United  Aircraft  Corporation,  which 
appears  on  page  1068  of  the  hearings  before  the  Naval  Affairs  Com- 
mittee in  June,  in  which  he  expresses  his  approval  of  the  way  the  act 
has  been  administered  as  it  relates  to  his  particular  corporation.  I 
had  that  letter  in  mind  when  I  said  that  large  units  of  industry  can 
care  for  themselves.  That  corporation  has  been  dealing  with  the 
Federal  Government,  with  the  War  and  Navy  Departments,  almost 
since  its  inception.  As  he  has  pointed  out  in  his  letter,  they  have 
gone  along  from  month  to  month  with  renegotiation  boards,  so  that 
at  the  end  of  the  year  they  have  been  able  to  close  their  books  rather 
quickly  and  know  where  they  are  at;  but  their  accounting  system  is 
set  up  to  work  with  the  accounting  systems  of  the  War  and  Navy  De- 
partments. 

Now,  the  small  manufacturer  who  has  not  done  all  these  things  with 
the  War  and  Navy  Departments  does  not  have  an  accounting  system 
that  ties  in  so  well  with  them  as  that  of  the  United  Aircraft.  But 
there  are  other  manufacturers  in  my  district  who  feel  that  there  has 
been  an  improvement  in  their  relationships  with  the  renegotiation 
boards  in  the  past  6  months. 

I  am  glad  that  this  problem  of  renegotiation  has  been  referred  to 
this  committee;  and  I  may  say  that  we  had  no  thought  of  criticism 
of  the  committee  that  reported  out  the  original  legislation,  or  the 
hearings  that  were  held  by  the  Naval  Affairs  Committee. 

I  think  there  was  a  very  real  need  for  this  act  when  it  was  passed, 
but  I  think  the  time  has  come  to  perfect  it.  I  think  we  all  know  that 
the  War  and  Navy  Departments  of  necessity  had  to  go  to  certain 
manufacturers,  such  as  the  Colt  Fire  Arms  in  my  district,  and  say  to 
them  that  we  needed  certain  guns  that  had  never  been  built  before, 
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and  nobody  could  tell  whether  that  gun  would  cost  $5,000  or  $10,000, 

an^who,  as  the  result  of  an  interpretation  of  the  term    subcontrac 

fheCrnalReS  Bureau  and  the  Treasury  Department  in  h^  tax 
matter  I  do  not  know,  but  I  suppose  it  is  up  to  the  committee  I 
Wwfhat  tWs  committee  knows  more  about  tax  legislation  than  any- 
S;ii  £  t"  ayman,  H  seems  as  if  those  who  have  net  earning 
Xr  taxes  away  down  to  3  percent  and  less,  should  not  be  put  to  tne 
™se  of  renegotiation.  lasked  several  manufacturers  during  the 
S  «if  theTfeh;  they  could  get  3  percent  net  after  taxes  m  this  ^« 
S  woulZthey  bl  Ltisfied?  and'from  the  largest  I  talked  to  down 
Ke  smallest  the  smallest  one  surprised  me  when  he  said  they  would 
tec*  t  3  pSt  on  anything,  and  &adly  said  they  -"Id  accept  ttiat 
and  "They  can  limit  me  to  3  percent."  Therefore  I  do  not  see  why 
they  should  be  subject  to  renegotiation.       ^      ^    ^      .         , 

Mr  WooDROTP.  Does  that  mean  3  percent  net  after  taxes? 

Mr.  EmNet.  after  taxes  and,  in  fact,  I  think  that  should  be 
the  maximum.  In  fact,  I  had  one  manufacturer  say  to  me  If  1 
thought  I  could  get  my  plant  back  in  about  as  good  condition  as  it 
was  when  we  started  in  the  war  with  the  same  amount  I  had  in  it,  I 
do  not  want  any  3  percent."  I  will  be  glad  to  sign  off  all  claims. 
And  I  think  that  is  the  general  consensus  of  opinion.  ,  ,  „^  « 

The  Chairman.  Do  you  mean  3  percent  on  the  capital  invested,  or  i 

percent  on  the  business  done  ?         ,     ,     .         ^,       j       -c^,  „^„,„r^1o 
Mr  MiiXEB.  Well,  3  percent  on  the  business  they  do.    For  example, 
as  you  know,  many  of  them  are  not  getting  3  percent  on  the  amount 

of  business  they  do.  ..  i  •        » 4.9 

Mr.  DiSNET.  And  that  is  regardless  of  the  capital  investment? 
Mr.  Miliar.  I  am  not  certain  about  that..  I  do  not  F^^nd  to  be 
a  tax  authority.  I  know  what  you  are  driving  at,  but  I  do  say  it  is 
my  observation  of  the  Eenegotiat  on  Act  and  f  a^i^^*'**«^°  *'^^* 
they  have  not  given  proper  credit  to  the  work  the  manufacturer  is 
doing.  They  are  not  working  a  40-hour  week.  I  know  many  man- 
ufacturers, the  executives  of  rather  large  concerns,  ^^^fJ^^^IE 
putting  in  15  and  16  hours  a  day.  And  that  l^.^ift  7^*^**fff^f  *^^ 
earnings  allowed  to  them.  Some  of  tliem  would  be  bf  ter  "«  to  20 
out  in  the  shop  and  handle  a  wrench,  rather  than  to  stay  on  the  job 

in  the  office  and  draw  what  profits  they  can  ""f  f '  and^^'^tn  *  ^nt^ 
have  been  before  the  renegotiation  boards  and  they  ha^f,g«ne  rnto 
things  that  I  do  not  think  Congress  ever  intended  should  be  taken 
up  under  renegotiation.  ^•      x 

I  do  not  think  it  is  necessary  for  me  to  say  I  am  not  appeahng  for 
any  legislation  that  will  allow  abnormal  profits.    I  thmk  we  are  all 
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agreed  that  all  we  are  concerned  in  is  a  method  that  will  prevent 
profiteering  in  time  of  war.  But  I  would  like  to  leave  this  sug- 
gestion with  the  committee,  in  the  hope  that  it  might  be  worked  out. 
I  think  some  assurance  should  be  given  to  the  owners  of  factories 
and  others  engaged  in  the  war  effort  that  when  this  war  ends  they 
will  be  allowed  to  have  adequate  reserves  to  convert  their  plants 
back  into  peacetime  operation.  I  realize  the  law  provides  for  that 
in  part.  I  believe  10  percent  of  the  excess  profits  are  put  aside  as  a 
reserve  and  will  go  back  to  the  manufacturer  for  conversion  in  the 
post-war  period. 

The  manufacturer  who  has  not  gotten  Government  contracts,  but 
has  paid  his  excess-profits  tax,  may  well  have  a  reconversion  prob- 
lem; he  may  have  more  of  a  problem  than  those  earning  excess  profits, 
who  are,  under  the  amendment,  as  I  understand,  now  provided  for, 
and  certainly  the  man  who  is  not  making  excess  profits,  who  has  no 
excess-profits  base  and  who  is  not  earning  enough  to  pay  excess 
profits,  should  have  some  funds  available  to  him  for  reconversion, 
and  that  is  where  the  effect  is  going  to  come  on  industry.  I  read 
the  testimony  you  listened  to  in  connection  with  one  of  the  larger 
units  of  the  aircraft  industry,  and  I  was  somewhat  surprised  to 
observe  their  report  that  their  reserves  would  only  handle  their  pay 
roll  for  about  2  weeks.  It  makes  you  stop  and  wonder  whether  it 
would  not  be  particularly  possible  and  advisable  at  this  time,  so 
that  the  manufacturer  and  laborer  can  have  some  assurances  of 
protection  in  the  post-war  period,  for  the  cancellation  clause  in  the 
contracts  to  be  revised,  so  that  they  will  have  some  assurance  there 
won't  be  a  definite  chopping  off  of  contracts  in  areas  such  as  the  area 
£  represent,  where  the  major  industries  are  engaged  wholly  in  the 

war  effort. 

Up  to  this  point,  I  have  referred  to  amendments  to  the  Renegotia- 
tion Act.  I  would  like,  if  it  is  wise  or  feasible,  to  repeal  the  act 
and  to  start  all  over  again,  and  from  what  testimony  I  have  read 
and  people  I  have  talked  with,  I  think  that  might  be  the  wise  course 
and,  if  I  were  to  be  bold  enough  to  make  any  recommendation,  it 
would  be  that  we  repeal  the  act  and  start  all  over  again  and  put  the 
problem  where  I  feel  it  rightfully  belongs,  that  is,  in  the  Treasury 
Department,  where  they  have  men  who  have  been  dealing  with  it 
right  along,  and  they  could  be  expanded  without  the  duplication  of 
the  War  and  Navy  Departments  and  the  Maritime  Commission  for 
doing  about  the  same  kind  of  work.  I  think  it  is  a  tax  problem  as 
to  whether  the  excess  is  repealed  and  a  new  act  written. 

Mr.  Disney.  Let  me  interrupt  you  there.  You  are  referring  now 
to  recapture? 

Mr.  Miller.  Yes. 

Mr.  DisNET.  Not  repricing? 

Mr.  Miller.  No;  recapture. 

Mr.  Disney.  What  about  repricing? 

Mr.  Miller.  Repricing  I  am  perfectly  satisfied  with  in  most  cases; 
but  recapture  should  be  definitely  under  the  control  of  the  Treasury 
Department  and  not  in  the  renegotiation  boards.  It  would  help,  j 
am  sure,  in  my  district,  if  we  could  have  a  better  definition  in  the  act 
of  subcontractors.  I  think  one  of  the  weaknesses  of  the  act  is  thai 
the  definition  of  subcontractors  in  the  act  is  so  broad  that  it  just  about 


takes  in  eve^body  who  does  any  business  with  a  contractor  engaged 
in  the  war  effort.  ^ 

.1  ^^i  I^iSNEY.  Will  you  have  time  to  give  some  special  thought  to 
tliat  for  the  assistance  of  the  committee  ? 
Mr.  Miller.  I  have  thought  a  great  deal  about  it. 

^^*  ^i^^^^'  ^^^^  ^^^  ?^^®  y^^^  thought  to  us  ? 
Mr.  Miliar.  I  was  going  to  ask  permission  to  revise  and  extend 
these  remarks.     I  have  jumped  over  them  in  an  effort  to  save  time. 
-C?^  Chairman.  Without  objection,  that  may  be  done. 

^y.nn^^i.^'f^''-  I T'^^  ^l^^""^  *^  ^""^^^^  ^y  vemviT^  and  include  my 
thoughts,  for  whatever  they  may  be  worth,  and  I  will  say  to  you,  in 
all  frankness  that  the  most  of  the  points  I  have  expressed  in  whJt  I 
have  said  today  are  thoughts  expressed  to  me  by  men  dealing  with 
he  problem  over  the  last  2%  years.  And  I  think  we  werrinvoTved 
m  this  war  effort,  perhaps,  earlier  than  many  of  the  other  States 
because  we  had  most  of  the  old  munition  industry,  such  as  the  Colt 
Patent  Fire  Arms  Co.  and  Pratt  &  Whitney  Aircraft  an^haveS 
them  for  a  longer  period  and  I  had  a  longer  period  to  Cve  it  than 

{  raXJ^foYy^ ttr^  ''-'  ^^"^^  '  -'-  ^^^^  queXntt^: 

mat  er  be  turned  over  to  the  Treasury.  Now,  if  that  Should  Cdone 
would  you  have  in  mind  creating  in  the  Treasury  a  new  bureau  o^ 
division  to  deal  with  this  separately  and  apart  from  tax  matters  or 
would  you  deal  with  it  entirely  as  a  tax  matter  ?  matters,  or 

Mr.  MiLi^  As  far  as  recapture  is  concerned,  entirely  as  a  tax 
KderL^ht  j!^^^^  "°"^'  "^  ^  ^^^^-^^  ^'  ma'npower  VUe^^ 

The  Chairman.  All  we  would  need,  then,  if  we  repeal  the  ^ifntnfo 
would  be  to  make  such  changes  in  the  revenue  laws,'^fn  the  income-' 
tax  laws  or  revenue  act  and  the  income  and  excess  orofits  t9w«  wwt 
woald  take  care  of  the  situation.  Is  that  your  idea^'  *^^^'  '^^'"^ 
^  Mr.  Miller.  That  is  what  I  am  trying  to  express ;  yes,  sir.    I  thank 

The  Chairman.  If  there  are  no  questions,  we  thank  you,  Mr  Miller 
for  your  appearance  and  for  your  very  interesting  statement  ' 

p.  Si^)    '  "'^'"■'""'  'J'^'^"^^"'"'  the  committee  took%  recess  until  2:30 

Afternoon  Session 

rec^'  hT  KoW  rn  "^  w  ^ '  ^  l'  ^^  "P«°  *»>«  expiration  of  the 
Tf '  n        ^o'^ert  L.  Doughton  (chairman)  presiding 
The  Chairman.  The  committee  will  resume  its  hearing 
mJ^k      1  .u'*?f  ^  ^^  "^'^  *>"«'•  tl»s,  afternoon  is  Mr    Maas    a 
t^^S:^J^l^ZS^;Z  Sea^l  —  --- 

STATEMENT  OP  HON.  MELVIN  J.  MAAS,  A  REPRESENTATIVE  IN 
CONGRESS  PROM  THE  STATE  OP  MINNESOTA 
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Mr.  Chairman  and  gentlemen,  I  feel  I  have  something  I  can  con- 
tribute to  this  conunittee,  having  taken  an  active  part  in  and  having 
passed  through  every  minute  of  the  extensive  hearings  of  the  Com- 
mittee on  Naval  Affairs  on  this  subject. 

The  origin  of  this  act,  I  think,  came  from  our  committee,  from 
hearings  we  held  a  year-and-a-half  ago,  as  the  foundation  that  led 
to  the  enactment  of  this  law.  As  the  result  of  our  recent  hearings 
on  the  operation  of  renegotiation  a  great  many  things  were  developed 
by  the  Naval  Affairs  Committee ;  so  that  I  felt  it  might  be  advan- 
tageous for  this  committee  to  have  a  summary  of  those  developments 
and  the  point  of  view  of  at  least  a  group  on  that  committee. 

You  have  before  you  an  alleged  report  from  the  Naval  Affairs 
Committee,  which  I  hope  you  fully  understand  is  not  a  report  of  the 
Naval  Affairs  Committe,  a  report,  in  fact,  which  had  never  been  seen 
by  any  member  of  the  Naval  Affairs  Committee  except  Mr.  Vinson, 
and  Mr.  Vinson  had  never  attended  a  single  meeting  of  the  Naval 
Affairs  Committee  while  it  was  holding  these  renegotiation  hearings. 
I  think  the  record  will  show  I  was  the  only  member  who  attended 
every  one  of  those  hearings  on  renegotiation,  and  on  several  occa- 
sions presided  because  no  other  members  were  present. 

The  origin  of  this  law  was  perfectly  understandable  and  legitimate, 
find  I  for  one  know  of  no  other  way  in  which  the  purpose  could  have 
heen  accomplished,  under  the  circumstances,  than  by  the  renego- 
tiation act.  I  am  convinced  that  we  did  the  right  thing  in  Congress 
in  having  enacted  the  renegotiation  law. 

It  was,  however,  primarily,  if  not  solely,  a  morale  measure.  Its 
purpose  was  to  prevent  creating  a  lot  of  war  millionaires  out  of  war 
contracts  and  war  profits,  and  I  think  nothing  would  have  threatened 
the  security  of  our  American  system  of  free  enterprise  more  than 
the  reaction  of  our  people  to  exhorbitant  war  profits. 

I  think  with  ten  or  twelve  million  men  coming  home,  if  that  situa- 
tion should  have  been  permitted  to  obtain,  we  would  have  had  a 
verv  serious  morale  situation  in  the  United  States. 

However,  the  act  was  designed  for  the  purpose  of  preventing  un- 
conscionable profits ;  it  was  not  intended  as  a  regulatory  measure  for 
busines's,  nor  was  it  primarily  a  revenue-raising  measure.  It  has 
certainly  become  a  regulatory  measure,  however,  in  its  operation. 

But  much  more  than  that,  it  has  placed  industry's  future  in  a 
strait  jacket,  if  not  in  complete  jeopardy. 

Mr.  Chairman  and  gentlemen,  I  have  no  criticism  as  to  the  amount 
of  money  that  has  been  left  to  the  war  contractors  as  net  profits  at 
all.  By  that  I  mean  the  take-home  profits.  I  do  not  believe  any- 
body has  been  unfairly  dealt  with  by  the  renegotiation  boards  so 
far  as  the  profits  they  have  been  allowed  to  take  home  are  concerned. 
That  is  not  the  concern  I  feel  in  this  matter. 

I  am  very  largely  concerned,  as  I  know  you  are,  with  the  fact  that 
the  operation  of  the  Renegotiation  Act  prohibits  industry's  ability 
to  meet  the  post-war  problems  that  industry  will  face.  Nothing  in 
that  law  prohiJDits  an  allowance  for  post-war  reserves,  but  the  policy 
of  the  joint  price  adjustment  boards  bars  an  allowance  for  any  post- 
war purposes. 

I  think,  perhaps,  we  could  even  take  more  of  the  net  profits  away 
irom  industry  if  we  make  adequate  provision  for  reserves  that  will 


permit  industry  to  do  what  it  has  no  sustenance  to  do,  now,  to  survive 
the  post-war  period  we  are  inevitably  going  to  face. 

Having  been  convinced  that  this  legislation  was  absolutely  essen- 
tial and  I  still  feel  that  it  was  essential,  we  examined,  in  the  Naval 
Affairs  Committee,  into  the  status  of  renegotiation,  to  see  how  it  was 
working,  in  order  to  determine  whether  we  should  recommend  any 

^  Oi^^  group,  I  might  say,  composed  prunarily  of  those  who  consist- 
ently heard  all  the  testimony  before  the  Naval  Affairs  Committee,  has 
now,  in  fact,  agreed  upon  a  recommendation  of  far  sweeping  import 
in  regard  to  the  future  of  this  law. 

The  greatest  indictment  of  the  continuance  of  the  renegotiation 
operations  is  that  it  does  not  induce  economical  or  efficient  operation. 
I  am  quite  certain  of  that  because  of  the  nature  of  those  operations 
The  result  of  renegotiation,  boiled  down,  is  cost  plus  a  percentage  of 
cost— profit,  the  thing  that  we  tried  to  get  away  from,  and  the  thing 
that  brought  on  all  those  scandals  in  the  last  war.  That  is  what  we 
have  as  the  net  result  of  the  operations  of  this  law,  is  that  it  tended 
to  discourage  efficient  operation.  It  has  certainly  discouraged  re- 
ducing costs,  because  if  an  efficient  operator  has,  by  good  manage- 
ment, reduced  his  costs  to  a  bare  minimum,  and  is  treated  on  a  per- 
centage basis,  the  same  as  his  inefficient  competitor,  whose  costs  re- 
main at  the  highest  level,  the  efficient  operator  is  being  penalized,  in 
effect,  for  lowering  his  costs.  The  efficient  operator  has  fewer  dollars 
left  as  a  profit  than  the  inefficient  producer.  The  more  you  reduce  the 
cost,  the  greater  the  profits,  and  renegotiation  takes  the  profits  away 
from  them,  and  taking  them  away  on  a  percentage  basis  has  dis- 
couraged efficient  management. 

Whatisthegreatestsingleelement  of  cost?    Labor. 

Gentlemen,  on  my  own  responsibility,  having  spent  months  of  time 
studying  this  matter,  I  am  prepared  to  say  to  you  that  there  are  cer- 
tainly now  many,  many  times  more  than  enough  men  wasted  in  indus- 
try to  make  unnecessarv  the  calling  of  fathers.  That  has  been  brought 
about  due  to  the  fact  that  there  is  no  incentive  under  renegotiation  for 
reducing  costs,  and  reducing  costs  primarily  means  the  most  efficient 
use  of  available  labor. 

I  have  been  through  a  number  of  war  plants  personally  and  have 
seen  groups  of  men  standing  around  idle,  and  when  I  asked  responsible 
officials  of  the  corporations  what  the  men  were  doing  I  have  been  told 
they  were  new  and  were  being  broken  in  and  could  not  work  a  full 
8-hour  day.  I  found  plants  where  every  machine  was  operating,  and 
yet  as  high  as  25  percent  of  the  men  being  employed  and  being  paid 
were  not  gainfully  employed,  so  far  as  contributing  to  the  war  effort 

is  concerned. 

I  think  we  must  from  now  on  induce  maximum  efficiency  and  reduce 
cost  to  a  minimum,  which  will  release  men  needed  badly  in  other 
activities  in  the  prosecution  of  the  war. 

Furthermore,  the  operation  of  the  Renegotiation  Act  has  had  an 
effect  resulting  in  very  loose  procurement  methods. 

In  the  haste  to  obtain  things  needed  to  carry  on  the  war  the  tendency 
has  become  one  of  haste  and  speed  rather  than  attention  to  cost,  and 
that  is  perfectly  understandable.  The  procurement  officers  feel  that 
it  does  not  make  much  difference  whether  they  get  the  best  possible 
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prices,  because  excessive  prices  will  be  recaptured  by  renegotiation 
anyway.  So  they  can  afford  to  be  very  careless  and  very  loose  in  their 
procurement  methods. 

Gentlemen,  after  3  years  of  experience  in  the  procurement  of  war 
materials,  and  with  17  months  of  experience  under  the  operation  of 
renegotiation,  the  procurement  services  should  certainly  have  a  suffi- 
cient experience  and  possess  background  enough  for  proper  pricing. 

If  renegotiation's  main  value  is  for  pricing,  then  it  is  unnecessary 
to  have  this  unworkable*  clumsy,  awkward  device,  one  that  is  actually 
slowing  up  production.  There  is  no  need  to  go  through  this  great 
rigamarole  of  renegotiation  merely  to  ascertain  proper  costs.  As  a 
matter  of  fact,  every  contractor  has  to  submit  a  cost  analysis  before 
he  gets  his  contract.  The  machinery  of  renegotiation  can  be  used  for 
cost  analysis  without  actually  renegotiating  every  contract  and 
upsetting  the  entire  management  of  every  firm. 

In  the  first  place,  when  we  opened  our  hearing  last  spring,  the  Navy 
had  renegotiated  only  16  percent  of  its  contracts. 

How  much  pricing  value  to  the  84  percent  of  the  Contracts  was  there 
from  renegotiation  ?  If  you  have  to  renegotiate  a  contract  to  get  the 
basis  for  repricing,  then  the  pricing  value  of  renegotiation  is  an  illu- 
sion, because  they  have  not  been  able  to  renegotiate  enough  contracts 
to  get  any  real  value  for  repricing  purposes.  If  the  present  rate  of 
renegotiating  continues,  we  will  still  be  renegotiating  World  War  II 
contracts  when  we  get  into  World  War  III,  so  where  is  the  pricing 
value  ? 

Maybe  they  expect  to  get  some  benefits  out  of  renegotiation  contracts 
of  this  war,  affecting  the  prices  in  the  next  war.  I  am  not  certain. 
They  are  not  getting  it  for  this  war.    I  can  assure  you  of  that  fact. 

Business  is  actually  slowed  down;  production  is  slowed  down  as 
the  result  of  renegotiation,  not  only  because  of  the  amount  of  time 
taken  by  the  executives  of  concerns  in  the  renegotiating;  that  is  an 
element;  but  there  is  also  the  fact  that  management  does  not  know 
where  it  is  going  to  come  out.  If  they  find  that  these  contracts  under 
renegotiation  have  made  a  profit,  the  profit  is  taken  away  from  them 
in  renegotiation,  and  thej  are  repriced  downward,  and  the  next  con- 
tract might  prove  to  be  disastrous  to  them.  So  there  is  no  inducement 
to  be  quickly  renegotiated  and  get  repriced. 

Policies  of  the  price  adjustment  boards  are  in  direct  conflict  with 
the  law,  certainly  with  the  intent  of  Congress.  Congress  has  said 
that  80  cents  out  of  every  dollar  is  the  maximum  that  would  be  taken 
in  taxes,  because  10  percent  is  held  as  a  credit.  The  actual  amount  to 
be  recaptured  in  taxes  is  80  cents  out  of  the  dollar,  and  it  is  said  that 
20  cents  should  remain  with  industry  to  reimburse  the  owners  of  in- 
dustry, the  owners  of  the  stocks,  which  means  the  vast  bulk  of  the 
American  people,  and  to  provide  for  the  contingencies  that  will  arise 
in  the  post-war  period. 

Renegotiation  entirely  ignores  that  law  and  the  policy  of  Congress, 
and  proceeds  to  arbitrarily  determine  in  every  instance  what  it  con- 
siders is  a  reasonable  profit,  without  a  formula  and  without  a  guide. 

Today  no  one  knows  what  is  meant  by  reasonable  profit.  Nobody 
on  anv  renegotiation  board  could  tell  us  when  we  held  our  hearings, 
even  remotely,  what  is  a  reasonable  or  unreasonable  profit.  There  is 
no  formula  or  guide  other  than  the  arbitrary  judgment  of  the  renego- 
tiation boards,  which  is  in  entire  conflict  with  all  other  acts  of  Con- 


„ress  dealing  with  tlais  type  of  subject.   It  is  an  entirely  foreign  con 
Infnf  the  American  economic  system,  and  of  equal  justice 
%ioseof^  who  went  through  the^  hearings  e«}7«\?"^  fol- 
loSd  them  carefully  think  thlt  we  can  ^-Pl-^^^^J^  ^ Wet 

"' I  wS  to  Snf oui  for  a  moment  that  unless  we  do  find  a  f ormuk 

undJr  i?^  unified,  economicfand  poUtical  control-was  miable  to  save 

'*On'the  other  extreme  of  social,  economic,  and  political  systems  was 
the^iat  Stish  Empire,  the  greatest  empire  >"  t^e  history  of  the 
^nrffl  with  access  to  unlimited  raw  materials,  m  control  ot  most  ot 
world,  with  access  lo  ui  systems  were  on  the  verge 

S^Ta  atd  coSleriestrSon  by  the  Lis,  neither  able  to  save 
?tself  But  both  have  been  saved,  but  by  what  and  by  ^^hom?  They 
Wbefn  saved  by  the  present  American  economic  system  and  by 
have  Deen  savea  " J^  .   i         rp.     reason  that  we  were  able  to  save 

iEiirS  colp^ ^th  KritS  rP=n^*  M 

^'xt'tMnrmlde  it  possible  for  the  United  States  to  save  ^e  rest 
nft  World  If  we  change  that  system  we  are  not  gomg  to  be  there 
°o  Sve  the  rest  of  the  wofld  the  /ext  time.  I  want  to  see  not  more 
nrofi?,  retained  by  industry  through  war  contracts  during  the  war  I 
C  nroDoS  =omJtWng  tLt  will  take  more  money  away  from  their 
I  /it^'fnr  «f  than  the  present  renegotiation,  but  which  will  provide 
^fnew  f or  Sustry  so  tK  can  usf  its  own  earnings  to  provide  for 
i  ffutuie  S  tliat  we  mav  not  have  huge  unemployment  in  America 
and  not  become  a  Nation'  looking  forward  only  to  a  Work  Projects 
Administration  for  a  career  for  generations. 

We  are  faced  with  a  situation,  if  renegotiation  continues  to  its 
logTcal  conclusion,  that  at  the  termination  of  the  war  we  w.ll  have 
thp  most  ffiffantic  unemployment  we  have  ever  had,  with  the  utter 
collapse  of  employment  in  the  United  States,  and  with  no  other  out- 
look ?han  a  Stic  Work  Proiects  Administration  program  for  the 
manhood  an^^womanhood  of  imerica;.but  th  s  tune  we  will  also 
hnvp   9    .rfffantic   Work   Projects  Administration   for  business   of 
America  ^wS  unless  industry  is  pei-mitted  to  retain  out  of  current 
farnTn-s'thTf ui:fds  with  which  to  convert  from  wartime  back  to  peace- 
dmrto  meet  the  situation  which  will  develop  -h^- ^^e  cont^^^^^^^^^ 
canceled,  unless  they  can  meet  the  pay  rolls  »*  ^^^J  f  8^™?^^ 
diirino-  the  period  of  conversion  we  will  have,  upon  the  terminaxion 
Sthel  contracts,  almost  complete  unemployment ;  and  business  itself 
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N«v.^Aff°1''^u**  ""^P  '*^  '*<^'?  ''P^n-  Before  our  Committee  on 
il?  Aflairs  the  only  answer  given  to  us  was  that  when  that  time 
comes  business  will  have  to  go  to  the  Government  with  its  hat  in  its 
hand  and  beg  for  a  loan  or  a  gift  from  the  Government  to  permit  it 
to  continue  or  to  reopen,  and  when  that  time  comes  the  American 

sjstem  wiuZlow.  ""  ''""'""'"  '^'^^'^  ''  S*"^''  ''"'*  ""'•  P^^^ical 

r^li!''"'^  this  is  the  most  dangerous  law  that  has  ever  been  passed  bv 
Congress    and  I  predict  that  unless  it  is  drastically  amended  ani 
proper  safeguards  provided  now,  it  will  prove  to  have  been  more 
dangerous  to  us  than  even  the  war  itself 
It  has  served  its  purpose     It  had  a  logical  purpose,  and  has  served 

an  adeqttVreS7^  "  """""'  '"  '""'  '"""''^^  *°  P^°^^'« 
thl  T.FfV  ^°"  that  the  Renegotiation  Act  should  terminate  as  of 
the  1st  of  January  1944.  I  do  not  recommend  its  repeal,  but  I  verv 
ardently  recommend  Its  termination.  As  to  what  has  gone  before,  I 
believe  that  everybody  having  had  contracts  with  thl^  Government 

fw^i^^f.^iV^^^"""^*  ^  renegotiated.  But  I  am  equaHy  certahi 
that  after  the  1st  of  January  1944  our  procurement  agencies  will  have 
had  sufficient  experience  in  pricing  to  protect  the  interests  of  the  Gov- 
ernment by  a  svstem  of  target  pricing  practices,  plus  their  esperi^nle 
ade^'uat"  "^  °°*  ^""""^^  ^"^''  additional  taxes  that  will  b^ 

r,r?fi?c^I«^^°H^^ri!''\^'"  """'  n-^  *'■■  ""^  ^•''^  "°  wartime  excess- 
profats  tax  We  had  to  have  something  of  this  sort,  th^t  is,  renegotia- 
tion, as  a  stop-gap.  Industry  was  asked  to  produce  things  which  had 
never  been  produced  before  and  upon  which  there  was  nofsclrtai^able 
basis  of  getting  costs.  But  that  has  changed.  Those  were  the  Dur- 
LTL'x ''h^  "'T'"f  °*  '^l""^-  Today  you  have  an  eSly  diC 
purpose.  ^^^  ^^^  excess-profits  tax  designed  for  this 

n„i[!!l''®''u  •""  "T  7*''  'ndustries  being  created  now.  Practicallv 
nobody  is  being  asked  to  make  new  types  of  things.    From  now  on 

Su"s'?^  h'  °^  I'Tv  ""^''^  J"i  ^  "«^  ^'»  ^  infimlesimal  Our  war 
industry  has  stabilized   and  that  condition  should  be  known   or  can 

become  known,  before  the  first  of  the  year.  ' 

reco°n^end?tZ?  T.  '^^K '"/  *''J"'  ^fT  t^e  Naval  Affairs  Committee, 
remnmends  that  the  act  be  terminated  as  of  the  1st  of  January  1944 
We  recommend  that  an  additional  tax  be  provided,  a  super^tax  if 
you  might  call  It  that,  and  we  could  also  make  provision  that  fere 
the  excess-profits  tax  is  levied,  there  would  be  set  up  by  the  coiwm! 

to  DroTec7?Lrf '■"'.^''  *"■  P''^'-t™'^h'P«.  adequate  ^reslrves  in  orfer 
JlS  k  -^  *"'■  ***  purpose  of  meeting  the  depreciation  of  inven- 

SctuTe'Tnd  "s.3  ^T.^'^'y  '^'  invenVies  far  exceed  the  capTl 
structure  and  surplus  of  the  corporations.    In  many  cases  thev  are 

twT  *''*'*  ^^"^.  Therefore  we  do  not  want  depLTaHon  to  wfpe 
rtiese  firms  out  of  existence.    Many  of  these  firms  haVe  stock  pilesThat 

rjlSy^d-teCJa-rY^*  "^''"^  ''''''  ^  ^^^  ^'^  '^^  ^^ 
tion  and  for  meeting  essential  pay  rolls  to  keep  the  oiSn^uions 


<^ing  until  the  concerns  are  again  on  a  productive  basis  after  peace 
^Sl^iously,  gentlemen  the  onl^^^^^^^^^^^^ 

a\tTcoS™:  w^i  b?frrwSt&^^^^^ 

money  to  give  to  these  business  concerns  and  ^f «»  tl^  war  is  over, 
-rcSis  wTnCrraKTp%^Sr»^ 
f  kn  fn^usS-h rfe^LS  fXoZp.^'^^^^^^^ 
^Sart^t^istioKn'rhatKy^  except  that  in  our  re- 

and  then  impose  your  P«sent  excess-profits  tax. 

And  we  recommend  m  addition  *«  *^%^**f  .C  r^^^^  20  per- 

^T^'  ^h^VZyTo^VdTaS  £^f  does'p^id^^^^^^^^  a'  defiU 

rLt^crL'e^^ings  t^^^^^^^^^^ 

We  are  concerned  with  providing  ess«rtial^^^^^^  ^^^^  ^ 

7-  fe^-niKveXr^r^^^^^^^^ 

then  I  want  to  maKe  f^^"'''^  ' ..         «  j  x„  f^  renegotiation,  and 

however,  you  will  provide  %^"**^^|-%o''A  or  some  tfme  soon,  as  it 
:  'Sting  pVo^^^^^^^^  that  carry  «>onomic  and|om^ 
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tiation  boards  to  carry  out  the  spirit  and  the  intent  of  Congress  itself. 

Some  of  the  reforms  that  are  necessary  are  mostly  administrative 
reforms,  but  I  do  not  believe  they  will  be  made  unless  there  is  a 
strong  voice  in  the  Congress  itself  indicating  what  its  intentions  are 
in  this  matter. 

Gentlemen,  you  have  within  your  hands  the  future  of  American 
industry  and  American  business,  and  the  American  system.  And 
having  that  in  your  hands,  you  have  the  future  of  the  world.  Twice 
the  American  system  has  Jiad  to  bail  the  world  out.  If  we  do  not 
retain  this  system  there  just  will  not  be  anybody  to  bail  the  world 
out  the  next  time.  Let  us  remember  gentlemen"  that  the  boys  over 
there  in  uniform  are  fighting  to  defend  the  America  that  they  left. 
They  expect  us  at  home  to  preserve  that  for  which  they  are  fighting 
to  defend.  '^ 

Thank  you,  gentlemen.  I  should  be  delighted  to  answer  any  ques- 
tions that  I  can. 

Mr.  Knutson.  Mr.  Chairman,  I  want  to  compliment  my  colleague 
from  Minnesota  upon  his  very  able,  lucid,  sane  statement.  He  has 
done  his  great  State  proud  this  afternoon.  I  am  proud  of  him  as  a 
fellow  Minnesotan. 

It  is  refreshing  to  know,  Mr.  Chairman,  that  we  still  have  in 
Congress  men  who  are  forward-]ookin,<T,  who  will  not  permit  them- 
selves to  be  swayed  by  passing  whims  and  propaganda  that  is  de- 
signed at  the  destruction  of  the  American  form  of  Government. 

Everything  that  you  have  said  is  not  only  timely,  but  is  as  true  as 
the  Gospel.  Throughout  the  hearings,  I  have  interrogated  various 
witnesses.  I  asked  several  witnesses— I  think  among  others,  Mr. 
Karker  and  Mr.  Rockey— if  we  could  not  accomplish  the  same  thing 
under  a  supertax  that  is  now  being  accomplished  under  renegotiation. 

I  thoroughly  agree  with  the  witness  now  before  us  that  there  should 
not  be  excessive  profits  or  any  new  millionaires  created  out  of  this 
war.    We  are  all  agreed  on  that. 

In  fact,  we  made  up  our  minds  to  that  in  the  last  war.  I  happened 
to  be  a  Member  of  the  Sixty-fifth  Congress  when  we  legislated  for 
that  war.  It  has  been  variously  estimated  that  we  made  23,000  mil- 
lionaires out  of  that  war.  I  do  not  know  whether  that  figure  is 
correct.  If  23  millionaires  emerged  from  that  war  it  was  just  23  too 
many. 

You  said  that  the  Renegotiation  Act  is  dangerous  and  un-Amer- 
ican. I  wonder  if  you  saw  the  statement  that  was  made  by  Mr. 
Karker  in  testifj^ing  before  the  committee  on  September  9.  Mr. 
Kn-ker,  chairman  of  the  War  Department  Price  Adjustment  Board, 
said: 

In  my  judgment  as  an  individual,  it  is  a  dangerous  and  un-American  statute. 
But  we  are  in  a  dangerous  and  destructive  war  which  justifies  unusual  precau- 
tions and  conditions. 

Mr.  Karker's  statement  would  have  been  stronger,  perhaps,  if  he 
had  left  his  last  part  of  the  statement  out,  because  no  matter  what  con- 
dition we  are  in  we  are  not  justified  in  destroying  American  institu- 
tions in  order  to  bring  liberty  or  freedom  to  other  parts  of  the  world. 
We  are  primarily  concerned,  I  believe— at  least  we  should  be  primarily 
concerned— with  preserving  American  liberties  at  home. 


And  I  agree  with  you  thoroughly  that  we  can  best  serve  the  objec- 
tives we  seek  to  attain  through  the  imposition  of  a  super  war  profits 
tax.  I  believe  I  saw  a  statement  in  the  papers  the  other  day  where 
vou  were  quoted  as  favoring  some  such  device  as  that.  ^.  •   „ 

^  Mr  Ma  AS.  Yes,  I  do.  I  am  satisfied  that  through  proper  pricing, 
which  is  certainly  possible  now-sufficient  experience  having  been 
Tined  in  the  pricing  of  these  various  articles  and  the  production  of 
tiiem  being  more  or  less  standardized-plus  a  supertax  d^rmg  the 
waTwill  serve  the  objectives  of  this  act.  Now,  if  that  is  true,  then 
Te  demand  for  the  continuance  of  this  law  must  have  some  other 
ulterior  purpose  than  to  accomplish  that.  And  I  ^^^^^^^f  ^^^^^^^ 
Knutson,  that  there  has  grown  up  entirely  unrelated  to  the  original 
Jirposes  of  this  bill,  a  determination  to  retam  this  device  not  to 
prevent  excessive  profits,  but  to  control  business ;  something  that 
certain  groups  have  been  trying  to  do  for  a  long  time.  They  have 
heretofore  hL  stopped  from'  doing  it.  The  only  tl^ng  ^«jf  ^y  ^^^^^^ 
now  discovered  this  law.  They  had  nothmg  to  do  with  its  creation, 
but  they  have  discovered  it,  something  that  they  could  not  have  planned 
so  well  themselves.    We  put  it  in  their  laps. 

Mr.  Knutson.  Well,  some  of  these  remodelers-I  might  term  them 
that,  because  that  is  what  they  want  to  do,  remodel  the  governmental 
structure  along  lines  they  have  long  cherished  and  dreamed  about- 
are  pretty  forward-looking.  This  is  not  the  first  legislation  that  has 
been  sent  up  from  the  executive  department  to  Congress  that  was  de- 
signed  to  remake  America.  Some  of  the  ingenuity  of  some  of  these 
planners  down  there  is  almost  fiendish,  devihsh. 
That  is  all,  Mr.  Chairman.  ^ 

Mr.  Maas.  This  bill  had  as  its  purpose  a  very  fine  objective,  Mr. 
Knutson.     That  objective  has  been  served. 

The  Chairman.  Mr.  Cooper  is  recognized.  ^  .  •     j      a 

Mr  Cooper.  Mr.  Maas,  you  would  not  designate  our  good  friend  and 
distinguished  colleague  from  South  Dakota,  Francis  Case,  as  a  remaker 
or  remodeler  of  American  institutions,  would  you  ?  .      ^i, 

Mr  Maas.  Yes,  in  the  sense  that  he  wants  to  remake  them  for  the 
better.    But  I  do  not  consider  him  one  of  the  crackpots  I  am  talking 

^  Mr.'  Cooper.  Certainly ;  and  there  is  nothing  about  him  that  is  de- 
structive at  all  ?  ,    T        . 

Mr.  Maas.  No,  I  do  not  think  there  is 

Mr  Cooper.  And  he  is  the  author  of  this  law,  is  he  not  f 

Mr.  Maas.  I  quite  agree;  I  supported  it  actively,  but  it  has  now 
served  its  purpose.  You  had  not  provided  the  country  at  that  time 
with  a  war-profit  tax.  You  now  have  an  excess-profit  tax.  You  did 
not  have  it  at  that  time. 

Mr  Cooper.  I  think  we  had  an  excess-prohts  tax. 

Mr.  Maas.  Not  this  80-percent  tax.  What  I  mean  is  you  had  an 
inadequate  system.    You  recognized  that  by  amending  it.    This  was 

^^  Mr^^Coo^.  Vou  did  not  use  the  word  "inadequate."    You  said  we 
did  not  have  an  excess-profits  tax. 

Mr.  Maas.  I  said  a  war  excess-profits  tax. 

Mr.  Cooper.  Oh,  yes ;  that  was  in  1940. 
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Mr.  Maas.  We  were  not  in  the  war  in  1940. 

Mr.  Cooper.  That  is  all  right.    We  were  preparing. 

Mr.  Maas.  That  is  not  what  you  told  us  in  the  1940  campaign. 

Mr.  Cooper.  The  excess-profits-tax  law  was  1940,  was  it  not  ? 

Mr.  Maas.  That  is  right.  We  are  quibbling,  because  we  both  agree 
that  what  I  mean  is  an  adequate  excess-profits  tax. 

Mr.  Cooper.  All  right.  You  say  that  this  was  a  proper  law  when 
it  was  enacted,  and  you  supported  it  ? 

Mr.  Maas.  That  is  correct. 

Mr.  Cooper.  And  you  think  that  sufficient  experience  has  been  gained 
and  it  is  no  longer  needed  or  necessary? 

Mr.  Maas.  I  certainly  do,  and  if  the  procuring  agencies  have  not  had 
enough  experience  by  now  to  price  these  things  properly,  get  some  new 
procurement  agencies. 

Mr.  Cooper.  But  you  are  not  in  favor  of  the  repeal  of  it? 

Mr.  Maas.  No,  no ;  I  certainly  am  not  in  favor  of  its  repeal.  Whether 
it  has  been  a  good  law  or  not,  you  have  renegotiated  a  large  part  of 
industry  and  you  cannot  treat  one  one  way  and  one  another.  So  I  am 
in  favor  of  completing  the  renegotiation  of  all  of  the  balance  of  1942 
and  all  of  the  1943  war  contracts. 

Mr.  Cooper.  If  we  do  not  need  it,  why  not  repeal  it? 

Mr.  Maas.  There  is  a  difference  between  repeal  and  termination.  I 
am  now  advocating  that  the  act  cease  as  of  the  1st  of  January  1944.  To 
repeal  it  would  mean  to  go  back  and  undo  all  of  the  renegotiation  that 
has  been  done.    I  am  not  advocating  that. 

Mr.  Cooper.  You  do  not  advocate  the  termination  of  the  act  on  Janu- 
ary 1, 1944,  unless  we  also  provide  for  what  you  term  a  supertax,  is  that 
right? 

Mr.  Maas.  That  is  correct. 

Mr.  Cooper.  The  purpose  of  enacting  such  a  super  war  tax  would  be 
to  prevent  excessive  profits  being  made  and  retained  by  war  contrac- 
tors, would  it  not  ? 
.  Mr.  Maas.  Exactly. 

Mr.  Cooper.  That  would  be  the  purpose  of  it? 

Mr.  Maas.  Exactly. 

Mr.  Cooper.  In  other  words,  the  purpose  of  such  a  tax  would  be  to 
take  away  from  these  war  contractors  these  excessive  profits ;  that  would 
be  the  purpose  of  it  ? 

Mr.  Maas.  That  would  be  the  purpose ;  and  to  provide  revenue  for 
the  running  of  the  Government  in  the  prosecution  of  the  war. 

Mr.  Cooper.  You  would  take  it  away  from  them  through  this  super 
war  tax. 

Mr.  Maas.  But  first  having  provided  adequate  reserves  out  of  their 
own  earnings,  which  is  not  done  now. 

Mr.  Cooper.  I  know,  but  if  you  will  permit  me,  let  me  get  to  that  a 
little  bit  later. 

Mr.  Maas,  you  would  impose  this  super  war  tax  to  take  away  from 
them  these  excessive  profits  made  out  of  the  war  ? 

Mr.  Maas.  That  is  correct. 

Mr.  Cooper.  Do  you  think  that  would  suit  these  contractors  any 
better? 

Mr.  Maas.  I  am  not  concerned  with  what  the  contractors  think 
about  it. 


Mr  Cooper.  Providing  that  you  take  the  money  away  from  them 
through  the  imposition  of  a  super  war  tax,  instead  of  taking  the  same 
money  away  from  them  through  the  Renegotiation  Act;  what  differ- 
ence do  you  think  it  would  make  to  them  ?  .   , .  «i  , 

Mr  Maas.  Oh,  it  would  make  a  great  deal  of  difference  because 
everyone  would  know  upon  what  basis  their  profits  were  to  be  based, 
and  they  would  all  know  that  thaj  were  being  treated  exactly  alike. 
Today  nobody  knows  how  anybody  is  being  treated. 

Mr  Cooper.  You  would  not  need  to  complain  if  the  same  number 
of  dollars  were  taken  away  from  them  one  way,  as  was  taken  away 
from  them  the  other  way?  .  ,    j.  _ 

Mr.  Maas.  No;  I  would  not.  The  vast  testimony  before  our  com- 
mittee was  not  objection  to  the  amount  of  profits  being  taken  away 
from  them,  it  was  the  method,  it  was  the  uncertainties,  and  the  tact 
that  they  were  allowed  to  retain  nothing  with  which  to  carry  on  alter 

their  contracts  were  canceled.  ,.,-,.    ^i  4.  ^t 

There  were  not  three  contractors  that  objected  to  the  amount  oi 
profits  being  taken  away  from  them  as  profits. 

Mr.  Cooper.  I  am  interested  in  getting  your  viewpoint  on  the  ques- 
tion of  post-war  reserves.  You  know,  of  course,  that  that  is  provided 
for  now  under  the  revenue  law. 

Mr.  Maas.  Inadequately,  grossly  inadequately. 

Mr.  Cooper.  Well,  it  is  a  question  of  degree.  You  are  not  taking  the 
position  that  a  post-war  credit  should  be  allowed  only  to  corporations 

engaged  in  war  contracts.  ^  ,  .  ,    ,    .  .  j.  i.i.         ^ 

M?  Maas.  No.  As  a  matter  of  fact,  I  think  that  is  one  of  the  most 
serious  defects  of  the  renegotiation,  that  it  deals  only  with  war  con- 
tractors. What  we  wanted  to  prevent  was  a  new  crop  or  new  crops  of 
millionaires.  You  have  not  prevented  that  at  all,  because  the  patriotic 
concern  that  got  into  war  contracts  and  thereby  increased  the  market 
of  his  competitor,  who  did  not  get  into  war  contracts,  is  penalized ;  but 
the  contractor  or  the  person  who  did  not  get  into  war  contracts  has 
benefited  by  the  war  because  he  has  gotten  customers  he  never  had 
before,  and  there  is  no  check  put  upon  him  by  renegotiation  at  all. 
The  supertax  that  I  am  talking  about  would  treat  him  exactly  like 

it  treats  the  war  contractor.  -.      i  j       ^  u 

Mr.  Cooper.  But  the  question  of  post-war  reserves  should  not  be 
confined  to  war  contractors?  .     i    i.  * 

Mr.  Maas.  Certainly  not.    I  am  interested  m  the  survival  of  Ameri- 
can business.  ,  .,  .         x 
Mr.  Cooper.  Well,  that  is  the  present  law ;  the  present  post-war 

credit  applies  to  everybody,  everybody  alike. 
Mr.  Maas.  That  is  right. 
Mr.  Cooper.  Whether  they  have  war  contracts  or  do  not  have  war 

contracts 

Mr  Maas  But  it  treats  the  war  contractor  entirely  differently  than 
it  does  the  nonwar  contractor,  because  the  10-percent  credit  may  be 
adequate  for  the  man  who  is  not  in  the  war.  He  is  buying  prudently, 
along  the  lines  of  his  needs.  But  the  war  contractor  today,  by  the  very 
nature  of  the  situation,  has  to  accumulate  reserves  of  materials,  has  to 
pile  up  his  inventory  many  times,  vastly  exceeding  m  many  cases  his 
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entire  capital  structure  and  his  surplus,  and  the  10-percent  war  credit 
IS  grossly  inadequate  to  meet  his  problem. 

Mr.  Cooper.  The  present  law  provides  for  a  post-war  credit  for 
everybody  alike,  and  you  favor  that,  I  assume  ? 

Mr.  Maas.  That  is,  if  they  get  up  to  the  maximum.  They  do  not 
have  It  unless  they  get  up  to  the  80  percent— or  the  90  percent. 

Mr.  Cooper,  It  provides  for  everybody  alike;  it  treats  everybody 
alike.  •^ 

Mr.  Maas.  Now,  on  the  question  of  the  post-war  credit,  where  did 
that  come  from  ? 

Mr.  Cooper.  It  was  considered  in  this  committee. 

Mr.  Maas.  Was  it  not  voted  down  in  the  House  and  put  in  in  the 
Senate  ?  * 

Mr.  Cooper.  That  may  be  correct. 

Mr.  Maas.  I  think  that  is  correct. 

Mr.  Cooper.  Anyhow,  the  present  post-war  credit  provision  applies 
to  everybody  ? 

Mr.  Maas.  Correct. 

Mr.  Cooper.  And  that  is  proper,  is  it  not? 

Mr.  Maas.  Absolutely.    I  thoroughly  agree  with  that. 

Mr.  Cooper.  Now,  the  question  whether  it  should  be  10  percent  or 
20  percent,  as  it  was  originally  in  the  view  of  this  committee,  or 
some  other  percentage— that  is  a  matter  that  of  course  should  be 
determined  after  it  is  thoroughly  and  carefully  considered. 

The  question  of  the  post-war  credit  is  not  confined  to  the  renego- 
tiation problem  at  all.  That  is  a  matter  in  connection  with  the  rev- 
enue law,  is  it  not  ? 

Mr.  Maas.  That  is  why  I  am  proposing  that  you  provide  through 
the  revenue  law  for  adequate  post-war  credits  to  all  American  bus- 
iness. 

Mr.  Cooper.  And  the  post-war  credit  is  now  in  the  revenue  law. 

Mr.  Maas.  But  inadequate. 

Mr.  Woodruff.  Mr.  Maas,  I  want  to  congratulate  you  on  your  fine 
statement.  It  has  been  stated  that  you  have  as  much  information  on 
this  subject  as  any  witness  who  has  appeared  before  us;  and  I  think 
more.  I  liked  your  conclusions  and  the  clarity  with  which  you  ex- 
pressed them,  and  I  think  the  committee  is  under  obligation  to  vou. 

Mr.  Maas.  Thank  you,  sir.  '^ 

Mr.  Woodruff.  That  is  all,  Mr.  Chairman. 

Mr.  Disney.  Keferring  again  to  the  post-war  credit,  if  the  money 
IS  taken  under  renegotiation,  and  that  10-percent  post-war  credit  is  not 
allowed,  as  I  understand;  what  good  does  it  do  them  unless  they 
pay  excess-profits  tax  ? 

Mr.  Maas.  That  is  correct. 

Mr.  Disney.  There  is  no  post-war  credit. 

Mr.  Maas.  That  is  right.  That  is  one  reason  we  urge,  if  you  do 
retain  it,  that  renegotiation  takes  place  after  taxes. 

Mr.  Disney.  That  takes  care  of  both  situations,  both  the  question 
of  taxes  and  post-war  reserves.  But  if  it  is  not  permitted  until  after 
renegotiation  it  seems  to  me,  as  you  say,  that  it  becomes  an  illusion. 


Mr    Maas.  It  does;  your  post-war  credit' becomes  an  illusion. 

Mr  Lync"-  Sn'if  as  I  understand,  you  have  stated  that  tWs 
reJSgotSon  laVW  a  fine  objective  which  has  been  served;  is  that 
correct?  . 

t.  Lr  J  AndX^Sjective  was  to  .e  that  there  was  proper 

^^Mr!  Maas.  No  ;  that  was  not  its  objective. 

^r'^r^r^'^^tri'l'^^l^Tf^^y  correct  the  gentleman^ 
T}!e  Durpose  of  the  bill  was  to  preVent  unconscionable  profits  The 
SprScame  in  after  it  got  in^o  operation.    That  was  not  its  con- 

''tfr"LYN?H  Accepting  your  version  that  the  purpose  of  the  bill 
was  to  Sent  unconscionable  profits,  up  to  the  present  writing,  would 
vou  say  that  it  has  accomplished  its  purpose? 

^  Mr  Maas  With  the  concerns  that  have  been  negotiated,  I  think 
yef  It  has  prevented  the  unconscionable  profits  that  otherwise  would 

M?L™ch  ^fiJi  after  January  1,  1944,  you  think  this  bill,  which 
hafthuX  prevented  unconscionable  profits  by  those  corporations 
which  have  been  renegotiated,  should  be  terminated? 
''Mr  Maas  Well,  I  So  not  think  you  ought  to  let  that  question  stod 
as  you  have  asked,  because  my  answer  would  have  to  be   N^'    Z*^^^^ 
k  lint  mv  nroDosal.    My  proposal  has  to  be  coupled— that  is,  my  pro 
no"^!  f^r  aCminationi-with  the  proposal  for  an  SS-Pe^cept  supertax 
nb!rtWxDlanation  that  at  the  time  this  law  was  enacted,  there  was 
£  an  Xuate  exTes^^^^^^^    tax,  in  the  first  place;  and  in  the  second 
jte'thaSre  was  n^  experience  upon  -hichproi>erpricmg  could 
L  based     Both  of  those  situations  have  changed.    We  now  have  at 
least  a  more  adequate  excess-profits  tax,  and  we  now  have  a  basis  to 

ascertain  costs  reasonably  accurately.  .rlenuate  excess- 

Mr  Lynch   You  do  not  believe  we  still  have  an  adequate  excess 
nrofits  to  Md  you  are  in  favor  of  a  further  supertax  of  85  percent? 
^  Mr  Mfis  Th^at  is  correct.    I  said  you  had  a  more  adequate  one 
but  in  my  ekimation  it  is  not  sufficiently  adequate,  so  I  propose  the 

'"Sl'r.'LxKCH.  When  you  say  that  you  desire  to  have  reserves^t  aside 
before  renegotiation,  so  that  you  will  not  have  a  W.  P.  A  after  the 
war  what  you  are  actually  aimmg  at  is  this,  is  it  not?— that  these  un 
TonSabfe  profits  should  be  used  in  part  by  the  corpora  -"S  to  -t 
up  reserves  for  these  corporations  after  the  war.    That  is  what  you 

^  XM^is^'well,  my  answer  is,  it  is  not,  because  I  do  not  like  your 
chle  of  words.  'Yo^u  impute  to  me  that  I  want  to  "se  some  uncon- 
scionable profits.  They  are  not  unconscionable  profits  They  aie  not 
eve'n  profits  until  after'iaxes.  I  am  talking  «hoi;t  -tog  ^ij  o^^^^^ 
current  earnings  adequate  reserves.  I  am  "ot  talking  about  uncon 
scionable  profits.  I  am  not  any  more  conscienceless  than  the  gentle 
man  is. 
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Mr.  Lynch.  I  am  not  saying  that  you  are  conscienceless  or  that  you 
have  a  conscience. 
Mr.  Maas.  Well,  I  admit  that  is  debatable. 

Mr.  Lynch.  I  assume  the  latter.    I  do  not  think  it  is  debatable 
But  my  pomt  is  simply  this.    Here  we  have  unconscionable  earnings 
let  us  say,  so  you  and  I  will  not  disagree ;  we  have  unconscionable  earn- 
ings on  the  part  of  corporations.    Now,  as  I  understand  your  propo- 
sition,  it  IS  this:  That  out  of  those  unconscionable  earnings,  a  certain 
aniount  of  money  should  be  set  aside  for  post-war  reserves. 
Mr.  Maas.  Correct. 
Mr.  Lynch.  Is  that  correct? 
Mr.  Maas.  Correct. 

Mr.  Lynch.  Now,  do  you  not  think  that  is  a  very  poor  premise  upon 
which  to  proceed  to  set  aside  anything,  when  you  first  admit  that  that 
which  you  are  setting  aside  is  an  unconscionable  earning? 

Mr.  Maas.  Well,  I  have  never  admitted  that.  The  gentleman  is 
the  only  one  who  has  admitted  it. 

Mr.  Lynch.  You  just  said 

Mr.  Maas.  Earnings  are  not  unconscionable  unless  you  do  not  be- 
lieve in  the  American  system.  Earnings  are  conscionable.  The  only 
unconscionable  thing  would  be  profits  which  are  only  that  part  of  the 
earnings  that  is  left  after  you  have  paid  costs  and  taxes.  I  do  not 
admit  the  gentleman's  premise  that  these  earnings  are  unconscionable 
Mr.  Lynch.  Well,  let  us  not  get  excited  about  it.  First  I  was  will- 
ing  to  talk  about  unconscionable  profits  and  you  were  not  willing  to 
talk  about  unconscionable  profits.  Then  I  tried  to  be  agreeable  and 
talk  about  unconscionable  earnings,  and  first  you  agreed  with  me 
and  then  you  did  not.  Let  me  take  it  this  way.  Let  us  go  back  to 
these  unconscionable  profits. 

You  take  the  man  who  had  an  invested  worth  of  $600,000  in  1942 
and  he  made  $700,000  profit  after  taxes  the  same  year.  Now,  I  think 
you  and  I  could  agree  that  that  is  an  unconscionable  profit,  could  we 
not?  ' 

Mr.  Maas.  If  you  are  saying  now  that  that  is  a  net  profit  ? 
Mr.  Lynch.  Yes. 
Mr.  Maas.  I  agree  with  you. 
Mr.  Lynch.  That  is  what  I  am  talking  about. 
Mr.  Maas.  I  agree  that  to  permit  the  retention  of  that  amount  of 
profit  would  be  unjustified. 
Mr.  Lynch.  I  think  we  are  right  on  that. 
Mr.  Maas.  Yes. 

Mr.  Lynch.  Now  the  only  difference  between  us  is,  how  to  get  that 
back  And  your  theory  is  it  should  be  gotten  back  through  taxes. 
My  theon^  is  that  the  man  should  never  have  been  allowed  to  make 

i^  ^Tc   ^^^  -P^^^?'  ^  ^^^*  *^^^^  ^^^"^^  "o^  come  into  the  question. 

Mr.  Maas.  I  quite  thoroughly  agree  with  the  gentleman. 

Mr.  Lynch.  Very  well. 

Mr.  Maas.  That  is  my  objection  to  renegotiation ;  it  permits  a  loose 
pricing  system  that  permits  these  profits.  If  you  had  a  proper  pricing 
m  the  first  place,  and  you  had  due  diligence  in  the  awarding  of  the 
contracts  and  in  the  readjusting  of  the  prices,  these  profits  would  not 
have  accumulated.    But  because  they  know  they  can  recapture  them 
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through  renegotiation,  there  is  a  tendency  to  be  very  careless  in  the 

^"^M^^ynch.  That  has  not  been  the  testimony  before  this  committed. 
The  testimony  before  the  committee,  Mr.  Maas,  has  been  this:  ihat 
the  Government  did  not  know  and  had  no  means  of  knowing  what  the 
nrices  of  these  various  materials  were,  and  that  the  manufacturers, 
themselves,  in  all  good  faith  in  many  instances,  did  not  know  what 
the  prices  should  be;  and  that  in  many  instances  they  came  back  and 
voluntarily  readjusted  their  prices.  But  there  were  many  others, 
thousands,  who  did  not  do  that,  and  that  was  the  original  purpose— 
at  least  I  think  it  was— of  the  renegotiation  law;  that  there  should 
be  a  proper  gross  pricing,  as  it  were,  and  that  there  should  be  no 

excessive  pronts.  .  .        .  -it.      1 1 

Now,  it  has  been  said  here  that  this  law  is  un-American.  1^  rankly, 
I  do  not  see  it.  Perhaps  you  can  enlighten  me.  Up  to  now  it  has  had 
a  fine  objective  which  has  been  served,  and  apparently  carried  out  in 
a  fair  way.  How  it  could  have  been  American  in  those  days  when  we 
needed  it  and  how  it  could  be  un-American  after  January  1, 1944, 1  do 

not  understand.  ,  ,      .  a        •    « 

Mr.  Maas.  May  I  explain  that  to  the  gentleman  what  is  un-American 

about  this  law  ? 

iM[j.  Lynch.  Yes. 

Mr  Maas.  Not  the  recapture  of  excessive  profits,  because  this  is  not 
the  only  way  excessive  profits  can  be  captured.  This  is  an  un-American 
wav  of  doing  it,  because  under  our  American  system  and  Anierican 
philosophy,  all  are  equal  in  the  eyes  of  the  law  and  all  must  be  dealt 
with  on  the  same  basis  in  the  eyes  of  the  law.  All  are  not  guaranteed 
equal  treatment  under  renegotiation.  One  concern  may  be  permitted 
a  10-percent  retention ;  another  concern  may  be  permitted  a  half  of 
1  percent.  I  know  one  concern  that  was  allowed  only  four-tenths  of 
1  percent  and  another  in  a  similar  line  of  business  was  allowed  to 
i-etain  19  percent.    That  is  what  is  un-American  about  it. 

Mr  Lynch.  Then,  Mr.  Maas,  you  think  that  the  only  American  way 
really  for  the  Government  to  go  ahead  and  get  this  man's  excessive 
profits  back  would  be  cost  plus  a  fixed  fee  or  a  certain  percent? 

Mr.  Maas  .  No.  I  am  opposed  to  a  certain  percentage,  because  that 
is  what  this  results  in.    It  results  in  cost  plus  a  percentage  of  cost  as 

profit.  ,       .  .     , 

Mr.  Lynch.  The  testimony  has  been  that  in  one  instance  one  con- 
cern manufacturing  a  certain  article  was  allowed  a  20-percent  profit, 
if  I  recall  correctly,  on  the  theory  that  it  had  reduced  its  costs  so 
greatly ;  it  had  helped  other  concerns  by  giving  them  the  know-how 
to  do  the  same  job;  had  loaned  its  blueprints,  and  what  not,  to  other 
concerns ;  and  as  a  result  of  their  great  reductions  in  cost  they  were 
allowed  a  higher  percentage  of  profit.  -,        ,       .     i  o 

Mr.  Maas.  How  does  the  gentleman  know  that  that  is  the  case? 
Mr!  Lynch.  I  only  know  it  from  the  testimony  that  has  been  given 

here 

Mr.  Maas.  What  testimony  ?  They  do  not  tell  the  contractor  upon 
what  basis  he  is  renegotiated,  so  he  does  not  know  what  the  elements 


1 


are. 


Mr.  Lynch.  But  the  testimony  was  given  here- 
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Mr.  Maas.  By  the  industry  witnesses  or  by  the  Price  Adjustment 
Board  witnesses? 

Mr.  Lynch.  If  you  will  read  the  testimony,  I  am  sure  you  will  find 
it.   That  is  the  statement  they  made  on  the  record  here. 

Mr.  Maas.  By  whom ;  can  you  tell  me? 

Mr.  Lynch.  Yes.  I  believe  it  was  made  by  Judge  Patterson,  if  I 
remember  correctly,  or  by  the  Assistant,  who  was  sitting  with  him. 

Mr.  Maas.  But  that  is  one  of  the  Government  witnesses. 

Mr.  Lynch.  They  are  the  ones  who  come  to  the  determination. 

Mr.  Maas.  Yes;  but  they  do  not  tell  anybody  how  they  arrive  at 
that  determination. 

Mr.  Lynch.  They  did  not  give  the  particulars  as  to  all  the  items 
that  made  up  their  award,  so  far  as  I  can  remember  in  that  particular 
case,  but  they  did  very  definitely  say  in  their  testimony  that  for  effi- 
ciency they  gave  a  higher  percentage.  Now,  how  they  arrived  at  that 
percentage,  I  do  not  know. 

Mr.  Maas.  Well,  you  should  know. 

Mr.  Lynch.  Just  a  minute.  I  am  talking  about  that  particular 
case. 

Mr.  Maas.  All  right. 

Mr.  Lynch.  And  when  you  come  to  the  question  of  efficiency,  I  do 
not  think  you  can  measure  it  altogether  in  dollars,  myself . 

Mr.  Maas.  Li  any  way,  you  can  measure  it.  If  you  are  going  to 
treat  all  alike  and  give  everybody  consideration  for  having  been  more 
efficient,  for  having  reduced  costs,  for  having  been  cooperative  in 
making  their  blueprints  and  patterns  available,  can  you  tell  this  com- 
mittee or  the  Congress  how  much  weight  has  been  given  for  reducing 
their  costs  and  for  making  available  their  blueprints,  so  that  if  I 
make  available  my  blueprints  I  can  know  how  much  credit  I  am  going 
to  get  ? 

Mr.  Lynch.  You  know  from  experience  that  that  is  an  intangible 
thing  which  is  very  difficult  to  do ;  and  it  seems  to  me  that  American 
business  is  getting  to  be  pretty  small  in  some  respects  when  their 
efforts  in  the  war  are  to  be  computed  and  the  so-called  profit  is  to  be 
computed  altogether  by  what  somebody  else  gets  and  not  what  is  a 
fair  return  on  their  own  investment;  and  I  think  the  crux  of  this 
whole  thing  is,  not  what  A  corporation  gets,  or  not  what  B  corpora- 
tion gets,  but  it  has  to  do  with  the  invested  capital  or  net  worth,  and 
whether  or  not  a  job  has  been  done. 

Mr.  Maas.  Do  I  understand  the  gentleman  means  that  he  is  in  favor 
of  limiting  the  return  to  the  invested  capital  or  the  net  worth? 

Mr.  Lynch.  I  think  very  definitely  that  when  profits  run  far  in 
excess  of  invested  capital  or  net  worth,  something  should  be  done, 
and  that  is  why  we  had  this  renegotiation  law.  I  think  it  represented 
a  fine  objective  to  be  served.  I  do  not  think  the  objective  has  been 
fully  attained  as  yet. 

Mr.  Maas.  You  think  too  much  profit  has  been  allowed  ? 
Mr.  Lynch.  I  think  too  much  profit  in  the  first  instance  has  been 
earned  by  these  companies ;  yes. 

Mr.  M!aas.  But  has  too  much  profit  been  allowed  after  renegotia- 
tion ?    • 

Mr.  Lynch.  I  do  not  know  whether  too  much  profit  has  been 
allowed  after  renegotiation;  but  Judge  Patterson  said  yesterday  that 


•even  after  this  war  was  over  he  would  be  criticized  for  allowing  so 
"'Mr.  mII^s.  I  do  not  think  he  need  have  any  apprehensions  what- 
'^Tll^li^ffim  glad  to  hear  you  say  that.  He  has  done  a  splen- 
^'mAaas.  But  I  thought  you  said  he  had  not  done  a  swell  job. 

Mr.  J^AT*But'you  said  this  law  had  not  done  a  swell  pb.    Of 
course,  you  will  defeat  your  own  purpose  if  y^^^^f'^^Jl''^^^^ 
because  you  will  have  many  corporations  that  will  limit  ^heir  Pio^^^^ 
tion  to  $500,000.     You  will  defeat  the  purpose  of  the  whole  flnng 

Mr.  Lynch.  I  feel  sorry  for  the  boys  in  the  camps  and  ^  the  field 
if  the  corporations  are  going  to  limit  their  production  to  $oOO,000  so 

as  to  make  sure  they  will  get  all  they  can.  factories 

Mr   Maas.  That  is  already  being  done.    A  great  many  lactones 

arflimidng  their  production  to  $100,000  so  as  to  escape  renegotiation 

""""Mr   Lynch.  Can  you  give  me  the  names  of  any  companies  that 
have  slowed  down  their  p'roduction  in  order  to  escape  renegotiation? 

Mr  Maas.  I  did  not  say  they  had  slowed  down  their  production 
I  said  the  net  result  has  been  slowed  down  because  they  had  not 
^Deeded  up  because  of  the  uncertainties  of  renegotiation. 

Mr.  Ly^ch.  What  companies  do  you  know  of  that  have  not  speeded 

up  by  reason  of  renegotiation?  .      -^  -.^    a    r.4-  w.^r.  f.^,. 

V.  Maas.  I  think  a  gi'eat  many  companies,  if  it  had  not  been  for 
the  uncertainties  of  renegotiation,  and  if  it  had  not  been  te  the  fact 
that  thev  would  be  penalized  by  greater  efficiency,  which,  of  cours^ 
would  result  from  more  speedy  completion  of  their  contracts,  would 
have  been  able  to  complete  them  sooner.  , 

Mr  Lynch.  I  am  asking  you  what  companies  you  know  of  that 
have  slowed  down,  or  have  not  been  able  to  attain  high  production, 
by  reason  of  renegotiation.  u«4:^^^ 

Mr  Maas.  Well,  I  think  there  was  a  shipbuilding  concern  before 
our  committee— the  name  does  not  readily  come  to  my  mmd— that 
manv  of  us  on  the  committee  were  convinced  had  not  anywhere  near 
attained  its  maximum  rate  of  production,  and  the  explanation  was 
given  because  of  the  uncertainties  and  the  fact  that  they  would  be 

^^Understand,^  I  am  not  here  defending  business.  I  do  not  think 
American  business  needs  any  defense.  I  think  the  eighth  woiider  of 
the  world  was  the  job  in  which  American  industry  converted  from 
peacetime  production  into  the  greatest  war  mass  production  m  the 

history  of  the  world.  .         .    i    x      u 

Mr.  Lynch.  I  quite  agree  with  you  that  American  industry  has 
done  a  remarkable  production  job ;  but  the  very  fact  that  you  have 
agreed  that  there  was  a  need  for  renegotiation  at  one  time  shows  to 
my  mind  that  American  industry  was  very  vitally  concerned  with 
excessive  profits,  and  that  although  many  of  them  that  were  really 
patriotic  came  in  and  were  renegotiated  voluntarily,  yet  there  was  a 
need,  and  I  think  there  still  is  need  for  this  bill  for  those  others  who 
want  to  keep  all  th-e  profit  they  made  regardless  of  the  fact  that  such 
profits  are  wholly  excessive  in  proportion  to  their  net  worth. 
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Mr.  Maas.  Well,  in  the  first  place,  I  do  not  know  of  any  large  seg- 
ment of  industry  that  opposed  the  enactment  of  the  Renegotiation  Act. 
By  and  large,  mdustry  was  no  more  desirous  of  these  excessive  profits 
than  we  were.  It  was  the  inability  of  the  Government  to  determine 
an  adequate  price  that  necessitated  this.  And  who  permitted  these 
excessive  profits  in  the  first  place  ? 

Mr.  Lynch.  Both  industry  and  Government.    They  did  not  know 
what  the  price  was. 
Mr.  Maas.  Who  establishes  the  price? 
Mr.  Lynch.  Industry  and  Government. 

'     ?I^'  ^^^^'  ^^ '  Grovemment  establishes  the  price  for  what  it  pays. 

Mr.  Lynch.  But  they  are  now  under  renegotiation. 

Mr.  ^Iaas.  No  ;  right  along.  If  exorbitant  profits  are  being  made 
now,  after  3  years  of  experience  in  procuring  war  materials,  it  is  the 
failure  of  the  procurement  agencies  to  obtain  adequate  protection 
through  proper  pricing  in  the  first  place. 

Mr.  Lynch.  The  fact  of  the  matter  is,  Mr.  Maas,  that  when  these 
contracts  were  entered  into  both  the  Government  and  industrv  agreed 
upon  the  price,  and  it  is  only  now,  when  the  profits  have  proved  to  be 
excessive,  that  the  Government  is  renegotiating  the  price,  and  now  the 
Government  is  setting  the  price.  But  up  to  this  time  both  Govern- 
ment and  industry  entered  into  this  agreement,  and  it  takes  two,  as  vou 
know,  to  make  a  contract. 

Mr.  Maas.  No  ;  it  does  not.  The  Government  can  make  contracts 
without  your  consent  in  these  days. 

Mr.  Lynch.  It  takes  two  to  make  a  contract ;  and  in  every  instance 
we  have  had,  even  with  renegotiation,  the  result  has  been  that  these 
people  have  come  to  the  Price  Adjustment  Board  and  have  agreed 
upon  what  price  they  would  take. 

Mr.  Maas.  That  is  correct;  they  have  agreed  on  the  price,  and  if 
there  was  a  profit,  the  Government  would  recover,  but  if  there  was  a 
Joss  the  Government  did  not  guarantee  their  loss. 

Mr.  Lynch.  Certainly  not;  but  where  there  have  been  losses,  the 
government  has  m  instances  increased  the  price. 
Mr.  MAAa.  In  instances ;  yes. 

Mr.  Lynch.  And  the  losses  are  only  instances;  because  so  far,  from 
all  the  testimony  that  has  been  given  before  this  committee,  there  has 
not  been  a  single  man  who  has  come  in  and  stated  that  he  has  lost 
money  on  a  contract  into  which  he  entered  with  the  Goyernment— not 
one  single  one.  They  are  coming  in,  not  for  replacement  of  their  losses, 
but  to  try  to  keep  the  gains  they  have  gotten. 

Mr.  Maas.  I  do  not  know;  but  the  testimonv  before  our  committee 
was:  not  m  trying  to  keep  their  profits  as  profits.  Most  of  the  testi- 
mony before  our  committee  was  requesting  some  method  whereby 
reserves  could  be  set  aside.  We  had  practically  no  testimony  com- 
plaining as  to  the  net  amount  of  take-home  profit  that  was  left  them. 
Mr.  Lynch.  Well,  most  of  the  testimony  before  this  committee  has 
been  some  awful  complaint  about  loss  of  profit  and  comparatively 
Jittle  about  reserves.  ^ 

Mr.  Maas  Of  course,  I  am  interested  in  seeing  that  sufficient  profits 
are  permitted  to  be  retained  to  induce  capital  to  continue  to  be  invested, 
because  that  is  the  American  idea.  If  you  take' profits  away,  you 
destroy  the  American  system.  J'?  J"" 

Mr.  Lynch.  There  is  no  question  about  that. 


Mr.  Maas.  And  the  vast  bulk  of  the  stockholders  of  this  country 
are  small  people. 

Mr.  Lynch.  That  is  all.  .  ^i    ^  t  «fu«^ 

Mr  Cooper.  Mr.  Maas,  you  made  one  statement  that  1  was  rather 
interested  in.  You  said  something  about  disinterested  ^^jtnesses  ap- 
nearing  at  this  hearing.  What  was  it  that  you  had  m  niind  as  to  thatj 
^  Mr  Maas.  I  did  nSt  use  the  word  "disinterested,"  Mr.  Chairman, 
as  I  recall.  I  said  that  the  witnesses  before  our  committee,  with  very 
few  exceptions,  were  not  complaining  about  the  amount  of  P™  that 
had  been  taken  away  from  them ;  they  were  complaining  about  the 
fact  that  they  did  not  have  anything  left  for  reserves.  ,    .  _,, 

Mr.  Cooper.  No ;  when  Mr.  Lynch  was  telhng  you  about  what  was 
9aid  here  about  contractors  being  allowed——  •   j     x 

^  Mr.  Maas.  No  ;  he  was  asking  about  whether  they  were  industry 
or  Government  witnesses.  .  .  .    _^.   , 

Mr  Cooper.  I  would  be  interested  in  getting  your  views  on  this  point 
that  you  mentioned  a  moment  ago  and  did  not  develop— another 
question  was  asked  you  before  you  had  a  chance  to  <ieveloP  ^^-7^^ 
to  this  suggested  amendment  about  inereasing  the  present  $100,000 

*  Mr^  Maas.  In  the  first  place,  I  am  opposed  to  that.  It  is  an  expedi- 
ency. It  is  merely  to  cut  down  the  number  of  cases  to  be  renegotiated. 
There  is  no  justification  for  it  on  any  other  basis.  If  the  principle 
of  renegotiation  is  right,  then  it  is  right  for  a  dollar  of  business 

Mr  Cooper,  Quite  a  number  of  witnesses  who  have  appeared  here 
representing  industries  have  urged  such  an  amendment. 

Mr  Maas.  Mr.  Chairman,  I  am  not  an  industry  witness. 

Mr*.  Cooper.  I  understand,  but  I  am  just  trying  to  acquaint  you 
with  what  is  being  presented.  There  was  one  gentleman  here  last 
nifrht  who  said  that  that  would  practically  take  care  of  his  problem, 
and  quite  a  number  of  them  appearing  here  m  the  course  of  these 
hearings  representing  industry  have  urged  that  that  amount  be  in- 
creased from  $100,000  to  $500,000,  saying  that  it  would  take  care  of 
a  lot  of  small  contracts  and  would  greatly  reduce  their  trouble  and 
difficulty  in  the  renegotiation  process.  A'^n..u\a. 

Mr  Maas.  If  we  can  take  care  of  a  great  many  of  the  difliciiities, 
why  not  try  to  take  care  of  all  of  them?  And  I  am  convinced  that 
if  you  cut  off  all  renegotiation  next  year  and  meet  the  problem  by  an 
adequate  supertax,  you  will  have  eliminated  most  of  the  confusion  and 
trouble  that  they  are  talking  about. 

Mr  Cooper.  We  thank  you  for  your  appearance  and  for  your 
splendid  statement,  and  for  the  information  given  the  committee. 

Mr.  Maas.  Thank  you,  gentlemen.        ^       ,  ^ 

Mr  Knutson.  You  have  made  a  very  fine  statement. 

Mr.  Cooper.  The  next  witness  is  Mr.  O'Connell. 

Mr.  O'Connell,  please  give  your  name,  address,  and  the  capacity 
in  which  you  appear,  for  the  record. 

STATEMENT  OF  JOSEPH  J.  O'CONNELL,  JU.,  ASSISTANT  GENERAL 

COUNSEL,  TREASURY  DEPARTMENT 

Mr  O'Connell.  My  name  is  Joseph  J.  O'Connell,  Jr.;  I  am 
assistant  general  counsel  for  the  Treasury  Department. 
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The  Department  has  asked  for  an  opportunity  to  appear  again,  if 
only  for  a  few  moments,  before  this  committee,  as  the  result  of  some 
testimony  that  was  given  before  the  committee  last  Saturday. 

The  testimony  to  which  I  refer  was  given  by  Commissioner  RoUiu 
Browne,  State  tax  commissioner  for  the  State  of  New  York,  sup. 
ported  by  Commissioner  Walsh  of  the  State  of  Connecticut. 

The  point  that  I  wish  to  discuss  is  a  fairly  narrow  one.  It  has 
to  do  with  what  Commissioner  Browne  called  the  impact  of  renego- 
tiation on  State  revenues  and,  I  believe,  State  budgets. 

Commissioner  Browne  took  the  view,  as  I  recall  it,  that  States 
which  have  corporate  income  tax  laws  or  tax  laws  on  corporations 
based  on  income,  should  be  permitted  to  collect  their  taxes  based  on 
corporate  incomes  before  renegotiation. 

Some  months  ago  the  Departments,  the  Treasury  as  well  as  the 
other  departments  having  authority  to  renegotiate,  had  some  dis- 
cussions with  Commissioner  Browne  and  some  of  the  other  tax  com- 
missioners with  respect  to  this  problem.  It  is  far  from  simple,  and 
it  was  not  our  idea  to  attempt  either  to  discuss  the  matter  on  a 
technical  level  or  to  take  any  direct  issue  with  anything  in  partic- 
ular that  Commissioner  Browne  said  here  last  Saturday.  It  was 
rather  our  thought  that,  having  read  the  testimony,  it  would  be 
desirable  from  the  standpoint  of  this  committee  that  we  see  to  it 
that  this  record  include  some  considerations  which  were  either  over- 
looked or  not  presented  by  Commissioner  Browne  in  a  way  which 
we  would  think  would  be  desirable  from  the  standpoint  of  this 
committee. 

Fundamentally,  the  question  is,  Should  the  States  which  have 
income  taxes  be  permitted  to  collect  income  taxes  on  profits  which 
are  recouped  by  the  Federal  Government  as  excessive  and  which  are 
never  realized  for  profits  by  the  States  concerned  ? 

In  our  discussions  with  the  State  tax  commissioners  with  whom 
we  had  contact,  we  took  the  view,  as  a  matter  of  general  principle, 
that  the  renegotiation  agencies  have  taken,  that  we  would  include  as 
a  cost  of  the  performance  of  Government  contracts  all  State  taxes, 
but  when  we  came  to  the  question  of  income  taxes,  we  felt,  as  a 
matter  of  principle,  that  it  would  be  proper,  and  we  would  go  far 
enough  if  we  were  to  allow  as  a  cost  State  income  taxes  based  only 
on  profits  after  renegotiation  rather  than  before. 

Obviously  the  States  took  a  somewhat  different  view.  It  is  of 
varying  importances  with  respect  to  different  States  which  have 
corporate  income  taxes.  The  State  tax  rates  vary  from  one-half  of 
one  percent,  I  think,  to  8  percent,  and  it  is,  of  course,  of  no  imme- 
diate importance  to  the  16  States  which  have  no  corporate  income 
taxes. 

Commissioner  Browne  and  some  of  the  other  tax  commissioners 
felt  that  we  should  adopt  a  rule  which,  I  believe,  he  stated  to  this 
committee  when  he  testified  last  Saturday.    I  think  I  should  read  it: 

We  suggest  an  amendment  to  the  Federal  law  which  will  require  that  in  de- 
termining excessive  profits  for  any  year  credit  shall  be  given  for  the  full  State 
taxes  paid  or  accrued  on  the  basis  of  the  corporation's  income  figures  for  that 
ye&r  as  they  stood  on  its  books  at  the  end  of  that  year. 

As  I  said  before,  it  was  our  position  initially,  and  as  far  as  the  Treas- 
ury Department  is  concerned  it  continues  to  be,  that  in  general  States 
which  have  income  taxes  should  be  satisfied,  if  I  may  use  the  word, 


to  collect  corporate  income  taxes  based  on  corporate  income  af  tei  rene- 
totktion.  That,  in  our  view,  is  entirely  consistent  with  the  theory  of 
ri^  renegotiation  statute;  it  is  entirely  consistent  with  the  Fede^a 
statutes  That  renegotiation  results  in  a  reduction  in  corporate  income, 
and  it  seems  to  us  consistent  that  a  corporation  law  based  on  income 
should  o-ive  effect  to  renegotiation.  ^.i,     n 

As  I  said  before.  Commissioner  Browne  and  some  of  the  other  C.om- 
missioners  differed  with  us,  and  they  made  this  suggestion :  Commis- 
sioner Browne,  in  discussing  why  this  proposal  would  be  impoi  tant, 
did  not  lay  any  particular  stress  upon  it  from  the  standpoint  of  the 
State  of  New  York  as  to  any  additional  revenue  that  ^^would  produce 
but  I  gather  that  it  is  of  some  importance  m  New  York  State  since 
the  corporation  franchise  law  based  upon  income  is  6  percent,  lie 
stressed  rather  the  desirability  of  having  uniformity  with  respect  to 
the  treatment  of  different  States.  He  considers  the  administrative 
difficulties  involved  with  respect  to  the  States  if  they  were  to  use  our 
rule  providing  refunds  for  corporations  that  had  paid  their  taxes  on 
the  higher  base,  and  pointed  out  that  there  might  be  varying  degrees 
of  budget  problems  with  respect  to  the  ability  of  the  State  to  deter- 
mine in  advance  what  its  prospective  income  might  be  trom  that 
source — corporate  income  taxes.  ^       ^  t   i      u 

With  respect  to  the  question  of  uniformity,  it  seems  to  me  I  should 
point  out  that  the  treatment  that  Mr.  Browne  suggests  would  give  no 
more  uniformity  than  at  present  exists.  Presenly  the  renegotiating 
agencies  generally  take  the  position  that  State  income  taxes  should 
be  based  on  income  after  renegotiation.  However,  since  it  is  not  our 
disposition  to  penalize  a  contractor,  it  has  also  been  generally  our 
position  that  where  a  State  has  assessed  or  intends  to  collect  income 
taxes  from  a  particular  corporation  at  a  higher  rate,  we  will  include 
as  a  cost  for  that  period  the  taxes  paid  or  assessed  at  that  higher  rate, 
and  have  provided  in  the  renegotiation  agreement  that  the  contractor 
will  file  a  timely  claim  for  refund,  and  if  that  refund  is  forthcoming 
tliat  amount  would  be  returned  to  the  Government  as  an  additional 

^Commissioner  Browne's  idea  of  uniformity  is,  "We  will  include  the 
costs  at  the  higher  rate  and  forget  them."  That  would  not  bring 
uniformity.  It  would,  as  I  understand  it,  to  New  York,  a  little  nearer 
some  States  which  have  no  provisions  for  refund,  and  to  that  ex- 
tent would  improve  the  provisicm  with  respect  to  New  York  State 
and  possibly  some  other  States ;  but  it  certainly  does  not  answer  such 
problems  as  are  involved  in  such  States  as  California,  which  has  al- 
ready passed  a  statute  providing  that  for  all  purposes  the  costs  shall 
be  included  after  renegotiation.  It  certainly  would  not  provide  for 
the  State  of  Wisconsin  which  has  a  statute  to  somewhat  the  same 
effect.  It  would  not  provide  for  the  16  States  which  have  no  corpor- 
ate income  taxes.  i     o^.  4. 

With  respect  to  the  administrative  burden  to  be  cast  on  the  btatea 
by  reason  of  the  treatment  that  the  renegotiating  agencies  have  given 
this  problem,  Mr.  Browne  is  probably  in  better  position  to  speak  than 
I.  I  do  know,  however,  that  New  York  State  has  for  many  years  had 
an  established  procedure  for  adjusting  corporate  income  as  adjust- 
ments have  been  made  for  Federal  tax  purposes.    It  has  so  happened, 

of  course,  that  over  the  past  years  most  of  the  adjustments  have 
been  upward,  and  the  adjustment  has  been  one  which  has  resulted  in 


90621—43- 


-65 


\ 


'- 


1020 


RENEGOTIATION  OP  WAR   CONTRACTS 


RENEGOTIATION   OF  WAR   CONTRACTS 


1021 


i*  - 


I 


> 


hr 


an  increase  of  the  corporate  income  taxes  in  New  York.    This  tvm 

of  income   of  course   is  downward.    I  only  point  that  out  from  the 

,    standpoint  of  the  administrative  problem  and  the  machinery  that 

^^'.l  '1i!^^ZJ''''\  ^""^  "^y  understanding  is  that  it  exists  in  most 
of  the  other  States  that  make  provision  for  refunds,  and  to  that  ex- 
tent  It  seems  to  me  this  committee  should  take  into  consideration  the 
tact  that  the  administrative  problem  may  not  be  as  serious  as  has 
been  suggested. 

With  respect  to  the  budget  problem,  there  is  not  any  doubt  but 
what  there  is  one;  but  it  is  one  of  many  imponderables  which  exist 
with  reference  to  budget  making,  and  I  am  quite  sure  the  budget 
makers  during  the  past  two  or  three  years  have  probably  guessed 
just  as  wrong  as  to  what  the  revenues  of  States  would  be  as  they  will 
next  year,  when  they  have  to  take  into  consideration  the  fact  that 
some  part  of  the  income  which  they  assume  will  be  obtained  from  in- 
come  taxes  will  not  be  realized,  because  it  will  be  recouped  by  the 
Federal  Government  by  renegotiation. 

I  have  nothing  more  to  add,  Mr.  Chairman,  and  if  there  are  any 
questions,  I  will  be  glad  to  answer  them.  ^ 

Mr.  Knutson  Mr.  O'Connell,  I  gather  from  your  statement  that 
the  Treasury  will  continue  to  cling  tenaciously  to  the  idea  of  reneffo- 
tiation  before  taxes.  ^ 

Mr.  O'CoNNELi.  Very  definitely,  sir.  Mr.  Paul  made  a  statement, 
you  will  recall,  a  few  weeks  ago,  in  which  he  held  to  that  idea  very 
tenaciously.  ^ 

Mr.  K^^UTsoN.  Yes;  I  recall  it.  It  would  be  too  much  to  expect 
the  Treasury  to  change  that  opinion  ?  ^ 

Mr.  O'CoNNELL.  On  that  point  I  am  sure  it  would;  yes  sir 
^   Mr.  Dewey.  How  many  States,  Mr.  O'Connell,  now  haVe  corporate 
income-tax  laws?  ^ 

,h^\^'^''''''l^'<^?^J'  Br/>.\ne  testified,  and  I  think  it  is  accurate, 
that  there  are  32  States  which  have  either  corporate  income  taxes  or 
corporate  franchise  taxes  based  on  income,  and  I  have  grouped  the 
c »» o. 

Mr  Dewey.  Of  the  32  States,  California  is  the  only  one  that  has 
passed  any  law  that  provides  for  the  assessing  of  a  tax  after  renegotia- 
tion  5  = 

Mr.  O'CoNNKLL  No ;  the  State  of  Wisconsin  has  passed  a  statute  I 
have  not  the  details  in  mind,  but  I  know  the  State  of  Wisconsin  passed 
a  statute  which  specifically  provided  for  refunds  for  taxes  paid  on 
incomes  before  renegotiation,  and  the  newspaper  articles  indicated 
that  It  would  cost  the  State  of  Wisconsin  some  $5,000,000  off  of  taxes 
already  paid  and  assessed.  ' 

Some  other  States  are  in  the  position  of  having  ruled  that  under 
their  own  Laws  they  are  assessed  after  renegotiation.    That  is  true  of 

^''s,,ri"Jf-  ;  '*  '%*™'  °*  Pennsylvania,  it  is  true  of  Kansas,  and  I 
am  sure  it  is   rue  of  some  other  States.  •  Those  are  States  in  which, 

Z  F^l'^.r^'nTr  ''  *''"r  f*'^^s,.«'-e  based  on  income  as  determined  b^ 
ntLrifrfi^r^'"!!'"^"*',''*  adjusted,  and  in  those  States  and  in  somo 
other  States  they  have  almdy  ruled  that  if  the  time  for  refund  has 

S^come'aftL'rP"■'^•^*''^  ^'"  '■^*""''  ^^^'^  '^"^'^^  have  been  bas^  on 
mcome  after  renegotiation. 

Mr.  Dewet.  In  how  many  years  has  this  tax  trouble  arisen  ? 


Mr.  O'Connell.  It  has  arisen  almost  exclusively,  so  far  as  I  am 
aware,  since  1942.  I  would  expect  it  would  be  of  some  somewhat 
declining  importance  in  1943,  although  it  depends  somewhat  on  what 
is  recouped. 

Mr.  Dewey.  And  the  determination  of  the  renegotiation,  as  sonie 
witnesses  have  suggested,  on  January  1, 1944,  and  thereafter,  would,  it 
seems  to  me,  upset  the  administration  of  State  taxation  unduly,  in 
consideration  of  such,  for  a  brief  period. 

Mr.  O'Connell.  I  think  that  is  perfectly  true,  although  there  is  a 
substantial  amount  of  money  involved  with  respect  to  1942  and  1943. 

Mr.  DET\rEY.  We  are  having  considerable  difficulty  now. 

Mr.  O'Connell.  That  depends  somewhat  upon  the  point  of  view. 
It  is  my  understanding  that  almost  any  State  that  you  could  pick  to 
which  this  repi*esents  a  problem  would  have  more  income  from  corpo- 
rate income  taxes  after  renegotiation  than  they  have  had  in  any  prior 
year. 

Mr.  Dewey.  A  good  many  of  those  same  States  have  other  means  of 
raising  revenue  ? 

Mr.  O'Connell.  Yes. 

Mr.  Dewey.  By  gasoline  taxes  and  various  other  taxes,  and  they 
have  had  very  severe  losses  in  those.  Now,  any  additional  revenue 
that  they  gain  in  this  way  would  probably  only  cause  them  to  meet 
their  budget  requirements.  If  you  cut  down  on  that,  as  well  as  on 
the  revenue  from  gasoline  taxes  and  sales  taxes,  where  there  are  sales 
taxes,  have  been  very  much  reduced  by  priorities,  and  so  on — ^I  know 
of  a  great  number  of  States  that  are  in  a  ver^^  bad  position. 

I  notice  in  today's  or  yesterday's  paper,  in  my  own  State,  that  the 
employees  in  Cook  County  are  not  getting  their  pay  checks. 

Mr.  Knutson.  And  won't  get  them  until  December. 

Mr.  Dewey.  Yes;  and  won't  get  them  until  December.  And  they 
are  entitled  to  consideration. 

Mr.  O'Connell.  Yes. 

Mr.  Dewey.  After  all,  the  States  have  to  live ;  they  are  a  part  of  this 
country  and  make  up  a  part  of  this  Government. 

Mr.  O'Connell.  Congressman,  this  may  be  outmoded;  it  is  dated 
September  2  of  this  year,  and  I  hesitate  to  quote  from  the  Wall  Street 
Journal,  but  the  general  point  of  the  article  is  the  paragraph  which 
reads  as  follows: 

While  the  Federal  Government  is  plunging  more  than  $60,000,000,000  deeper  into 
the  red  this  year,  the  commonwealths  are  climbing  out.  Most  of  them  are  ac- 
cumulating pocketsful  of  post-war  spending  money,  and  a  lot  are  granting  tax 
relief  to  citizens. 

Then  it  goes  on  and  gives  a  summary  of  the  information  compiled 
from  34  States,  including  the  State  of  Illinois,  in  which  Governor  Green 
referred  to  the  finances  of  that  State  as  being  in  the  "best  shape  in 
the  State's  history." 

Mr.  Dewey.  I  am  awfully  glad  he  states  that.  Probably  he  has 
not  been  renegotiated  yet. 

Mr.  O'Connell.  Probably  not.  I  have  only  read  this  because  I 
agree  it  is  very  important.  It  is  a  question  of  whether  the  Federal 
Government  will  just  subsidize  the  States  to  the  extent  of  the  tax  on 
excessive  profits,  and  one  of  the  considerations  is — Do  the  States  need 
it? 
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Mr.  Cooper  (presiding).  Are  there  any  other  questions? 
Mr.  Reed.  You  feel,  or  do  not  feel,  that  Mr.  Browne  was  guilty  of 
lese  majeste  in  appearing  for  a  sovereign  State,  do  you,  in  trying  to 
protect  itself? 
Mr.  O'CoNNEix.  Not  at  all. 

Mr.  Reed.  It  seems  to  me  that  the  States,  as  Mr.  Dewey  says,  really 
have  to  live,  and  they  are  still  facing  problems  due  to  the  loss  of  the 
gasoline  tax,  which  is  a  very  important  factor,  or  must  be — I  do  not 
know ;  but  it  w^ould  seem  almost  obvious  because  when  you  go  out  on 
the  highways,  you  find  almost  no  automobiles  running,  and  it  is  the 
case,  I  know,  in  the  part  of  the  country  that  I  travel  that  they  are  not 
on  the  roads,  so  they  cannot  be  using  gasoline.  Consequently,  I  doubt 
if  the  State  can  be  getting  the  revenues  it  would  ordinarily  get. 

And  certainly  it  seems  to  me  we  ought  to  listen  w  ith  a  great  deal  of 
sympathy  to  any  sovereign  State  that  sends  its  representative  here  to 
present  its  problem  to  us,  showing  where  legislation  which  w^e  have 
enacted  is  proving  rather  injurious  to  them. 

Mr.  O'Connell.  There  is  no  doubt  about  it.  Congressmen,  I  do 
not  want  to  be  misunderstood.  Commissioner  Browne  and  I  have  dis- 
cussed this  matter  a  number  of  times.  I  would  have  much  preferred 
hud  it  been  possible  for  me  to  be  here  the  day  Conunissioner  Browne 
was  here.  I  knew  he  was  going  to  appear.  Unfortunately  I  was  ill 
that  day  and  only  got  back  today,  and  Mr.  Paul  asked  if  I  could  have 
tlie  oportunity  to  present  this  problem.  ,       •   •  j 

There  are  perfectly  good  grounds  for  a  difference  of  opinion  and 
there  is  an  honest  difference  of  opinion  between  members  of  the  Treas- 
ury Department,  of  whom  I  am  one,  and  Commissioner  Browne  and  the 
Tax  Commissioners  of  some  other  States,  and  a  lot  of  us  felt,  after 
reading  the  record  made  here  last  Saturday,  it  was  perfectly  proper 
for  us  to  ask  permission  to  present  to  the  committee  some  considerations 
which  we  did  not  think  had  been  presented  adequately  to  the  com- 
mittee. ^^  _        ,    ^,     •  1 

Mr.  Reed.  I  have  no  objection  to  that.  We  want  to  hear  both  sides 
of  every  case.  But  I  do  think,  and  I  have  thought  for  a  long  time, 
there  is  a  tendency  here  to  overlook  the  component  parts  of  this  Gov- 
ernment. I  also  'know  there  is  a  school  of  thought— I  do  not  know 
whether  it  is  making  much  prgress  or  not— that  so  far  as  the  States 
are  concerned,  they  can  just  ''go  and  be  damned";  that  they  just  do 
not  count,  and  that  States'  rights  do  not  amount  to  much  any  more. 
Of  course,  I  admit  many  of  the  States  have  been  guilty  of  encouraging 
that  thought.  There  is  a  school  of  thought  that  believes  there  will  be 
a  great  saving  if  all  taxes  are  collected  by  the  Federal  Government  and 
then  allocated,  as  a  certain  group  sees  fit,  to  the  various  communities. 
You  do  not  belong  to  that  school  of  thought,  do  you? 
Mr.  O'Connell.  No. 
Mr.  Reed.  I  did  not  think  you  did. 

Mr.  Cooper.  We  thank  you,  Mr.  O'Connell,  for  your  appearance  and 
the  information  you  have  given  the  committee. 

Mr.  Mills.  Mr.  Chairman,  I  would  like  to  have  placed  in  the  record 
at  this  point  an  article  entitled,  "State  Tax  Collections  in  1943." 
The  Chairman.  Without  objection  it  is  so  ordered. 


(The  statement  above  referred  to  is  as  follows :) 


^,.«  state  finances:  ««.  ^^^^^^^l^---^^,  «—  »'  ^  ^^'-^  "   '^ 

State  Tax  Coulections  in  1943 
war  conditions  noticeably  infl^^  State  t^  collect^on^  in  1^^ 

i^^t\^:t.T^r.ZTt'^X'^^  -ror;ir4o\TinLs  witMn 
the  12  months  prior  to  July  1, 1943. 


STATE  TAX  COLLECTIONS  FROM  MAJOR  SOURCES 
■Z, 1943   AND    1942 


(Mt  UU«  1) 


GENERAL  SALES  USE 
OR  GROSE  RECEIPTS 

MOTOR  VEHICLE 
FUKUS  ?:^    '/^ 

alcohol;c  < 

beverage  sales 

motor  vehicle  and 
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INDIVIOUAL  INCOMK 

«  "*■ 

CORPORATION  . 
'"      INCOME 

"PROPCHTV 


DEATH  AND  GIFT 

UNEMPLOVMCNT 
COMPENSATION 


»oo      aoo      •00     '0"<> 
MILLIONS  OF  DOl-LAHS 


1100      HOO      "°<' 


•„  ,  ,  w.-    t 


T.e  yields  *-;t^'''-l/„"Xr;^enT  S^TnS  ?L'  "Z^^Z^^- 
taxes,  and  revenue  from  the  "^^^^^"^l^^^^  ^y  sharp  declines  in  revenue 

n4;ile  tt'war.  the  1943  tax  eonec«.nsw-  based  fo^be  --t  Part  ^^ 
the  same  legal  provisions  an<l  rates  that  were  used  ^  in  «hl:^    v       ^^^  ^ 

lay  behind  the  1943  policy  of  ^  s^ble  tex  structu^^^^^  ^^^^  ^     ,^  ^^^ 

number  of  States  in  which  to«""^l  P°J'*4«ft^fS  anticipated  loss 

S?trr"ele^e1ortu;binf  te%heV^:^^^^^^^  or  higher  rates  were 

approved  in  the  1943  legislative  sessions.  _„._„„  f^,  tj,e  1943  fiscal  year. 

In  contrast  to  the  slight  '"f  «^se  'n  ^tate  tax  ^^^nue Joyne  i»     ^^^   y^^^ 

total  Federal  '■"ternal  revenue  rose^pere^^^  „,  ^„„ey 

year.'    This  ^^at  change  m  Federa^  reve^^^^^^  came  ^^  participating  in  the  pros- 
for  war,  properly  a  federal  tunction.oia  v  ^^^^  revenue 

TZ^l^l^^^'-^^^T^^^^^^^^-T^^  defense  often  without  com- 

rii^'^^.\.T^l^l^i^^^i^klfid\''fl^i^'li^  analysis  of  State  tax 
'if.  S.  Treasury  Department,  B»J'«"°;diJdex  for  income  payments  in  May  1043  was 
ruri'7'y?oe'rarve%Ti942f  ^^*MU"t^ly  Bu^^ess  StStitics.  Survey  of  Current 
Business,  July  1943,  p.  S-1. 
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pensating  taxes,  and  also  provide  relief  from  certain  taxes  for  men  in  the  arined 
services.  Many  of  the  States  levying  a  personal  income  tax  have  taken  action 
to  ease  the  tax  obligations  of  those  in  service.  Some  States  exempt  all  military 
pay,  while  others  exempt  the  first  $2,000  or  $3.000 ;  a  number  of  the  States  allow 
delayed  income  tax  payments  without  interest  or  other  penalties.  Poll  taxes 
and  property  taxes  are  also  subjects  of  relief  in  some  States. 

In  addition  to  these  cases  of  personal  relief,  various  State  enactments  have  re- 
moved  or  modified  the  application  of  sales  taxes  to  purchases  made  directly  by 
the  Federal  Government  or  by  contractors  for  the  Federal  military  agencies. 
The  influence  of  such  legislation  upon  tax  collections  cannot  be  accurately  de^ 
termined. 

CHANGES   IN   COLLECTIONS  FROM  IMPORTANT   TAXES 

According  to  actual  reports  by  41  States  and  estimates  for  the  others,  the 
following  important  tax  sources  provided  more  revenue  in  1943  than  in  1942: 
Corporation  income,  individual  income,  general  sales,  use,  or  gross  receipts,  al- 
coholic beverage  sales,  tobacco  products  sales,  public  utility  gross  receipts,  in- 
surance company  gross  premiums,  corporation  licenses,  severance,  unemploy- 
ment  compensation. 

In  contrast,  a  few  tax  sources  brought  less  during  the  first  full  year  of  war 
than  in  1942.  These  were :  Motor  vehicles  fuel  sales,  motor  vehicle  and  opera- 
tor licenses,  alcoholic  beverage  licenses,  hunting  and  fishing  licenses,  property 
death  and  gift. 

Corporation  income  taxes. — Taxes  based  on  corporation  income  provided  the 
greatest  rise  among  the  major  1943  sources  of  State  tax  revenue,  though  the  in- 
crease of  about  33  percent  was  somewhat  less  relatively  than  the  1942  gain  over 
1941.'  Reduced  rates,  or  the  equivalent,  in  a  half  dozen  States,  as  well  as  read- 
justments of  war  contracts,  were  probably  factors  of  some  restraint. 

With  two  exceptions  every  State  which  reported  corporation  income  taxes  as 
distinct  from  individual  income  taxes  recorded  larger  collections  on  corpora- 
tion incomes  for  the  1943  fiscal  year  than  in  1942,  with  Maryland,  Arkansas,  and 
California  leading  the  list.  One  exception,  Massachusetts,  had  a  smaller  figure 
tabulated  because  of  a  reclassification  by  the  census  whicl^  placed  the  corpo- 
ration excise  tax  revenues  with  licenses  for  corporations  in  general.  The  other 
exception,  Montana,  had  a  decrease  of  about  7  percent. 

For  corporation  income  tax  collections  as  also  in  the  case  of  the  individual 
income  taxes,  there  is  a  time  lag  bewteen  the  receipts  of  income  by  the  taxpayer 
and  the  payment  of  the  tax  to  the  State.  This  lag  is  an  important  consideration 
in  the  use  of  tax  collection  from  these  sources  as  measurements  of  current 
income. 

Individual  income  faares.— Noticeable  as  were  the  gains,  actual  or  estimated, 
of  the  32  States  from  corporaiton  income  taxes,  the  shai*p  rise  of  about  25 
percent  in  total  revenue  from  individual  income  taxes  was  even  more  con- 
spicuous when  compared  with  the  modest  increase  of  7  percent  in  1942  over 
1941.  But  last  year  the  large  decrease  in  tax  collections  from  individual  incomes 
by  New  York  State  heavily  weighted  the  total  and  obscured  the  gains  of  40 
percent  or  more  in  20  States.  Although  a  change  in  fiscal  year  prevents  the 
use  of  current  figures  for  New  York,  it  seems  probable  that  even  with  the 
continuation  of  the  State's  25  percent  reduction  in  rates  and  the  use  of  new 
liberal  reductions  there  will  be  larger  income  tax  revenue  in  1943  than  in  1942. 

Of  the  States  which  offered  separate  returns  for  individual  and  corporate 
Income  taxes,  Kansas,  Utah,  and  Oregon  showed  greatest  gains  from  indibidual 
incomes.  On  the  basis  of  the  figures  reported  to  the  Bureau  of  the  Census, 
only  Iowa  had  a  decrease  in  collections,  of  a  negligible  amount,  a  pof-sible 
result  of  the  50  percent  credit  allowed  on  1942  and  1943  incomes. 

It  is  to  be  notefd  that  except  for  Delaware's  new  gross  income  law,  the  broad 
upward  movement  of  individual  income  tax  collections  took  place  not  only 
without  the  aid  of  legal  changes,  but  also  despite  tax  repeals  by  South  Dakota, 
and  West  Virginia,  and  reduced  rates  or  the  equivalent  in  several  other  States. 

General  sales,  use,  or  gross  receipts  taxes. — Sales  tax  collections  in  1943  were 
generally  higher  for  every  important  source  other  than  motor  fuels.    To  be  sure, 

'  Figures  for  corporation  income  tax  collections  distinct  from  individual  income  tax  col- 
lections necessarily  involve  estimates  for  some  States.  Estimates  have  been  made  for  the 
7  States  for  which  figures  were  not  available  for  this  report.  Also  each  of  9  States  sub- 
mitted a  combined  total ;  a  sepjiration  was  calculated  on  the  basis  of  the  ratio  of  the 
segregated  amounts  for  the  other  States  and  the  segregation  for  6  of  these  States  in  1942. 


the  total  from  the  general  sales,  use  or  gro^^.^f  «>Pts  toes  ;|S<.nJy5  percent 
i^a^;  rfo^l  Sts^S?  l^^tTJX^^^^^^o.  t  Jse  of  last 


year. 


j-ar.  ,       .  ^^^     ,p,  ^  pvneriences   of   States  with   alcoholic 

erious  cmr«pon  Stafe  ^-\^--^^^!j'?^J'^,,':S^^a   which  allowed  benefits 
Tobacco  sales  taxes.-Tobacco  remained  umatoueawn  changes, 

to  accrue  to  State  tax  systems  ^""^ '"^^«f^^,^,^^^^  That  tobacco  continues  Its 
lH.cause  tobacco  taxes  are  usual  y  n»t'»'J,JX^?Q43  legislatures  of  Delaware, 
krda"L^  JfewT^fcoTt^IlfeTattm^t'S  J!Jf  cWte"tax  law.  though 
^^'??elaware7became  effeetWe  within  the  1^3  A^^alyear^ 

yuUic  utility  gross  receipts  ^^'''^'-T^^^ZZZx^^^'iT rfvAxx^  to  State 
of  public  utilities  nf  cs^in'y  f  ougM  ^^^^^  ffiries  and  war  trans- 

treasuries  because  of  the  heavy  "^^S'"^^?^  ,o  "%'  t„-iouslv  retard  Increases  in 
^^rVrtSs'^^u\c"e°'=Se  Sirnl'irn-saTaufKansas  reported  in- 

premiums  (or  an  equivalent  tax)  were  about  9  per^^^^^^^  nonreporting 

1942.  There  is  no  reason  t<'.>>«l'f«t*^*'?''J^e?ate  of  increase.  The  range 
TZZ^ro^^^T^  f^r in^'cZse^'f  STerctnt  for  Kansas  to  a  decline 
^'clrorXVTiSn^ranchise  taxes  covering  corporations  In  general  in- 
Sf  s^K  wor-rrdXr^^^es  refie^^^^^^^^^^ 

severances.  rpho«P  r^nv-roll  taxes  continued  to  increase, 

Unemployment  <^ompensatt<mta^ -These ^^  ^^^ 

though  by  a  smaller  percent  than  ^IP^^^^^^^  ^^^^^^^^  taxes  more 

increase  was  of  large  proportions ,  Kansas  ^nd  .^|5^^^^|i,P^J  ^  dozen  States, 
than  doubled,  but  ^eclmes  from  1942  were  recoid^^^^  post-war 

Although  there  was  a  tend|jicy  ^^^e^^^^^^^^  employers  to  2.7'percent, 

rft%^ro\^d^e!ir'a%uL^^^^^^^  -mo^-^  the  levy  paid  by 

1943  collec  ions  were  larger  than  in^l^^^^^^^        mo^tor-vehicle  fuel  tax  collections 
which  declined   n  194o     ^he  totel  or  lepori  ^^^^  ^^  ^^^^^^  .^  ^^ 

s:;rex%1t3sourh'SSota?'Monfana.  Alabama,  and  Iowa,  even  showed 

increases  up  to  15  Percent.      , .  ,  _co]]eptions  from  motor  vehicle  and  opera- 

Motor  vehicle  «»<*  °f/' °'2r„  '^™„'|^;ed  aS   by  the  war  as  might  be  expected. 

n^ScUhe'^^ontiSl.lol  mf  r  vehi|es  by  war  workers  and  mau.tamed 
the  consumption  of  large  ^"•"'"f -"*  "S'^' uripereent  in  .-evenne from  alcoholic 

reduction  in  the  number  of  l^^^^?I,ftot?f collections  from  this  tax  source  declined 
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Property  fc^es.— Possibly  to  be  expected  was  the  decrease  Of  approximately 
8  percent  m  property  taxes.  The  general  property  tax  has  a  flexible  rate  which 
IS  used  in  some  States  to  take  up  the  slack  between  the  budget  and  actual  receipts 
In  such  cases  larger  yields  from  other  State  taxes  might  well  lead  to  intentionallv 
smaller  returns  from  property.  In  addition,  the  migration  of  people  during  a  war 
period  and  some  concessions  in  payments  of  taxes  to  men  in  the  services  were 
probably  among  the  considerations  affecting  this  source  of  State  income  which 
usually  is  relatively  stable. 

Death  and  gift  taxes.—Revenue  from  death  and  gift  taxes  declined  an  esti- 
mated 11  percent,  about  double  the  rate  shown  in  the  prior  fiscal  year  This 
change  cannot  be  considered  a  tre-.d,  though  it  is  suggestive  of  the  influence  of 
heavy  Federal  and  State  estate  and  inheritance  taxes. 

Mr.  Cooper.  The  next  witness  on  the  calendar  is  Mr.  Ed  Phillips 
Please  give  your  name,  address,  and  the  capacity  in  which  you  appear! 

STATEMENT  OF  ED  PHILLIPS,  PHILLIPS  MACHINERY  CO., 

RICHMOND,  VA. 

Mr.  Phillips.  Ed  Phillips,  Phillips  Machinery  Co.,  a  partnership 
consisting  of  Art  Backstrom  and  Ed  Phillips. 

Mr.  Cooper.  Where  is  your  business  located? 

Mr.  Phillips.  Richmond,  Va. 

Mr.  Cooper.  How  long  will  it  take  for  your  statement? 

Mr.  Phillips.  About  20  minutes  or  25  minutes,  and  you  may  inter- 
rupt me  as  I  go  along,  at  your  will. 

I  might  add  the  reason  I  am  here  is  that  I  have  almost  completed 
renegotiation  and  believe  my  case  will  contribute  something  to  this 
meeting,  and  I  am  willing  to  permit  any  questions  of  any  type  in  con- 
nection with  it,  and  I  have  cei-tain  statements  here  that  I  will  file 
regarding  the  figures. 

Mr  Coop^.  Would  it  be  agreeable  for  you  to  proceed  for  10  or  15 
minutes,  without  interruption,  to  present  your  statement « 

Mr.  Phillips.  That  is  all  right  with  me. 

Gentlemen,  I  started  my  career  as  a  newsboy.  After  several  years, 
1  entered  m  the  construction  equipment  field  and  then  into  busines^ 
for  myself,  at  the  age  of  22,  and  have  spent  18  years  as  a  construction 
equipment  engineer  operating  as  Phillips  Machinery  Co 
,  It  so  happens  that  I  am  called  the  "guinea  pig"  for  my  particular 
industry  by  the  renegotiation  boord.  I  got  that  indirectly.  I  do  not 
know  why,  other  than  a  special  board,  as  I  understand  it,  is  to  handle 
one  case  from  each  industry,  and  it  happens  it  is  my  case.  I  will  leave 
that  for  a  moment  and  get  back  to  it  later 

miTw^-n''  *f  ^''''  ^'^^^^'  '"''^'^'l''  ^^^  ^^^^fit  of  the  other  gentle- 
men  I  will  cut  my  comments  very  brief  in  connection  witli  our  par- 
ticipation in  the  war  effort,  but  I  will  say  this,  however,  that  we  have 
done  our  part  and  the  equal  to  that  of  many  manufacturers  who  are 
making  guns  and  tanks.  At  the  beginning  of  the  defense  program, 
our  entire  operation  went  into  action  and,  time  being  of  the  elence 
of  the  program  we  realized  there  was  a  lot  more  that  we  could  do  and, 

1  r^niVn!f'7n  •*"  'TJ-!-  ""T  ""^"^y  ^^"^^  ^'^  i^^^^s^c^^  '^ore  than 
Jrjects  "'  additional  equipment  in  order  to  serve  these 

r~V/  ^lu^'  ^^^r.^?  ^  '^''^'''^  ^^^^^^  ^^^^  ^y  the  Quartermaster 
bpTp/r.l  WK  1^  l^^^  ^V^  construction  equipment  above  $500  must 
be  leased.   When  that  was  done,  it  threw  a  tremendous  load  on  the  con- 
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struction  equipment  industry  to  supply  this  equipment  and  we  esti- 
mated that  load  to  be  in  the  neighborhood  of  $150,000,000. 

There  are  500  other  equipment  distributors  like  myself.  When  that 
load  was  placed  on  this  industry,  we  did  not  have  any  guarantee  of  any 
kind  other  than  1  month.  They  would  rent  this  equipment  for  1  month 
and,  if  the  war  ended  at  the  end  of  that  time,  it  would  have  been  all 
dumped  back  in  our  hands  and  we  would  have  the  equipment.  We  all 
would  have  gone  bankrupt  if  that  had  happened.    Thank  goodness,  it 

did  not.  .     . 

I  might  mention  the  fact,  also,  that  at  the  beginning  of  the  program 
many  of  these  projects,  due  to  the  fact  there  was  so  much  speed,  they 
were  badly  organized  and  payments  were  not  made  for  as  long  as 
5  and  6  months,  and  sometimes  longer,  on  the  contracts.  In  fact,  we 
went  for  quite  a  long  time  without  contracts  or  anything  else  to 

operate  on.  . 

Another  point  is  that  this  equipment  which  was  sent  to  one  ]ob, 
as  that  job  neared  completion,  was  transferred  to  other  projects  all 
over  the  United  States. 

The  entire  assets  of  our  company,  as  well  as  the  assets  of  our  two 
partners,  including  everything,  were  at  stake,  including  our  homes 
and  personal  property.  General  Somervell  in  a  statement  during  a 
hearing  some  time  ago  with  regard  to  this  subject,  was  asked  why 
equipment  was  rented  instead  of  being  purchased,  and  I  understand 
his  answer  was  to  the  effect  that  they  did  not  know  how  long  the  war 
was  going  to  last  and  they  would  rather  rent  and  let  the  load  be  on 
the  other  side.  Well,  we  were  on  the  other  side  and  that  is  where  the 
load  was.  We  were  different  from  the  cost-plus-fixed-fee  contractor 
in  that,  in  his  case,  he  has  no  gamble;  he  is  paid  a  fixed  fee;  he  has  all 
to  gain  and  nothing  to  lose.  In  our  case,  whatever  our  gain  might  be 
was  fine,  but  we  had  all  to  lose.  We  had  no  guarantee  of  any  kind. 
The  Government,  under  their  contract,  provided  for  a  1-month  period 
of  time,  plus  1  percent  a  month  in  event  of  recapture. 

Now  that  "recapture"  is  an  important  factor.  The  bulk  of  our 
business  was  with  prime  contractors  and  subcontractors.  The  Govern- 
ment asked  for  a  recapture  clause  to  be  inserted  in  the  contractor  s  con- 
tract, and  that  is  where  the  Government  came  into  the  picture.  Our 
total  volume  of  $1,378,000  was  on  this  lease  basis. 

Our  field  servicemen  went  into  action  and  I  think  they  contributed 
immensely  to  the  successful  operation  of  these  projects.  Our  field  engi- 
neers have  done  likewise.  We  have  served  projects  in  37  of  the  48 
States.  Our  normal  rental  stock— and  when  I  speak  of  "stock"  I 
mean  equipment  we  had  before  this  program  started— was  recap- 
tured, too,  which  means  they  took  away  our  tools  to  work  with  there- 
after. 

Another  point,  an  item  dealing  in  dollars,  is  $14,000  that  we  car- 
ried over  into  1943  in  collections.  We  were  not  allowed  any  reserves 
of  any  kind  for  that.  We  have  been  trying  to  collect  it  for  more  than 
a  year  and  we  have  not  collected  it  yet.  and  have  spent  more  than  our 
profits  so  far  in  trying  to  collect  it.  But  that  is  in  1943,  and  we  are 
being  renegotiated  on  1942.  ^    »         ,  .i 

Our  service  rates  were  frozen  by  O.  P.  A.  and  we  are  constantly 
losing  money  today,  and  we  are  doing  war  work.  We  are  rebuilding 
construction  equipment  for  this  program.  From  a  contribution  stand- 
point, as  I  understand  it,  you  are  allowed  by  the  Internal  Kevenue  De- 
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partment  to  make  contributions  of  a  certain  percentage  of  your  profits 
and  this  would  permit  an  expense  deduction  of  $80,000 — however  we 
felt  it  was  our  duty  to  the  Government  at  tliis  time  that  we  not  exercise 
that  privilege,  therefore,  we  did  not. 

Our  Washington  plant  across  the  river  here  has  been  in  constant 
operation  spending  Sundays  and  holidays  in  rebuilding  construction 
equipment  and  remanufacturing,  and  I  would  like  you  gentlemen  to 
remember  that  point  "remanufacturing."  Under  this  program,  of 
course,  the  manufacturers  could  not  produce  enough  construction 
equipment  and  jobs  had  to  go  along  on  the  ec[uipment  already  in  exist- 
ence ;  and  that  is  where  we  came  into  the  picture,  in  rebuilding  what 
they  already  had  and  maintaining  some  items  already  in  use. 

There  has  been  no  reserve  of  any  kind  allowed — ^I  am  not  speaking 
of  "post-war  reserves,-'  I  am  speaking  of  normal  reserves — there  has 
been  no  resei^ve  allowed  by  the  board  or  the  panel  in  connection  with 
our  renegotiation. 

Another  problem  that  confronts  us  today  is  a  recent  interpreta- 
tion—not a  law,  but  an  interpretation — ^by  O.  P.  A.  with  regard  to 
the  maintenance  of  equipment  on  this  work.  And  by  reason  of  that 
interpretation  it  presents  quite  a  problem  to  us  and  might  dig  down 
into  our  pockets  m  1942  and  take  anywhere  from  $30,000  to  $50,000. 
And  I  want  you  to  remember  that  figure,  thirty  to  fifty  thousand 
dollars. 

Here  is  another  important  point  in  connection  with  O.  P.  A.  For 
the  18  years  we  were  in  business  we  had  regular  rental  rates.  When 
rates  were  established  by  O.  P.  A.  they  used  the  national  average  to 
simplify  matters,  and  our  rates  were  cut  tremendously.  Our  rates  in 
some  cases  are  25  to  30  percent  less. 

The  transfer  of  Government  equipment  from  one  State  to  another 
also  presents  a  problem  from  the  standpoint  of  State  taxes  and  sales 
taxes,  for  which  no  reserves  have  been  set  up  or  allowed. 

Then  another  point  I  would  like  you  to  remember  is  that  every- 
thing that  we  have  dealt  with  under  this  program  has  been  on  the 
bid  basis.  And  I  do  not  agree  with  Mr.  Karker  when  he  says  there 
is  no  competition.     There  was  plenty  of  competition  in  our  business. 

I  would  like  also  to  mention  the  fact  that  during  this  program  I  had 
the  honor  and  the  privilege  of  making  a  small  contribution  to  the 
Corps  of  Engineers,  with  whom  I  am  very  well  acquainted,  in  organ- 
izing an  engineer  heavy  shop  company  for  the  Army,  and  I  spent  2 
months'  time  and  a  lot  of  money— in  fact,  I  spent  $3,000  of  my  money— 
in  traveling  all  over  the  United  States  in  organizing  that  Army  unit. 
If  we  speak  in  terms  of  Mr.  Karker's  figures,  that  would  be  $21,000, 
but  the  actual  cost  was  $3,000  to  me.  I  enjoyed  the  work  and  was 
glad  to  contribute  that  much  to  the  cause,  and  if  I  were  asked  to  do  it 
again,  I  would  gladly  do  so. 

I  am  a  member  of  a  War  Production  Board  Advisory  Committee. 
Again  I  say  that  all  of  our  prices  are  fixed  both  ways — fixed  coming  in 
and  fixed  going  out.  Financially  speaking,  we  started  off  with  an 
M-1  rating  in  Dun  &  Bradstreet,  and  that  is  $500,  18  years  ago.  In 
1942  our  rating  was  AA-1,  $500,000  to  $750,000  high  credit,  and  that 
rating,  gentlemen,  has  been  increased  yearly  with  the  exception  of  1 
year.  If  the  outside  assets  of  our  partners*  had  been  included  in  the 
assets  of  the  company,  we  would  estimate— and  this  is  an  estimate- 


that  we  would  have  more  than  a  million  dollars  involved  in  this 

^"^We^Cve  had  no  Government  aid  financially,  nor  any  Government 
aid  in  the  plant.  I  want  to  repeat  that.  There  has  been  no  Government 
aid  of  any  kind.   Let  me  say  it  that  way.  ^  ^  n  •  ^ 

The  future  of  our  industry,  gentlemen— and  I  am  not  talkmg  post- 
war reserves-is  hanging  right  on  a  limb.  We  were  over  the  Peak  m 
1942.  I  will  cut  this  very  brief  now,  and  then  I  will  go  mto  the  other 
figures.  We  are  just  about  out  of  business.  As  it  is  now,  in  the  last  6 
months,  we  have  lost  anywhere  from  $2,000  to  $5,000  a  month  , 

Mr.  Cooper.  I  am  sorry  to  interrupt  you,  Mr.  Phillips,  but  there  is 
a  roll  call  for  a  vote  on  the  passage  of  a  bill  m  the  House 

Mr.  Keed.  We  had  better  answer  this  as  there  is  a  good  deal  of  con- 
troversy over  the  bill. 

Mr.  Cooper.  Yes,  we  will  have  to  go  and  answer. 

What  is  the  pleasure  of  the  committee? 

Mr  Knutson.  I  understand  there  are  others  here  who  have  come 
from  some  distance.  Possibly  we  could  go  over,  answer  our  names, 
come  back  and  sit  until  6  o'clock.  ^     ^     t       ^ 

Mr.  Cooper.  I  cannot ;  I  have  an  appointment  for  5.  1  made  an  ap- 
pointment for  5. 

Mr.  Knutson.  Let  us  meet  this  evening.  ^ 

(Discussion  off  the  record,  after  which  the  following  occurred:) 

Mr.  Jenkins.  These  men  can  come  back  tomorrow  ? 

Mr.  Phillips.  I  would  be  delighted  to,  sir. 

Mr.  Jenkins.  Can  you  come  back  tomorrow,  Mr.  Budd? 

Mr.  BuDD.  We  are  at  your  convenience.  .„     ^  ^  ^v 

Mr.  Cooper.  Without  objection  the  committee  will  adjourn  at  this 
point  until  10  o'clock  in  the  morning. 

(Thereupon,  at  4 :  20  p.  m.,  the  committee  adjourned  to  meet  tomor- 
row, Thursday,  September  23, 1943,  at  10  a.  m.) 
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THURSDAY,  SEPTEMBER  23,   1943 

House  of  Eepresentatives, 
Commhtee  on  Ways  and  Means, 

Washington^  D,  €• 

The  committee  met  at  10  a.  m.,  Hon.  Robert  L.  Doughton  (chairman) 

The  Chairman.  The  committee  will  please  be  in  order.  Mr.  Phillips 
will  resume  the  stand. 

STATEMENT  OF  EB  PHILLIPS— Besumed 

Mr.  Phiujps.  My  name  is  Ed  Phillips,  of  the  Phillips  Machinery 
Co.,  of  Richmond,  Va.  . 

Our  type  of  business  is  construction  and  industrial  equipment.  We 
lease,  sell,  service,  rebuild,  and  remanufacture.  We  are  just  little 
fellows  doing  a  reasonable  business. 

The  program  in  which  we  are  now  is  not  anything  new  from  the 
standpoint  of  our  business.  It  is  the  same  type  of  business  we  have 
been  doing  for  the  past  18  years. 

We  are  not  agents.  We  are  a  service  organization.  Now,  to  pick 
up  and  carry  out  the  continuity  of  my  testimony,  I  want  to  drop  back 
for  just  a  few  points  from  yesterday. 

There  has  been  a  tremendous  amount  of  equipment  purchased  dur- 
ing this  program  and  recaptured  by  the  Government,  and  we  are 
facing  the  problem  now  of  an  enormous  surplus  totaling  millions  and 

millions  of  dollars. 

Mr.  Dewey.  May  I  interrupt  for  just  a  question?  I  do  not  quite 
understand  the  exact  type  of  business  Mr.  Phillips  is  engaged  in. 

The  Chairman.  I  am  sure  he  would  be  glad  to  explain  that  to  you. 

Mr.  Phillips.  We  are  in  the  construction-equipment  business.  We 
lease  construction  equipment. 

Mr.  Dewey.    Such  as  shovels  and  cranes? 

Mr.  Phillips.  We  furnish  shovels  and  cranes  and  draglines  and 
mixers  and  hoists,  pumps,  compressors — ^items  of  that  kind. 

Mr.  Dewey.  You  do  not  manufacture  ? 

Mr.  Phillips.  No;  we  do  not.   We  lease  and  sell. 

Mr.  Dewey.  Where  do  you  get  them  from? 

Mr.  Phillips.  We  buy  them  from  the  manufacturers.  We  do  not 
manufacture.  We  distribute  this  merchandise  and  we  also  service  and 
rebuild  the  equipment  that  is  already  in  the  field'  and  maintain  it, 
keep  some  of  the  equipment  going  that  has  already  been  manufactured 
prior  to  this  program. 
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^   Mr.  Dewey.  So  that  when  on -yesterday  you  were  speaking  of  leas- 
mg  you  meant  that  you  were  leasing  your  equipment  to  the  Govern- 
.  ment? 

Mr.  Phillips.  That  is  right. 

Mr.  Dewey.  And  that  the  Government  was  employing  it  on  different 
jobs  ? 

Mr.  Phillips.  That  is  right. 

Mr.  Dewey.  Under  a  lease  with  you  ? 

Mr.  Phillips.  That  is  right,  sir. 

Mr.  Dewey.  That  clears  it  up ;  thank  you. 

Mr.  Phillips.  Thank  you,  sir.  Many  other  industries  are  building 
up  enormous  post-war  demands  for  their  merchandise,  whereas  in  our 
industry  the  case  is  a  little  different.  Our  program  is  over,  and  from 
this  point  on  we  have  quite  a  problem. 

There  is  no  post-war  credit  set  up  so  far  as  a  partnership  is  con- 
cerned, and  we  operate  as  a  partnership.  I  feel  that  some  considera- 
tion should  be  given  to  that  point. 

A  large  percentage  of  our  inventory  has  been  frozen  by  reason  of 
W.  P.  B.  rules,  and  we  now  have  that  inventory  on  the  floor.  I  am 
speaking  of  new  equipment  now. 

Ninety-two  percent  of  the  entire  production  of  the  various  manu- 
facturers of  our  products  goes  direct  to  the  Government,  and  in  most 
cases,  overseas,  leaving  a  very  small  percentage  to  flow  in  to  the  dis- 
tributor and  then  into  the  fiold.  A  very  small  percentage  of  our  busi- 
ness, less  than  5  percent  I  would  say  and  probably  about  2  percent,  is 
direct  Government  business.  Our  business  is  chiefly  directly  with  the 
contractors  and  the  subcontractors. 

I  want  to  give  you  some  figures  on  our  operation — and  I  want  to 
repeat  this;  I  was  in  the  midst  of  this  yesterday  when  we  were  cut 
off.  I  am  going  to  put  this  document  in  the  record,  but  I  would  like 
to  high-spot  some  of  these  figures. 

This  is  the  percentage  of  earnings — and  these  are  the  same  figures 
that  were  submitted  to  the  War  Department  and  to  the  renegotiation 
board. 

This  is  after  taxes.  1942, 4.1  percent ;  1941, 8  percent ;  1940, 11.8  per- 
cent; 1939,  11.8  percent;  1938,  6.9  percent;  1937,  10.5  percent;  1936, 
11.8  percent. 

Going:  back  to  1942,  we  had  a  gross  volume  of  $2,251,699;  profit  after 
taxes,  $92,846.85 ;  net  profit  before  taxes,  $439,264.42. 

These  charts  that  I  am  turning  in  give  the  break-down  of  the  taxes 
of  myself  and  my  partner,  Mr.  Backstrom,  and  other  information.  I 
want  to  put  this  in  the  record. 

The  Chairman.  Without  objection,  it  may  be  inserted  as  part  of 
your  remarks  in  the  record. 

(The  matter  referred  to  is  as  follows :) 

Analysis  of  results  of  renegotiation  on  basis  of  $170,000  demanded  by  Oovernment 

Before  renegotiation : 

Phillips'   tax,   piresent   basis — Federal $275,176.92 

Backstrom's  tax,  present  basis — Federal 57, 981. 62 


Phillips    tax qi   fS40  48 

Backstrom's  tax dl,  &4U.  ^a 

Total  tax  for  partnership  after  renegotiation ,      $187,037.  40 

Amount  of  tax  to  be  refunded  by  Treasury  Department—  146, 121. 14 

Refund  demanded  by  War  Department  Price  Adjustment  Board..  ITO,  W.  00 

Amount  of  tax  to  be  refunded,  86  percent __Z——L 

Net  cost  of  renegotiation  without  State  refund,  14  percent.            23,  m  86 
State  of  Virginia  refund '        

Final  net  cost  to  partners  after  renegotiation  and  after  ^^  773,86 

taxes 

Schedule  of  earnings  and  taxes  for  IW  after  renegotiation 

$269,264.42 

Net  profit ^e-iKK  Aoa  oo 

Phillips'  Federal  income  tax 5?io^»  f^^  ^^ 

Backstrom's  Federal  income  tax aYni  S 

Phillips'  State  income  tax 1  7^4  ft? 

Backstrom's  State  income  tax i,iD'±.'oo  _^^^  ^^^  ^^ 

Balance  after  taxes  and  after  renegotiation 74,067.99 

12 
Percent  of  profit  to  volume  before  taxes ^g 

Percent  of  profit  to  volume  after  taxes «2'25i~699  13 

Gross  volume  of  business ^  ' 

If  salaries  comparable  to  officers  of  other  equipment  distributors  allowed,  net 
profit  after  texeTand  renegotiation  would  be  IV2  percent  (actually  1.51  percent). 


Total  Federal  tax  for  partnership. 


$333, 158.  54 
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Mr.  PiiiLLirs.  I  want  to  give  the  figure  after  renegotiation  based  on 
a  demand  of  $170,000. 

The  amount  of  the  tax  refund  is  $146,121.24,  which  represents  86 
percent.  Incidentally,  I  am  on  an  88-percent  basis ;  that  is,  82  percent 
and  6  percent.  That  leaves  $23,878.86,  which  represents  14  percent. 
After  the  deduction  of  the  State  tax  refund  of  $5,100,  there  is  a  final 
net  of  $18,778.86. 

I  would  like  to  repeat  those  two  figures :  86  percent  by  tax  refund 
and  14  percent  beinff  the  actual  amount  before  the  State  figure. 

Percentage  of  profit  to  volume  before  taxes — this  is  after  renegotia- 
tion— 12  percent. 

Percent  of  profit  to  volume  after  taxes — ^this  is  after  renegotiation— 

3.29  percent. 

Gross  volume,  $2,251,699.13. 

I  want  to  give  you  some  salary  figures.  That  is  contained  in  this 
salary  schedule  which  I  would  like  to  submit  for  the  record.  These 
are  not  the  salaries  of  all  of  our  employees,  who  total  approximately 
40,  but  they  are  the  key  people  in  our  organization.  I  will  start  off 
with  my  own  salary. 

1936,  $5,200;  1937,  $6,150;  1938,  $6,100;  1939,  $7,077.25;  1940,  $7,125; 
1941,  $9,693.75 ;  1942,  $11,700. 

Now  the  salary  of  my  partner  Mr.  Backstrom:  1936,  $3,500;  1937, 
$4,180;  1938,  $4,150;  1939,  $4,621.50;  1940,  $4,960;  1941,  $7,004;  1942, 
$8,300. 

I  do  not  want  to  take  up  your  time  reading  all  of  them,  but  I  will 
pick  up  the  other  highest  paid  in  our  organization,  Mr.  K.  L.  Jenkins. 
Mr.  Jenkins  started  with  us  in  1939.  He  received  $4,537.58  in  1941 
and  in  1942,  $5,850. 

Taking  our  net  figure  after  taxes  and  making  a  comparison  with 
other  cases  with  which  I  am  acquainted,  that  have  been  renegotiated, 
if  they  had  allowed  in  my  case  the  salaries  of  those  officers,  there  would 
not  have  been  any  profits  at  all,  and  I  am  very  familiar  with  those 
other  cases. 

Another  point  which  I  would  like  to  add  is  that  a  lot  of  our  equip- 
ment— in  fact,  a  large  percentage  of  it — which  totaled  1,235  motor- 
trucks, all  over  the  United  States,  and  several  hundred  pieces  of  con- 
struction equipment  consisting  of  cranes,  shovels,  pumps,  hoists,  mixers 
and  items  of  that  kind,  which  were  scattered  all  over  the  country— 
in  fact,  they  were  in  37  of  the  48  States — that  equipment,  in  many 
cases,  was  on  a  24-hour  basis. 

In  the  past,  and  for  the  past  18  years  or  16  years,  we  had  used  a 
standard  depreciation  of  2  percent  per  month,  which  had  been  ap- 
proved by  the  Bureau  of  Internal  Revenue.  We  did  not  change  that 
in  the  computation  of  our  figures  for  1942  for  renegotiation.  They 
remained  the  same.  And  the  renegotiation  department  gave  us  no 
credit,  no  allowance  whatsoever  for  that. 

Mr.  Karker  challenged  this  committee  and  industry — and  I  am  a 
part  of  industry — to  get  down  to  specific  cases.  I  think  mine  is  a 
specific  case,  and,  as  I  said  earlier,  I  had  been  regarded  as  a  guinea  pig 
by  that  department,  and  I  am  perfectly  willing,  for  the  benefit  of  this 
committee,  for  whatever  good  might  be  accomplished  from  it,  to  be  a 
guinea  pig  for  this  committee. 


Getting  down  to  the  actual  facts  now  of  my  experience  wUhje- 
nPTOtiatiSn:  Our  first  notice  was  in  June— June  15  of  this  year  as 
S  time  hey  requested  our  balance  sheets  for  the  base  periods  from 
loiftXniic*  1942  This  required  considerable  time  of  our  organi- 
Sfon  I  do  S  know'exact'ly  how  much  but  it  did  -Vf^^^F^^'. 
that  because  we  could  not  get  our  outside  auditors  to  do  the  job 
They  were  well  overloaded,  and  we  had  to  do  it  ourselves.  So  it  did 
Xrarl'tVeK  -  mTwith  them  in  Washington  and  set 
approximately  5  hours,  and  we  answered  every  conceivable  question 

^^l'r:'trat\'hTtim;  very  specifically,  not  to  b^ing  a  la  T 
that  he  would  interfere,  would  hurt  our  case;  m  other  words,  to  eave 
our  lawyer  at  home.    However,  we  could  bring  our  accountant,  if  we 

''''fw  was  set  of  about  2  weeks  following  that  meeting  to  get  in 

\t    Tint  thev  did  ffive  us  a  few  more  days.  ™     ,  c  t„  u„ 

Finfllvttiev  set  September  10  as  the  date  for  our  final  figures  to  be 

•       fi;  fi^rls  were  there  and  the  13th  was  set  for  the  interview. 

"we  tnt  tf  Wasl^gton  and  met^with  the  panel.    I  want  you  to 

ot2  m^n     FTi^t  we  met  in  a  rather  dreary-looking  room;  in  fact^ 
rlther  r  "ugh-looking  room  in  the  Pentagon  Building.    It  appeared 

'" AfterSinTseveral  houi^  there,  we  adjourned  for  a  brief  period 
Alter  spen""'fc  »  ,    ,  .  j  j    ^  session  and  determine  what 

i'^'^«^*VwUohiS  be  I  would  estimate  that  we  went  into  the 
the  figure  was  going  to  be    ^^uia  ^^^  it  ^as  about  5:30  when  the 

mSnl  :LUourU  a  J  the^  askeZus  to  wait,  and  then  they  would 

^''i:  ^tifaboutts  SnuLrnd  then  we  went  into  another  room, 
and  this  was  really  a  nice  room,  gentlemen. 

Tho  Chairman.  You  went  into  what? 

Mr  PtaiSps  Another  room.  And  this  was  real  y  a  teautif ul  room, 
wilh  iS^rpets  on  the  floor  and  a  beautiful  table  and  nice  pictures 

'"'The  "^aotain  started  oflf  by  telling  us  that  everything  about  our 
opIrationCs  good.  Our  bas^  period  was  good.  Our  record  was  good. 
Zd  he  put  emphasis  on  the  fact  that  our  cost  of  operation  was  ex- 
Sely  C,  unusually  low.  And  before. he  got^  through,  I  felt  as 
houjlf  he  was  going  to  give  us  sometWng  before  w«  came  mit 
of  there  but  his  last  remark  really  floored  us.  He  said  $170,000. 
That  was  auite  a  blow,  I  will  admit  that.  So  I  asked  him,  after  he 
made  The  announcement  of  $170,000,  just  how  he  arrived  at  that  con- 
dusion    Well,  he  could  not  give  me  that.    He  said  that  it  was  not 
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the  policy  of  the  committee  to  disclose  how  its  conclusions  were 
reached.  The  amount  was  $170,000  and  there  it  was.  So  I  said,  "As- 
suming that  we  agree  to  that — I  am  not  agreeing,  but  assuming  we 
agree  to  the  $170,000,  where  do  we  go  from  here  ?" 

He  said,  "Well,  you  are  supposed  to  pay  $170,000." 

I  said,  "You  mean  I  am  to  give  you  $170,000  cash?" 

He  said,  "Yes." 

He  said,  "Unfortunately,  your  being  a  partnership,  by  reason  of 
this  new  tax  law  of  forgiveness,  it  places  you  in  a  rather  bad  spot, 
as  well  as  us,  and  we  know  that  it  is  unreasonable." 

I  said,  "If  you  think  I  can  pay — ."  I  had  already  paid  three-quarters 
of  my  taxes.  "If  you  think  I  can  pay  all  of  my  taxes  and  pay  you 
$170,000,  you  are  jusy  crazy  as  hell."  And  I  mean  that,  because  I  did 
not  have  it. 

He  said,  "Well,  we  realize  that  is  a  problem  and  we  think  we 
can  give  you  some  relief."  And  he  called  in  an  expert,  I  believe 
Major  Watts.  Major  Watts  came  into  the  meeting,  went  over  the 
case,  and  he  admitted  that  it  was  a  hardship  to  expect  a  firm  like  ours 
to  pay  cash  of  $170,000  after  paying  three-quarters  of  our  taxes,  which 
was  a  considerable  amount  of  money.  He  thought  that  he  might  be 
able  to  make  some  kind  of  an  arrangement  with  the  Treasury  Depart- 
ment. So  that  was  the  assignment  for  him,  to  go  out  and  see  what  he 
could  do. 

Well,  the};  were  successful  in  relieving  the  pain  a  little  bit.  I  am 
not  in  a  position  to  give  you  the  details  of  that.  However,  I  have  a 
letter,  which  is  rather  confusing ;  I  do  not  understand  it  myself,  but 
I  can  see  some  relief  there,  and  I  will  be  very  glad  to  turn  the  letter 
over  to  you  for  your  observation. 

The  Chairman.  If  you  cannot  understand  it,  what  good  would  it 
do  for  us  to  observe  it  ? 

Mr.  Phillips.  Well,  maybe  you  can  understand ;  I  cannot. 

Mr.  Knutson.  I  submit,  Mr.  Chairman,  if  the  letter  is  confusing,, 
it  certainly  belongs  in  the  record. 

Mr.  Phillips.  I  will  be  very  glad  to  submit  that  letter  for  the  record. 

The  Chairman.  Without  objection,  it  may  be  received. 

Mr.  Phillips.  I  am  not  a  tax  man.  It  may  be  perfectly  clear  to 
you,  to  a  tax  expert,  but  it  is  a  little  confusing  to  me. 

Mr.  Phillips.  Following  that,  I  said,  "Now,  Captain,  assuming 
that  we  say  'No';  where  do  we  go  from  there?"  I  said,  "Can  we  talk 
to  anybody  else  ?     What  is  done  with  the  case  ?" 

He  said,  ^'Well,  we  refer  it  then  to  the  board." 

His  is  a  panel  and  it  is  then  referred  to  the  board. 

"They  review  it  and  in  most  cases  they  confirm  our  conclusions." 

I  said,  "Do  I  have  the  opportunity  as  a  citizen  of  the  United  States 
to  cro  before  that  board?" 

He  said,  "No ;  you  do  not." 

He  said,  "They  might  call  you,  but  it  is  not  your  option,  it  is  their 
option." 

I  said,  "In  other  words,  after  our  meeting  today,  we  are  through?" 

He  said,  "That  is  correct." 

I  said,  "Well,  now,  where  do  we  go  from  here  ?" 

He  said,  "Well,  let  us  see;  today  is  Monday." 

That  was  last  week.  This  thing  is  just  hot  ( if  the  griddle :  it  is  not 
cold.     This  was  last  Monday. 


He  said,  "We  realize  you  want  to  go  home  and  do  a  li"le  figuring^ 
and  do  a  little  scratching.    Friday  we  would  like  to  hd^e  your 

'^"riTil  we  were  given  5  days  to  make  that  decision.    Well,  Friday 

I  was  herein  this  rfom  tryinjto  learn  -«»«tlung  a^^^^^^^^^ 

and  I  am  delighted  that  I  came  here.    On  Saturday  1  callea  Captain 

nt"  thefe^for  other  question  I  would  like  to  poi^"^*  o"t^o  you 
Tentlemen  that  I  did  not  point  out  a  moment  ago.  I  asked  Captain 
Levi^n  "Captain,  how  much  time  did  you  put  on  my  case?  There 
ar^fi^e  men  here  hat  know  nothing  in  the  worldabout  my  business 
that  Sow  nothing  in  the  world  about  construction  or  construction 
machSery,  and  yof.  have  made  a  decision;  you  have  come  to  a  conclu- 
sion.   How  much  time  did  you  give  my  case  i     ^^ 

"Well "  he  said,  "I  spent  half  a  morning  on  it. 

I  have  spent  18  years  in  this  business,  and  I  still  do  not  know  it  all, 
hut  tCe  S  a  man  who  in  about  4  hours'  time  knows  my  business  and 
has  Sme  to  .a  exclusion  as  to  what  tlie  profits  should  be  and  what  they 

'^OnlsatorX  I  called  Captain  Levison  on  the  phc.ne,  and  I  extended 
him  an  invitatin  to  visit  my  plant,  so  that  he  c»»d  know  more  about 
mv  business  I  have  a  plant  within  5  minutes  of  this  beautitul  buuaing 
S  the  river,  just  5^  minutes. .  The  captain  adv^ed  me_he  sau^ 
"Officially  I  cannot  accept  your  invitation;  unofficially  I  might  ^o. 
He TaTd^I  am  going  out  of  town  and  may  be  gone  for  a  week 

That  is  as  to  f s  wf  have  gone  so  far  as  any  conversation  or  meetings 
with  Captain  Levison  are  concerned. 

Now  there  is  one  recommendation  I  would  like  to  make,  i  have 
listenld  here  to  the  hearings  for  a  week  and  I  have  learned  a  great 
deal  and  it  is  a  real  privileie  to  come  here.  But  so  far  as  renegotia- 
don'is  concerned,  as  funderrtand,  this  bill  Y^ld-f  ted^«^,A*  '^^ 
and  was  turned  over  to  the  Secretary  of  War.  He  turned  »  oyer 
tn  tCTTnder  Secretary.  The  Under  Secretary  turned  it  over  to  the 
main  bS.  The  r^afn  board  turned  it  over  to  another  sub-board. 
The  sub  board  turned  it  over  to  the  panel,  and  that  is  where  I  came 

"l°tZl^'e"7ot^ommend  to  you  gentlemen  that  you  bring  the 
paneHhey  are  the  fellows  that  are  running  this  show ;  not  Mr.  Karker 
and  these  o^ther  gentlemen  that  have  been  here;  they  are  the  boys  that 
draw  these  conclusions  and  tell  you  how  much  money  to  Put  on  the 
line-bring  the  panel  here,  all  five  of  them,  and  ask  them  to  teU  you 
how  they  reached  their  conclusions.  .,      •   »    „„+:„„ 

I  shall  be  very  glad  to  contribute  my  time,  or  any  other  mformation 
that  I  can  and\!  here  at  that  time,  They  can  question  me,  ask  me 
anything  they  want;  and  I  think  it  will  be  a  i-evelation 

Now  Mr  Karker,  in  part  I  of  your  hearings,  page  28,  said  that 
you  hive  an  appeal  to  the  courts.  Captain  Levison  told  me  definitely 
tCt  you  did  not  have.    Somebody  is  wrong.    I  would  like  to  know 

"  A^i'^S'lL'tttffif  ."  ry  important  is  the  date  of  the  con- 

tra^^aild  tKlivery  of  the  merchand^e  Tha^'^tloo'^'coyers 
bpirino-  on  mv  entire  bus  mess;  the  effective  date;  $1,300,000  coveis 
rental  fau^DSent  that  I  bought  Ud  paid  for  and  leased  to  the  Govern- 
meS,  or  Sd  to  the  contractors,  anS  by  reason  of  the  recapture  clause 
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that  the  Government  had  at  the  bottom  of  the  contract,  where  thev 
were  benefited  by  the  rentals  paid  to  the  contractor,  they  stepped  in  and 
recaptured  the  equipment.  ^      ^^ 

4.  ^}^  ^f  oo ''u  Y't  ^^^^J^.^e^  prior  to  April  28,  and  in  service  prior 
to  April  28,  but  I  am  being  renegotiated  for  that  amount. 

^thiiLk  that  the  law  discriminates,  if  I  have  permission  to  com- 
ment a  little  further,  I  see  no  reason  why  it  should  not  cover  hotels  I 
remember  a  very  short  time  ago,  when  I  paid  a  rate  here  of  $3.50  at 
a  hotel,  and  one  of  the  best.  Today,  at  times,  I  am  paying  $8 
sometinies  $7.  I  also  know  of  a  little  spot  in  Radford,  Va.,  4ere 
there  is  quite  a  large  plant,  one  of  our  Government  plants,  and  a 
JVew  York  operator  moved  in  there,  bought  an  old  school  and  put 
in  what!  call  a  bunkhouse,  with  tiers.  That  fellow  has  made  a  for- 
tune. He  is  one  of  these  men  you  were  thinking  about  when  you 
were  talking  about  those  23,000  millionaires  that  were  made  in  the 
last  war.    He  is  going  to  be  a  millionaire  before  it  is  over. 

And  there  are  gomg  to  be  many  more  like  him ;  the  department 
store  operator ;  not  one  block  from  this  building  you  can  go  up  and 
get  a  glorified  hamburger  that  you  ought  to  pay  a  dime  for  and 
^""^.^o/  t  ^^^^^'  and  then  you  get  into  a  cab,  four  men,  and  the  fee 
IS  ^1.20,  when  you  used  to  pay  20  cents  or  30  cents. 

Gentlemen,  I  think  we  need  the  money.  We  need  the  money  to 
win  this  war.  I  think  when  we  are  going  out  to  get  it,  do  not  go 
after  the  man  that  is  making  a  contribution  to  the  war  effort: 
go  after  everybody  and  treat  them  all  alike. 

Colonel  Browmng,  in  part  I  of  your  hearings,  page  17,  said  that 
they  allowed  4.1  percent  net  after  taxes  and  renegotiation,  and  20 
percent  before  %  figures,  with  the  exception  of  the  top  one,  shows 
that  I  am  slightly  under  that.    But  still  they  renegotiate  us. 

Mr.  Karker,  in  part  I,  page  23,  stated  that  an  over-all  average  after 
renegotiation  was  5.23  JVIy  figure  before  renegotiation  was  4.1,  and 
1  had  an  outstanding  base  period  average. 

Let  us  look  at  this  from  another  viewpoint.    I  participated  in  the 
building  of  this  big  Pentagon  Building.    We  furnished  many  pieces 
of  equipment.    I  did  not  go  inside  of  that  building  after  compE 
until  just  recently  on  renegotiation.    And  I  was  amazed  at  the  nmn 
ber  of  employees  that  were  there. 

I  hear  a  great  deal  and  I  read  a  lot  about  the  manpower  problem 
1  thmk  renegotiation  is  taking  some  manpower  that  could  be  used 

lu'ritoklr s.  ""^"'"^  ^'"- '  '^^^^^^ '''''  ^^'  ^^^-^* 

Here  is  a  chart  that  I  just  happened  to  look  at,  and  in  the  column 
on  the  right  is  the  number  of  Government  employees  tod'iv  ThprP 
are  3,019,483  as  compared  with  1918,  when  they  had  917  7^0  This 
IS  from  a  Government  report.  ' 

Ml.  Phillips.  The  United  States  Chamber  of  Commerce  Thev 
are  quoting  from  a  Government  report,  as  I  understaT  ^ 

irentlemeri,  I  am  an  equipment  man,  and  I  do  not  know  a  tbinir 
in  the  world  about  law.    In  fact,  I  am  out  of  my  back  yard     tK 
the  first  time  I  ever  attended  a  meeting  of  this  kind  and,  iust  confi 
dentially,  I  am  scared  to  death;  and  I  am  not  kidding     This  fs  ?he 

£st  iZ  L7t?'^  '^  ^;?  ^  r^  "^  '^^'  ^^^'    ^^'  I  ^™  do  ng  the 
Dest  I  can  and  I  hope  it  will  help  you. 


Mr.  WooDRurr.  And  you  are  doing  pretty  well,  I  will  say. 

Mr.  Phillips.  I  realize  that  you  have  a  problem;  ^ere  is  no  ques 
tion  about  that.    There  are  profiteers,  there  are  °»e'l  «»^  *°  ^^"^^1 
millionaires.    I  am  ready  to  ,do  my  part  any  ti'"^,^?  *^"i\j^f  *  „! 
V.  nrp     In  fact  in  mv  own  company,  in  the  beginning  ot  this  pro 
mm   I  offered  my  Services  without  cost  to  the  Government  in  the 
Ese  program  long  before  the  war,  without  cost,  iorj:^Vms^^ov 
llarv     Well,  on  account  of  rules  of  some  kind  they  could  not  acpept. 
fater  on  I  offered  not  only  myself  but  I  offered  my  whole  organisa- 
tion and  my  plant  without  cost  to  the  Government  other  than  the 
Tt  of  th^plant  itself;  no  profit  of  any  kind.    They  did  not  accept 
And^n  placf  of  that,  they  awarded  a  contract  and  gave  a  man  a  pretty 

''T  would  recommend  to  you  to  go  as  far  as  you  can,  and  I  knmv 
that Tou  cannot  go  but  so  far.  But  go  as  far  as  you  can  with  your 
Ss'^and  then  biyond  that  point,  I  realize  you  have  got  to  set  up 
something  else  to  take  care  of  it.  I  do  not  know  what  that  it,,  Dui 
XteverVu  do,  give  me  a  right  as  a  citizen  to  go  m  court  and  pro- 

tect  mv  interests.  .  i.,   •      u 

I  certainly  thank  you  for  the  privilege  of  being  here.  ,,    ,  ,„,^ 

Mr  RisoK.  ^r.  Phillips,  which  would  you  fef^^^d  ^^^^j^^J 
nnint  an  iDDeal  to  a  Federal  court  or  an  appeal  to  a  board  such  as 
was  s™Fed  this  week  by  Senator  Hatch;  a  board  that  would  fix 
rnda?d?for  the  renegotia'ting  agencies  of  «- Go^ernme^^^^^ 
review  the  findings  of  any  agency  when  the  contractor  was  dissatis 

fied  with  those  findings?  .     .    ^   ^i  t  ti^;r>t 

MrPHiLLiPS.  I  befieve,  Mr.  Robertson-in  fact,  the  more  I  think 

about  it  the  better  I  like  it  and  see  merit  in  it^you  give  a  citizen  the 

right  to  go  into  court  and  I  believe  you  are  going  to  screen,  you  are 

S  to  Eliminate  an  awful  lot  of  cases.    I  say  that  for  this  reason     If 

the  fellow  thinks  in  his  own  mind  that  he  has  had  excessive  profits,  he 

s  not  gdng  into  court  with  his  case.    But  the  man  that  feels  as  I 

do  he  is  gomg  into  court  if  he  has  that  privilege.    I  would  say  that 

Sen  theSt  to  go  before  a  Federal  court  should  help  tremendously. 

Mr  RobeStson.  It  is  entirely  possible  that  renegotiation  cases  would 

equal' the™  present  bus  Js^  of  the  ^edf =.1  df  toct  ^u^^^^^^^^^ 
we  cannot  enlarge  the  number  of  judges.    It  might  be  2,  or  6  years 
before  the  courts  could  complete  action.    Would  the  contractor  want 
to  wait  that  long  for  his  money? 
Mr.  Phiixips.  Well,  I  do  not  believe  they  would  hold  up  this  money. 
Mr.  Robertson.  You  do  not  believe  what?  •  ^  „„t 

Mr.  Phillips.  I  do  not  know;  I  have  not  reached  to  a  point  yet 
where  they  have  held  up  our  money  I  do  not  know  that  they  would 
do  that  If  it  is  the  policy  of  the  Government  to  step  out  and  giab 
your  money,  that  presents  another  problem.  I  see  your  point  there; 
that  with  the  number  of  cases  that  would  be  thrown  into  court,  it 
would  overload  them  tremendously,  and  you  would  have  to  set  up 
maybe  some  special  courts  to  take  care  of  it. 
Mr.  ROBEUTSON.  That  is  all.  •  *       „  t„j 

Mr.  Knxttson.  Mr.  Chairman,  I  have  here  a  comparison  of  reported 
1942  results  of  renegotiation  and  Federal  taxes  with  the  computation 
of  income  taxes  based  upon  proposed  tax  legislation,  that  I  am  going 
to  ask  to  have  inserted  in  the  record  following  the  testimony  of  the 
witness  this  morning.    It  is  very  comprehensive. 
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Mr.  O^OPER.  Ju&t  as  a  matter  of  information,  Wliat  document  is  it? 

Mr.  Knutson.  It  is  complied  by  Arthur  Anderson  &  Co.,  from 
data  publicly  available  prior  to  September  1, 1943. 

The  ratio  of  computed  1942  taxable  income  less  gross  renegotiation 
refund  to  estunated  costs  and  expenses,  is  given.  It  showl  a  verv 
great  range.  ^ 

Mr.  Cooper.  Just  generally  for  information,  in  an  effort  to  try  to 
understand,  do  I  understiind  you  correctly  to  say,  "proposed  taxes"? 

Mr,  Knutson.  I  will  be  glad  to  give  the  gentleman  a  copy  of  this 
For  instance   we  find  the  ratio  for  the  Armstrong  Cork  Co.  to  be 

lol.  fL  n  m"  ^^^.^«?J«tjy«  Works  12.1;  the  Boeing  Airplane  Co., 
10  4;  the  Doehler  Die  Casting  Co.,  17.6;  the  Grumman  Aircraft  En- 
gineering Co.,  9  7;  and  then  it  gradually  works  up  to  where  we  finally 
have  Items  such  as  these:  The  Adams-Millis  Corporation,  29.7;  Du 
Font  Co.,  40.1 ;  Eastman  Kodak,  40.3;  Ingersoll-Kand  Co.,  42.9;  Rem- 
mgton  Arms  Co.,  36.3 ;  Wilson  Products,  36. 

These  figures  would  indicate  to  me  the  necessity  for  standardizing 
the  renegotiation  procedure,  if  it  is  to  continue.  ^ 

The  Chairman.  Are  you  offering  that  for  the  record? 
Mr.  Knutson.  After  the  witness  has  completed  his  testimony. 
Mr.  Cooper.  Mr.  Chairman,  reserving  the  right  to  object— and,  of 
course,  I  do  not  intend  to-I  am  just  trying  to  understand.    I  under- 
stood  you  to  say  at  the  beginning  these  were  based  on  proposed  taxes. 
Ihat  IS  what  It  says  at  the  top  of  this  chart.    I  want  to  know  what 
they  mean  by  "proposed  taxes." 
This  says  at  the  top : 

thp'i.nSt^lfo?  ""^  r,ePor*ed  1942  results  of  renegotiation  and  Federal  taxes  with 
the  computation  of  income  taxes  based  upon  proposed  tax  legislation. 

Mr.  Knutson.  If  you  will  look  at  notes  1  and  2,  you  will  find  exact- 
ly what  It  means,  down  at  the  bottom  of  the  page. 

Mr.  Cooper.  I  have  looked  at  that,  and  still  I  do  not  think  it  is 
^"i/  ^T^^^*    ^^  ^^^^®  proposed  tax  legislation  is  it  based  ? 

Mr  Kntttson.  I  would  not  undertake  to  clarify  any  figure  of  rene- 
gotiation Mr.  Cooper.  I  presume  every  one  who  has  something  to 
do  with  It  IS  more  or  less  confused,  and  I  admit  that  I  am.  But  this 
IS  a  very  interesting  statement,  and  I  ask  unanimous  consent  that  it 
may  be  made  a  part  of  the  record. 

^  Mr  Cooper   This  is  just  a  question  of  trying  to  get  an  understand- 
ing of  what  this  means.    It  says,  "proposed  tax  legislation."    I  just 
want  to  know  whose  proposal  it  was,  if  you  know:  of  course,  if  you 
do  not  know '       "^ 

Mr.  Knijtson.  The  figures  that  I  have  read  here  were  the  result 
of  renegotiations  that  have  been  had. 

Mr.  Cooper.  I  know,  but  when  they  compare  that  with  proposed 
tax  legislation,  I  am  just  wondering  who  it  was  who  proposed  that. 

Mr.  Kntttson.  I  could  not  give  you  that  information. 

Mr.  Cooper.  All  right;  thank  you. 

Mr  Woodruff.  I  will  say  to  my  friend  from  Tennessee  that  we 
have  been  regaled  with  proposed  changes  in  this  legislation  now  for 
some  weeks,  and  I  think  there  have  been  as  many  different  proposals 
as  there  have  been  witnesses. 


Mr  Cooper.  The  whole  point  with  me  is  that  when  this  says,  "pro. 
posed  tax  legislation,"  I  want  to  know  who  is  proposmg  the  tax  legis- 

^IT.  k^^^N.^N^ti^K^^^      probably  give  you  the  picture.    It 

KTnomial  and  surtax;  and  (c)  95  percent  Federal  excess  profits  tax  less 
10  percent  Federal  excess-profits  tax  post-war  credit. 

Those  rates  have  been  proposed  by  various  people,  that  we  increase 
the  normal  surtax  to  45  percent  in  the  next  tax  bill.  ^  •   „  -.  o 

Mr.  Cooper.  That  is  all  well  and  good,  but  who  is  proposing  it? 

Mr  Woodruff.  What  difference  does  it  make  s  ,  , 

Mr  Knutson.  What  difference  does  it  make  ?  It  has  been  suggested 
tZ\7vZl  the  rate,  the  normal  and  surtax  rate,  from  40  to  45  P^- 
cent  in  the  next  tax  bill.  A  number  have  suggested  that.  I  thmk  the 
gentleman  himself  has  suggested  it. 

Mr.  Cooper.  No  ;  I  have  not  made  any  suggestions  on  the  next  tax 

%r!  Knutson.  You  did  in  the  last  tax  bill.    I  did  not  know  that 
you  had  abandoned  your  position.  , 

The  Chairman.  If  there  is  no  objection,  it  may  be  put  m  the  record. 
I  do  not  see  that  it  gives  us  much  information  when  it  speaks  of  pro- 
posed  tax  legislation.    There  are  so  many  proposals  on  taxation. 
^  Mr.  CoopIr.  That  was  the  whole  purpose  of  my  inquiry.    I  am  ]ust 
trying  to  get  down  to  a  basis  of  understanding  of  this  document. 

Thf  Chairman.  Without  objection,  it  may  be  put  m  the  record. 
Have  you  finished,  Mr.  Knutson  ? 

Mr.  Knutson.  I  have  finished. 

(The  document  referred  to  is  as  follows :) 
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Mr.  FoRAND.  Mr.  Phillips,  I  understood  you  to  say  that  this  was 
your  first  experience  before  a  meeting  of  this  type,  and  you  were 
scared  to  death. 

Mr.  Phillips.  Yes,  sir. 

Mr.  FoRAND.  I  want  to  compliment  you  on  the  way  you  have 
handled  the  situation. 

Mr.  Phillips.  Thank  you,  sir. 

Mr.  FoRAND.  For  a  novice,  you  have  done  a  splendid  job. 

Mr.  Phillips.  Thank  you,  sir.  I  hope  I  have  been  able  to  con- 
tribute something. 

Mr.  FoRAND.  I  think  you  have.  Now  I  want  to  get  a  clear  picture, 
if  I  can,  of  exactly  the  type  of  work  that  you  do,  and  in  order 
to  get  that,  I  am  going  to  ask  you  a  few  questions.  First,  I  believe 
you  said  that  you  had  40  employees. 

Mr.  Phillips.  Yes,  sir. 

Mr.  FoRAND.  That  is  the  entire  personnel  of  your  organization  ? 

Mr.  Phiujps.  Yes,  sir.  We  have  had  at  times  out  on  projects  a 
number  of  men,  whereby  that  number  would  go  up.  It  would  go  up 
and  down.  But  our  average  would  be  approximately  40  employees. 
There  have  been  times  when  we  have  had,  maybe,  60,  70,  or  80.  But 
that  was  simply  a  temporary  project  condition,  where  we  were  in 
the  project  for  maybe  a  few  months,  and  when  it  was  over  we  would 
go  back  to  normal. 

Mr.  FoRAND.  But  you  could  say  that  for  a  period  of  a  year  the 
average  would  be  around  40. 

Mr.  Phillips.  Around  40;  yes,  sir. 

Mr.  FoRAND.  You  sell,  lease,  rebuild,  and  remanufacture  construc- 
tion equipment? 

Mr.  Phillips.  Yes,  sir. 

Mr.  FoRAND.  And  that  includes  bulldozers  and  shovels — things  of 
that  sort? 

Mr.  Phillips.  Everything  it  takes,  everything  that  was  used  in 
connection  with  this  program,  with  the  exception  of  water  equip- 
ment; I  mean  floating  equipment,  such  as  floating  pile  drivers;  we 
do  not  get  into  that  kind  of  equipment. 

Mr.  FoRAND.  The  rebuilding  and  remanufacturing  and  i-epair  and 
servicing,  and  so  forth,  is  of  equipment  t?hat  you  yourself  own ;  or  is 
it  also  equipment  that  you  sell  ? 

Mr.  Phillips.  Both.  We  have  done  a  tremendous  amount  of  re- 
building our  own  equipment  as  well  as  other  equipment  that  was  on 
war  work;  as  an  illustration,  on  projects  in  this  immediate  vicinity, 
they  would  turn  cranes  over  and  collapse  the  booms,  and  damage  the 
crawlers  and  then  go  into  our  plant,  and  we  would  pull  them  down 
and  repair  them  and  rebuild  them.  We  have  done  a  great  deal  of 
work  on  this  War  Department  building  and  on  Boiling  Field,  on 
the  airport  and  projects  of  all  types. 

Mr.  FoRAND.  The  equipment,  perhaps,  belongs  to  the  Government? 

Mr.  Phillips.  In  some  cases  it  belongs  to  the  Government ;  in  some 
cases  it  belongs  to  the  contractors;  mostly  to  the  contractors  and 
subcontractors  and  our  own. 

Mr.  FoRAND.  My  purpose  in  asking  you  these  questions  is  this:  I 
want  to  make  a  comparison,  if  I  may,  with  an  outfit  that  is  operating 
in  my  own  district  now.  Perhaps  you  are  acquainted  with  it,  the 
Dalstrom  Co.  of  Texas. 


Mr.  Phillips.  Yes,  sir.    I  do  not  know  them  personally,  but  I  do 
know  of  the  Dalstrom  Co.  , 

Mr.  FoRxVND.  They  do  approximately  the  same  type  of  work  that 

^^Mr  ^Phillips.  Well,  prior  to  March  of  1943— and  I  am  only  going 
bv  information  that  I  have  received— I  do  not  think  so.  But  they 
were  awarded  a  cost-plus-a-fixed-fee  contract  by  the  Government  to 
rebuild  equipment  all  over  the  United  States.  They  were  set  up  at 
three  points— Khode  Island,  Oklahoma,  and  California.  In  other 
words,  instead  of  the  Government  giving  the  contract  to  the  dis- 
tributors, on  an  hourly  basis— and  there  are  500  of  us  all  over  the 
United  States  that  have  plants  available  for  that— the  contract  was 
awarded  to  the  Dalstrom  Co.,  of  Texas,  and  all  the  information  i 
have  is  that  that  firm  started,  I  believe,  in  March  1943. 
Mr.  FoRAND.  It  is  a  comparatively  new  company? 
Mr.  Phillips.  The  officers  of  that  company  I  believe  are  also  of- 
ficers of  Brown  &  Koot,  who  have  something  like  $500,000,000  worth 
of  work  now  on  ships  and  other  items  of  that  kind. 

Mr.  FoRAND.  The  plant  that  I  have  in  mind  was  an  old  textile 
plant  that  was  taken  over  by  the  Dalstrom  Co.,  the  old  Ann  &  Hope 
Mill,  in  the  town  of  Cumberland,  in  Rhode  Island.    It  is  set  up 
as  a  United  States  Navy  repair  depot. 
Mr.  Phillips.  Yes,  sir.  .  .   .r^  . 

Mr.  FoRAND.  And  they  have  all  types  of  heavy  equipment  that 
comes  in  there  and  they  are  supposed  to  rebuild  it  and  remanufacture 

^  *Mr.  Phh^ltps.  That  is  right.  They  will  completely  rebuild  it. 
But  that  is  Government-owned  equipment  that  they  are  rebuilding. 
That  is  the  equipment  that  has  been  recaptured  from  us,  taken  from 
us,  and  put  in  these  pools  all  over  the  United  States.  The  Government 
has  an  enormous  amount  of  it  all  over  the  United  States,  and  a  lot 
of  it  by  reason  of  the  fact  that  it  has  been  through  these  enormous 
jobs,  working  24  houi^  a  day,  has  got  to  be  rebuilt.  .„,     ,    ^  i     j 

So  no^v  the  Navy  decided  to  send  it  to  three  points,  Rhode  Island, 
Oklahoma,  and  California.  The  Corps  of  Engineers  are  doing  the  ]ob 
a  little  differently.  Thev  are  turning  it  over  to  the  dealers  who  have 
the  plant  and  the  manpower  and  the  facilities  and  they  are  giving 
that  business  to  the  dealers  all  over  the  country.  But  the  Navy  did 
not  treat  us  quite  as  good,  to  my  way  of  thinking. 

Mr.  FoRAND.  Are  your  men  paid  the  current  rate  of  pajr  m  the 
particular  section  where  they  are  working,  or  do  you  have  just  one 
set  rate,  and  your  men  are  paid  on  an  equal  basis  tor  a  similar  type 

of  work? 

Mr.  Phillips.  We  have  two  types  of  employees.  We  have  the 
salaried  monthly  employees.  Then  we  have  some  hourly  men,  and 
the  rates  for  these  men  are  fixed  by  the  O.  P.  A.  They  were  frozen 
as  of  a  certain  date,  and  as  I  mentioned  yesterday,  that  presents 
a  problem  also — the.  rates  at  which  we  were  frozen,  and  to  get  that 
changed  takes  quite  a  bit  of  action.  .       „   ,      • 

I  have  not  been  able  to  do  it  yet.  We  are  doing  repairs  all  the  time, 
repairintT  equipment  for  contractors  on  w^ar  work  and  for  the  last 
2  or  3  months  we  have  shown  anywhere  from  $2,000  to  $5,000  loss. 
Now,  when  we  had  other  business  to  go  along  with  that,  our  service 
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department,  part  of  it,  could  ride  on  the  other  department.  But 
now,  with  nothing  coming  from  the  manufacturers,  so  to  speak,  to 
sell,  and  with  practically  all  of  our  equipment,  rental  equipment,  that 
had  provided  some  income  in  the  past,  recaptured  by  the  Govern- 
ment, it  only  leaves  us  one  thing  to  depend  on  for  existence,  and  that 
is  our  service  department.  Now  that  is  operating  at  a  loss,  and  there 
is  not  but  one  answer.     If  we  continue,  we  are  bound  to  go  broke. 

We  have  had  18  years,  and  in  every  one  of  the  18  years  of  our  busi- 
ness we  have  shown  a  profit. 

Mr.  FoRAND.  What  is  the  rate  of  pay  that  is  allowed  by  the  O.  P.  A., 
that  you  are  now^  paying?  i 

Mr.  Phillips.  $2  an  hour. 

Mr.  FoRAND.  $2  an  hour? 

Mr.  Phillips.  Yes,  sir. 

Mr.  FcRAND.  And  that  applies  whether  they  are  working  in  Texas 
or  working  in  Maine  or  working  on  the  coast;  is  that  the  idea? 

Mr.  PniLLirs.  Yes;  so  far  as  my  company  is  concerned. 

Mr.  FoRAND.  You  do  not  vary  that  according  to  the  local  pay 
scales  ? 

Mr.  Phillips.  No,  sir. 

Mr.  FoRAND.  Are  your  men  union  men  or  not  ? 

Mr.  Phillips:  Some  of  them  are  union  men  and  some  of  them  are 
not. 

Mr.  FoRAND.  You  have  had  no  trouble  with  the  unions? 

Mr.  Phillips.  I  have  had  no  trouble  at  any  time — my  company— 
with  the  unions  at  all.    In  fact,  we  get  along  very  well  with  the  union. 

Mr.  FoRAND.  How  long  has  this  pay  scale  been  in  operation,  ap- 
proximately ? 

Mr.  Phillips.  I  believe  it  was  frozen  as  of — I  am  subject  to  cor- 
rection on  this — I  believe  in  March. 

Mr.  FoRAND.  1943  ? 

Mr.  Phillips.  No,  last  year. 

Mr.  FoRAND.  1942? 

Mr.  Phillips.  1942;  March  of  1942  was  the  freeze  date. 

Mr.  FoRAND.  That  is  the  maximum  that  you  could  pay? 

Mr.  Phillips.  That  is  right,  sir. 

Mr.  FoRAND.  Have  you  reduced  those  pay  scales  at  any  time  since 
then ;  are  you  still  operating  on  that  same  scale  ? 

Mr.  Phillips.  We  are  still  operating  on  that  same  scale.  You  are 
speaking  now  of  the  rate  that  we  are  able  to  charge  the  customer  or 
the  rate  we  pay  our  employees?    Which  are  you  speaking  about? 

Mr.  FoRAND.  The  rate  that  you  pay  the  employee. 

Mr.  Phh^lips.  That  was  frozen  by  the  Wage  Stabilization  Act,  and 
at  that  point,  I  might  also  add 

Mr.  FoRAND.  Was  that  at  $2? 

Mr.  Phillips.  No;  that  $2  is  our  service  rate. 

Mr.  FoRAND.  I  thought  that  was  a  rather  high  price  to  pay  your 

Mr.  Pkillips.  That  $2  is  our  service  rate,  that  we  charge  to  the 
customer  and  the  government  when  our  men  are  working  on  equipment. 

Mr.  FoRAND.  What  I  am  trying  to  get  at  is.  How  much  do  you  pay 
your  help  per  hour  ? 


Mr.  Phillips.  That  varies  anywhere  from  75  cents  on  up.  There  is 
one  man  for  whose  service  we  cannot  charge  but  $2  an  ^^^^'  ^?^^Z7 
]et  us  see  here  what  he  has  cost  us— that  man  cost  us  m  1942,  $4,675. 
He  is  our  master  mechanic.  So  we  are  losing  our  shirt  on  him,  so 
far  as  the  rate  is  concerned.  He  is  a  good  man  and  we  are  not  losing 
so  far  as  the  man  is  concerned,  but  it  is  just  one  of  those  unfortunate 

conditions.  ,    ,    ,  ^    i  j« 

Mr.  FoRAND.  But  your  pay  scale  to  your  help  has  not  changed? 

Mr.  Phillips.  No,  sir. 

Mr.  FoRAND.  Over  a  period  of  months? 

Mr.  Phillips.  The  Wage  Stabilization  Act  froze  all  of  our  salaries. 
Those  men  earned  their  salaries.  We  have  a  good  organization. 
The  success  that  our  company  has  made  is  due  not  to  me  alone,  but  to  ail 
of  those  40  people.  I  have  a  young  lady  that  has  been  with  the  com- 
pany for  14  years,  and  she  really  has  contributed  a  lot.  My  partner, 
Mr.  Backstrom,  who  came  with  me  in  1930,  has  contributed  im- 
mensely  to  the  success  of  our  company.  ,  .     -r^        d   t>     j 

Were  you  here  yesterday  when  I  referred  tx)  this  Dun  &  Uraa- 

street  chart? 

Mr.  FoRAND.  Yes,  I  was  here. 

Mr.  Phillips.  I  would  like  to  have  given  those  people  bonuses  and 
I  would  like  to  have  given  them  all  raises ;  they  all  earned  them,  be- 
cause they  were  giving  us  everything  that  they  had.  ,       ui 

Mr.  FoRAND.  I  take  it  from  that  that  you  have  had  no  labor  trouble 

whatever.  ,    ,    .        ,     .       i    ^  ^i     inr  

Mr.  Phillips.  No,  sir.    They  earned  their  salaries,  but  the  Wage 

Stabilization  stopped  us,  and  we  could  not  go  any  further. 

Mr.  FoRAND.  Thank  you;  that  is  all.  ..    ^  , 

Mr.  Dewey.  Mr.  Phillips,  I  was  interested,  but  did  not  quite  fol- 
low one  of  your  statements.  As  I  understood  it,  you  had  paid  three- 
fourts  of  your  corporate  tav  in  cash  to  the  government. 

Mr.  Phillips.  Yes,  sir;  we  have  paid  three-fourths  as  of  the  Sep- 
tember payment. 

Mr.  Dewey.  In  what  sum  was  that? 

Mr.  Phillips.  What  sum? 

Mr.  Dewey.  May  I  first  ask,  what  was  your  taxable  income  against 

which  that  tax  was  levied?  ,  .  ,     ,  _x 

Mr.  Phillips.  Our  profit  was  $439,264.42  on  which  the  partners 

paid .    . 

Mr.  Dewtiy.  That  was  prior  to  renegotiation? 

Mr.  Phillips.  Yes,  sir. 

Mr.  Dewey.  And  against  that .     ,    ,.       ^  ,      ,        .  a.  ^ 

Mr.  Phillips.  AVe  paid  a  total  tax,  including  Federal  and  btate, 

of  $346,417.57. 

Mr.  DewUy.  And  that  leaves  a  balance 

Mr.  Phillips.  Of  $92,846.85. 

Mr.  Dewey.  That  is  what  you  had  left  as  profit  for  your  company 

in  that  period? 
Mr.  Phillips.  Yes,  sir. 
Mr.  Dewey.  Then,  as  I  understand  it,  you  went  before  a  panel. 

Mr.  Phillips.  Yes,  sir.  A^-A/^n/^o 

Mr.  Dewey.  And  the  panel  said  that  you  owed  them  $1(  0,000  < 
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Mr.  Phillips.  Yes,  sir. 

Mr.  Dewey.  And  as  I  subtract  $92,846  from  that  $170,000,  that 
leaves  you  $77,154,  or  thereabouts,  minus  cash. 

Mr.  Phillips.  To  be  exact,  taking  our  State  refund  into  considera- 
tion, our  profit  after  taxes  and  after  renegotiation  is  $74,067.99. 
Mr.  Dewey.  That  is  your  profit? 

Mr.  Phillips.  After  taxes  and  after  renegotiation,  which  is  12  per- 
cent before  taxes  and  3.29  after.    But  let  me  point  this  out : 

Mr.  Dewey.  I  am  still  a  bit  confused,  because  you  had  a  profit  of 
$439,000  in  round  figures. 
Mr.  Phillips.  Yes,  sir. 
Mr.  Dewey.  And  you  had  a  tax  of  $346,000? 
Mr.  Phillips.  That  is  right. 

Mr.  Dewey.  That  left  you  a  net  taxable  profit,  after  paying  that 
amount  of  taxes,  which  represented  three-fourths  of  your  total  tax 

levy,  as  I  understand  it 

Mr.  Phillips.  That  is  right. 
Mr.  De^ey.  Of  $92,000. 
Mr.  Phillips.  That  is  right. 

Mr.  Dewey.  But  then  you  say  the  renegotiation  group  came  in 
and  asked  you  for  $170,000. 
Mr.  Phillips.  That  is  right,  sir. 

Mr.  Dewey.  I  do  not  understand  where  you  had  any  profit  left  if  you 
had  only  $92,000  profit  after  taxes  in  the  year  and  you  were  asked  for 
$170,000  more.  It  would  look  as  if  you  were  $92,000  or  close  to  $93,000 
short  in  cash. 

Mr.  Phillips.  As  I  outlined  it  a  moment  ago,  on  that  $170,000,  we 
have  got  to  go  back  to  the  Treasury  Department  to  collect  this  our- 
selves— not  the  War  Department.    We  have  to  go  back  and  get  our 
refund   from   the   Treasury   Department.    We   will   have   on   that 
amount,  $146,121  returned  to  us,  by  the  Treasury  Department.    That 
is  a  tax  refund. 
Mr.  Dewey.  That  is  $146,000  from  the  Treasury  Department. 
Mr.  Phillips.  That  is  right,  when  and  if  we  can  get  it. 
Mr.  Dewey.  When  you  get  it? 
Mr.  Phillips.  Yes,  sir. 

Mr.  Dewey.  Still  you  have  been  asked  for  $170,000. 
Mr.  Phillips.  Yes. 

Mr.  Dewey.  And  if  you  are  only  going  to  get  $146,000  refund  and 
you  have  been  asked  for  $170,000,  it  would  look  to  me  that  you  are 
still  $24,000  short. 

Mr.  Phillips.  Well,  if  we  had  to  put  up  the  $170,000  tomorrow, 
you  are  correct,  sir.  But  they  have  gone  into  this  matter;  Major 
Watts  has  worked  out  some  relief  for  us,  and,  as  I  said,  that  was  in 
the  letter  that  we  received. 

Mr.  Dewey.  But.  as  you  figure  it  out,  according  to  your  own  figures, 
after  all  this  relief,  you  will  have  left  a  3.29  percent  profit. 
Mr.  Phillips.  That  is  right,  sir. 
Mr.  Dewey.  On  what,  on  your  sales  ? 

Mr.  Phillips.  Toral  sales*  yes,  sir.  At  that  point  I  would  like  to 
point  this  out  to  you.  By  reason  of  the  fact  that  we  have  tried  to  be 
economical  and  conservative  in  our  operations,  and  also  a  partner- 
ship does  not  have  salaries — that  is,  the  basis  on  which  the  partners 
have  operated  trying  to  build  up  a  strong  company — and  I  think  you 


gentlemen  will  admit  that  a  rating  of  AA-1  represents  a  strong  com- 
pany— ^we  would  not  have  had  that  strength  if  we  had  just  drawn 
it  out  and  put  it  into  other  things  .  As  compared  with  that,  there 
have  been  seven  people  renegotiated  from  this  industry.  Now,  that 
group  of  seven*  was  not  renegotiated  by  the  panel  that  renegotiated 
me.  They  were  renegotiated  by  a  special  distributor  group,  who  are 
specializing  in  distributors.  Taking  the  salaries  that  I  know  they 
allowed,  these  are  some  of  the  figures.  One  $50,000  for  salaries;  an- 
other one,  $74,000;  another  one,  $144,000;  for  officers'  salaries.  And 
those  men  are  no  better  qualified — ^they  are  in  the  same  business  that 
I  am  in  and  if  they  had  allowed  me  a  reasonable  salary  in  their  com- 
putation on  renegotiation,  then  there  would  not  have  been  any  profit 

at  all. 

Mr.  Dewey.  I  understand  you  got  a  salary  of  $11,700. 

Mr.  Phillips.  The  officials  of  this  company  had  a  total  of  exactly 
$20,000  salary.  Now,  if  you  compute  that  on  the  basis  of  their  re- 
negotiable  figures  with  other  companies,  what  they  show  here  would 
be  just  in  salaries  and  it  would  be  no  profit,  and  they  wouldn't  take 
anything  from  us.  But  we  have  been  conservative  in  our  entire 
structure,  and  then  they  throw  it  into  us. 

Mr.  Dewey.  May  I  ask  you,  have  you  any  figures  as  to  what  was 
their  net  on  sales  after  renegotiation,  as  compared  with  some  of  these 
other  companies?  You  sh6w  3.29  percent.  Have  you  ever  found 
out  what  they  were  allowed? 

Mr.  Phillips.  You  see,  as  a  corporation  it  is  hard  to  make  a  com- 
parison, because  their  salaries  are  chargeable  off  as  an  expense.  With 
us  it  is  different;  with  a  partnership  it  is  different.  We  take  in  our 
profits  and  our  salaries  all  together,  so  that  comparison  would  not 
give  you  a  true  picture.  But  in  volume,  in  total  manpower,  in  field 
coverage,  in  total  investment,  we  had  everything  exposed  that  we  had, 
not  just  the  assets  of  a  company  as  rated  by  Dun  &  Bradstreet. 
Every  dollar  that  I  had  in  the  world,  by  reason  of  the  fact  that  it 
was  a  partnership  was  exposed  in  this  program.  We  had  purchased 
more  than  $1,000,000  worth  of  equipment  in  addition  to  that  which  we 
had  prior  to  this  program,  and  I  say  this  without  reservation  and 
I  don't  say  it  just  for  myself  but  I  say  it  in  behalf  of  the  other 
distributors  who  did  the  same  thing:  We  had  a  contract  that  said, 
**We  will  keep  the  equipment  1  month."  If  the  war  had  ended  and 
the  program  been  chopped  off  and  the  Government  returned 
$150,000,000  worth  of  equipment  to  us,  this  industry  would  have  been 
busted  wide  open,  and  I  don't  mean  maj^be ! 

Mr.  Dewey.  May  I  ask  you  another  question?  You  used  the 
word  "recapture"  in  connection  with  the  equipment.  Not  being  fa- 
miliar with  your  business,  I  am  a  bit  confused.  May  I  just  ask  this 
question :  Have  you  owned  any  of  this  equipment  outright  ? 

Mr.  Phillips.  "Recapture"  is  a  Government  term. 

As  to  the  equipment,  yes,  sir;  we  bought  it  and  paid  for  it. 

Mr.  Dewey.  You  bought  it  and  paid  for  it  ? 

Mr.  Phillips.  Yes,  sir. 

Mr.  Dewey.  And  it  is  leased  by  the  Government  from  you  ? 

Mr.  Phillips.  No,  sir ;  it  is  leased  by  the  contractor,  in  most  cases. 
We  had  very  few  cases  where  the  Government  leased  it  direct.  In 
most  cases  it  was  leased  between  our  company  and  the  contractors, 
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but  the  Government  says  to  the  contractor,  "You  tack  on  to  the  end 
of  this  contract  this  clause,  that  the  Government  may  have  the  option 
of  taking  over  the  contract  and  recapturing  that  equipment,  paying 
you  the  recapture  value  plus  1  percent  per  month  for  every  month 
it  is  on  the  project,"  and  I  shall  be  very  pleased  to  get  a  copy  of  that 
form,  the  Government  rental  contract,  which  is  being  used  by  both 
Army  and  Navy,  and  submit  it  for  the  record. 

Mr.  Dewey.  May  I  ask  this:  Is  there  in  this  agreement,  or  such 
agreement  as  you  had,  wherein  your  machinery  that  you  owned  iind 
paid  for  is  involved,  a  certificate  of  necessity  of  some  sort,  or  is  there 
any  arrangement  by  which  you  can  amortize  the  value  of  that  ma- 
chinery which  is  in  other  people's  hands,  so  that  you  can  yourself 
recapture  the  value  of  the  machinery  destroyed,  due  to  the  hard  use 
that  it  is  probably  getting  in  the  hands  of  contractors? 

What  kind  of  arrangement  for  amortization  or  depreciation  is 
allowed  ? 

Mr.  Phillips.  It  is  not  worked  on  a  depreciation  basis.  When  you 
go  into  the  contract  you  state  within  the  contract  what  the  recapture 
price  shall  be  in  the  event  that  the  Government  decides  to  recapture 
the  equipment. 

Mr.  Dewey.  I  don't  understand  what  you  mean  when  you  say, 
"if  the  Government  says  it  is  going  to  recapture."  It  is  your  equip- 
ment that  you  have  leased  to  somebody. 

Mr.  Phillips.  That's  right.  The  contractor  does  not  have  the 
privilege  to  recapture,  only  the  Government  has. 

Mr.  Dewey.  What  do  you  mean  by  "recapture"? 

Mr.  Phillips.  Take  it  over. 

Mr.  Dewey.  The  Government  has  a  right  to  take  it  away  from  you 
and  pay  you  a  certain  value  for  your  machinery  ? 

Mr.  Phillips.  That's  right,  and  they  take  advantage  of  the  rentals 
that  have  been  paid  by  the  contractor  and  pay  us  the  difference  be- 
tween what  rental  is  paid  by  the  contractor  and  the  price  that  is  named 
in  the  contract  plus  1  percent  per  month. 

Now,  they  go  further  and  they  say  that  when  the  rentals  equal  the  re- 
capture, or  when  the  rentals  equal  the  price  of  the  equipment,  it  is 
automatically  recaptured  and  becomes  the  property  of  the  Government, 
and  title  is  vested  in  the  United  States  Government. 

Mr.  Dewey.  Does  the  Government  have  to  recapture  ?  ^ 

Mr.  Phillips.  Yes,  sir ;  if  it  reaches  that  point. 

Mr.  Dew^ey.  Yes;  but  supposing  they  have  only  had  it — and  I 
think  you  probably  covered  this  in  that  1-month  statement  of  yours 
just  now — supposing  that,  at  any  time  the  need  for  this  equipment 
should  fall  off,  the  Government  would  turn  all  of  this  machinery 
back  to  you. 

Mr.  Phillips.  Yes,  sir;  they  could. 

Mr.  Dewey.  And  supposing  the  rentals  were  not  sufficient  to  amor- 
tize or  depreciate  the  value  of  that  machinery  when  it  is  turned  back, 
because  it  has  had  hard  usage,  are  you  going  to  lose  money  by  their 
usage  of  the  machinery,  or  do  the  rentals  include  enough  to  depreciate 
your  values? 

Mr.  Phillips.  It  so  happens  that  everything  that  we  had  on  defense 
and  war  work  has  been  recaptured.  We  do  not  have  that  problem, 
with  the  exception  of  maybe  a  few  items.     In  other  words,  as  to  the 


.Quipment  that  they  had  put  through  the  mill,  and  in  some  cases 
uTad  hard  use,  they  felt,  "Well,  we  would  rather  not  recapture  this, 

and  some  of  it  was  turned  back.  ^  r^vr.Klpm 

Now  -oing  along  further  with  that  point,  which  is  another  pioM^^] 
to  us    tEe  equipment  that  we  had  prior  to  this  program-not  the 
[iS^^t  tTt'we  bought  for  this  pW-m,  biit  tl-  W^ 
've  had  prior  to  this  program,  that  we  had  been  renting  foi  some 
period  of  time  and  had  been  using  under  the  normal  i"f  lj«^  ^f .  ;;^^^- 
Ciation  of  2  percent  per  month  and  had  been  ^'edHc^4,f  ^^^ 
hook  value  we  will  say,  of  $1  or  $2— was  recaptured  m  42,  and  this 
mnel  tt^Tted  tha^  item  all  as  profit  above  the  book  value,  whereas  m 
,^n  iudlmenl  in  view  of  the  fact  that  it  had  been  in  existence  before 
it  should  have  been  treated  as  a  long-term  investment,  and  we  would 
Up  ffiven  the  benefit  of  that,  but  we  were  not. 

K^^^^^^  add  this,  too,  which  I  do  not  think  I  brought  out  very 
forcMy  This  equipment  was  in  37  of  the  48  States.  The  Govern- 
ment had  the  right  to  transfer  it  from  one  ]ob  to  another.  As  an 
xTmple,  when  the  job  at  Radford  was  completed  a  lot  of  it  was  ^nt 
to  California  and  some  to  Tennessee,  and  the  Tennessee  equipment  was 
.ent  somewhere  else.  The  result  was  that  our  equipment  was  going 
all  over  the  country.  We  didn't  know  where  it  was,  to  tell  you  the 
truth.   We  never  knew  where  it  was  m  most  cases. 

Now,  we  are  beginning  to  develop  this  problem :  We  are  getting 
letters  from  various  counties  and  States  imposing  a  ta^  on  us  by  rea- 
son of  that,  in  some  cases  a  sales  tax,  in  Tennessee  a  tax  in  one  county 
of  some  $480.    We  have  no  idea  what  that  is  eventually  going  to  reach. 
There  is  no  way  for  us  to  estimate  it.    We  outlined  this  to  these  men  m 
certain  reserves  that  should  be  set  up  to  protect  that  but  they  would 
not,  gentlemen,  and  they  did  not,  give  it  any  consideration  whatso- 
ever   and  I  am  confident  that  any  man  that  is  reasonable,  or  any 
board  or  any  court  that  is  reasonable,  or  any  good,  sound  business- 
man, is  bound  to  say  that  you  must  set  up  reserves  to  take  care 
of  those  items,  and  if  they  take  what  they  propose  taking  and  if  they 
allow  reasonable  salaries  to  us— and  I  think  y^^  gei^tj^J^f^^^^ll^^^^^^^ 
that  if  they  permit  my  competitors  to  have  salaries  of  5^55,000,  it)i^,tKJU, 
and  $144,000,  men  wlio  are  in  the  same  business  that  I  am  in  and  do- 
ing the  same  kind  of  business  that  I  am  doing,  I  am  certainly  worth 
somethino-  near  that,  anyhow,  even  though  my  chart  here  shows  that 
we  are  operating  on  a  very  reasonable  basis.    In  fact,  the  renegotiator 
himself  said,  "Your  salary  structure  is  below  reasonable.'     Those 
were  his  own  words— "below  reasonable."  , 

Now,  gentlemen,  I  am  not  talking  dollars,  I  am  talking  principle. 
It  isn't  a  matter  of  dollars.  I  said  yesterday  that  some  time  ago 
we  organized  a  special  engineer  shop  company  for  the  Corps  of 
Engineers,  and  I  spent  mv  own  time  and  my  own  money,  along  with 
the  assistance  of  other  distributors  in  this  industry.  I  did  the  job  with 
great  pleasure..  It  was  an  honor  to  me  and  I  enjoyed  it.  Jt  cost  me 
$3  000  I  would  do  the  same  job  tomorrow  if  it  cost  me  $30,000.  I 
would  get  a  kick  out  of  it  and  would  not  holler.  I  don't  like  for  five 
men  to  sit  on  a  board  who  know  nothing  about  my  business  and  say, 
"Give  me  $170,000."    Boys,  when  you  get  to  fhat  there  is  something 

wrong. 
Mr.  Reed.  That  is  a  fine  statement. 
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The  Chairman.  Mr.  Carlson. 

Mr.  Carlson.  As  I  understood  your  testimony,  the  rates  that  you 
charged  for  this  equipment  were  established  by  the  O.  P.  A.  ? 

Mr.  Phillips.  Yes,  sir. 

Mr.  Carlson.  Further,  I  believe  you  stated  that  you  did  not  re- 
ceive any  money  from  the  Federal  Government  in  the  way  of  assist- 
ance in  building  this  organization  or  buying  equipment. 

Mr.  Phillips.  That  is  right,  sir.  We  received  no  financial  aid 
from  the  Government  in  our  entire  operation,  and  no  plant  aid  from 
the  Government.  The  money  that  we  borrowed,  the  money  that  we 
used,  came  through  our  own  channels. 

Mr.  Carlson.  I  believe  you  stated,  too,  that  you  took  this  work  on 
a  bid  basis. 

Mr.  Phillips.  Yes,  sir;  every  bid  was  a  competitive  bid,  and  as 
I  said  last  night,  I  disagree  with  Mr.  Karker.  Our  business  was 
very  competitive.  In  all  the  proceedings  and  all  the  procedure  es- 
tablished by  Mr.  Karker  and  the  Renegotiation  Department  they  re- 
fer to  a  manufacturer.  Gentlemen,  I  am  not  a  manufacturer.  1  am 
a  construction  equipment  engineer  in  the  construction  equipment 
business  as  a  remanufacturer  and  a  distributor  of  merchandise.  But 
all  their  reference  is  to  manufacturers,  and  they  are  dealing  in  the 
figures  of  the  manufacturer,  not  in  our  business,  not  with  the  little 
fellow.  They  are  talking  of  the  $50,000,000  men.  I  am  not  in  that 
category.  • 

Mr.  Carlson.  I  certainly  appreciate  your  appearance  before  this 
committee.  It  has  helped  me  a  lot.  As  I  see  your  case,  you  made 
one  mistake.  You  didn't  increase  your  salaries  in  the  partnership  to 
enormous  figures,  unfair  figures.  In  that  way,  if  you  had  had  a 
contract,  as  was  stated  by  Mr.  Alvord  when  he  appeared  before 
the  committee,  if  there  was  a  contract  between  the  company  and  the 
employees  as  to  salaries,  it  would  have  been  allowed,  so  you  might 
just  as  well  have  had  tlie  full  limit. 

Mr.  Phillips.  In  a  partnership,  as  I  understand  that  law,  it  is 
not  salaries.  You  dont  have  salaries  in  a  partnership.  You  have 
drawing  accounts,  and  at  the  end  of  the  year  the  partnership  reports 
the  profit,  and  whatever  you  had  before  in  the  drawing  account,  plus 
whatever  they  give  you  as  a  profit,  is  put  together,  and  you  don't 
have  any  salaries.  We  have  no  salaries,  according  to  the  law.  Again 
I  say  that  this  board  is  the  guinea  pig  board  and  I  am  the  guinea 
pig,  and  if  they  had  allowed  me  the  salaries  that  were  allowed  by 
the  other  boards,  of  $144,000  and  $75,000  and  $50,00,  I  would 
have  had  no  profits  of  any  kind  for  them  to  even  talk  about,  and  I 
would  have  been  given  a  clean  bill  of  health.  They  would  have  said 
"Go  home!"    In  fact,  they  might  even  have  given  me  some  money. 

Mr.  Carlson.  I  hope  that  the  chairman  will  request  the  appear- 
ance of  the  panel  that  is  investigating  your  case,  and  also  bring  some 
of  the  competitive  companies  along,  so  we  can  check  some  of  th^ 
salaries. 

Mr.  Phillips.  Mr.  Carlson,  I  think  if  you  really  want  to  get  to  the 
root  of  this,  and  I  believe  you  do — ^I  am  confident  you  do — ^if  you 
bring  that  panel  over  it  will  be  a  real  revelation,  and  I  would  like 


li 


to  ask  that  it  be  done,  and  I  shall  be  glad  to  spend  as  much  time  here 
to  work  along  with  you  as  is  necessary. 
Mr.  Carlson.  That  is  all.  .        „  , 

The  Chairman.  We  thank  you,  Mr.  Phillips,  for  your  very  excel- 
lent statement.  .  ,     ■Di.ir   o.\ 
(The  following  material  was  later  submitted  by  Mr.  Ir'hillips.} 

PRICE  ADJUSTMENT  BOARD  ^^^^    DEPARTMENT. 

Office  of  the  Under  Secretary, 
Washington,  D.  C,  September  i7,  IHS, 

Mr.  E.  P.  Phiujps, 

Phillips  Machinery  Co., 

Ninth  and  Gary  Streets,  Richmond,  Va. 

Dear  Mr.  Philops  :  At  the  meeting  we  had  with  you  on  September  13,  1^ 
nnr  Panel  informed  vou  that  it  concluded  that  during  the  calendar  year  of 
1^,  youi  firm  had  Realized  excessive  profits  of  $170^  which  shouW  be  r^ 
turned  to  the  United  States.  We  explained  that  our  decision  is  subject  to  the 
approval  of  the  Chairman  of  the  War  Department  Price  Adjustment  Board^ 

Upon  your  advising  us  that  your  firm  agrees  to  the  above  figure,  we  will  pr^ 
pare  and  send  to  you  for  signature  a  renegotiation  agreement  to  which  will  be 
annexed  exhibits  in  which  will  be  embodied  financial  and  other  pertinent  data 
Cn  which  our  conclusion  is  based.  After  receiving  this  agreement  executed 
bTyou  we  win  transmit  the  same,  with  the  Panel's  report,  to  the  Board  for  action 

If  the  agreement  is  approved  by  the  Board,  it  will  be  duly  executed  m  behalf 
of  the  United  States  and  an  executed  copy  will  be  mailed  to  you. 

We  are  sending  you  with  this  letter  a  copy  of  I.  T.  3619,  issued  by  the  Bureau 
of  Internal  Revfnue  upon  the  relation  between  renegotiation  and  the  Current 
Tax  Payment  Act  of  1943.  While  this  is  a  matter  for  the  Bureau  of  Internal 
Revenue  and  I.  T.  3619  must  be  taken  as  their  expression  of  the  matter  never- 
theless, it  seems  quite  clear  from  this  I.  T.  that  in  estimating  your  1943  tax  you 
may  deduct  from  1942  income  excessive  profits  eliminated  for  that  >eai. 

If  FheTnstallments  paid  in  March  and  June  1942  upon  the  1942  assessments 
of  the  partners  exceeds  the  total  tax  that  will  be  due  for  the  taxable  year  1943 
after  renegotiation,  we  are  willing  to  grant  an  extension  of  the  repayment  of  an 
amount  equal  to  such  overpayment  (with  interest  for  the  ^^.^^^^  Pf"*!?^^^"^^J 
the  same  rate  as  will  be  allowed  by  the  Bureau  on  the  refund)  ^^^^^J^^^^"^^^ 
31  1944  or  until  the  question  of  the  refund  of  such  overpayment  is  finally  dis- 
nosed  of  bv  the  Bureau  of  Internal  Revenue,  whichever  is  earlier. 

Before  doing  this,  however,  we  think  that  the  partners  should  estimate  for  us 
as  accurately  as  possible  the  amount  of  the  refunds  that  will  be  due  them  from 
?L  Treasury.  You  no  doubt  have  filed  the  September  15th  return,  estimating 
vour  1943  taxes.  We  would  like  you  to  furnish  us  a  break-down  of  the  com- 
putation of  the  tax  of  each  partner,  together  with  a  statement  of  total  amount 
paid  in  the  first  two  instalments  of  1942.  You  no  doubt  have  in  mind  that  in 
Estimating  the  1943  tax  you  must  include  not  only  the  tax  on  the  taxable  income 
for  1942  but  also  25%  of  the  tax  on  taxable  income  for  the  year  1943,  and  in 
addition  any  tax  resulting  from  the  windfall  provisions  contained  in  the  Curi-ent 

"^^^p^n  y™ur*furnishing  the  above  data,  we  will  work  out  a  schedule  of  payments 
that  we  will  submit  to  you. 

Very  truly  yours,  ^^^  ^  levinson,  Captain,  A.  U.  8. 

1  Incl.     Copy  I.  T.  3619. 

Price  Adjustment  Board,  Room  3D  581,  The  Pentagon,  Washington,  D.  C 

Section  3806  ^(^^ 

I.  T.  3619 

Mitigation  of  Effect  of  Renegotiation  of  War  Contracts  or  Disallowance 

OF  Reimbursement 

internal  revenue  code 

Effect  of  the  renegotiation  of  Government  contracts  or  subcontracts,  in  the 
cases  of  individuals  and  partnerships,  upon  the  determination  of  the  income  taxes 
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imposed  by  Chapter  1  of  the  Code  for  the  taxable  year  1942  to  be  considered  in 
the  eompntation  of  the  additions  to  the  tax  for  the  taxable  year  1943  under  sec 
Uon  6  of  the  Current  Tax  Payment  Act  of  1943 

frtt'!:^ X'^'^T'''^.^  .^M''  ^^^  ^^^^^  ^^  ^^^  renegotiation  of  Government  con- 
tracts or  subcontracts,  in  the  cases  of  individuals  or  partnerships,  upon  the  deter 

v^Tl^oVl':  '"''^'  taxes  imposed  by  Chapter  /of  the  Code  foT the  Lxable 
f^vohif"^     *"  iL?"^'*^'''*^^  '°.  ^^^  computation  of  the  additions  to  the  tax  for  tho 

ifn^  L't^m  fJ  T^vf""  J^fi'^S  ^  ^^  ^^'^  ^"'■^^"t  Tax  Payment  Act  of  1943. 
lc>r9^P„hn  T  o^^  the  Sixth  Supplemental  National  Defense  Appropriation  Act, 
1942  (Public  Law  528,  Seventy-seventh  Congress,  second  session),  as  amended 
certain  Govemment  departments  or  agencies  are  authorized  and  directed  to  re^ 
quire  contractors  or  subcontractors  to  renegotiate  the  contract  price  with  respect 
to  designated  contracts  and  subcontracts  in  case  any  amounts  of  excessive  profit^ 
mid  orTn  wi?hh\'^''^  '^  be  realiZ3d  therefrom  and'recover  such  excessive  piofi  ^ 
paid,  or  to  withhold  payment  if  the  profits  have  not  been  paid.  Section  3806  (a) 
of  the  Code,  as  added  by  section  508  of  the  Revenue  Act  of  1942,  require  that  • 
payment  or  repayment  within  a  taxable  year  ending  after  December  31,  1941  of 
excessive  profits  pursuant  to  renegotiation,  shall  be  treated  as  a  reduction  of 
the  puce  of  the  contracts  or  subcontracts  for  the  taxable  year  for  which  such 

K%M  V?brrn/'  ^'^'''^-  I"«^^^r  «s  applicable  to  individuals,  section 
3806  (b)  of  the  Code  requires  that  the  decrease  in  Federal  income  taxes  result- 
ing from  such  contract  price  reductions  be  credited  against  the  amount  of  the 
excessive^  profits  eliminated. through  renegotiation.     (See  I.  T.  3611,  I.  R.  B 

unwv^  f''"''?  ^'  ^2^  ^""^  ^**>  ^^  ^^^  Current  Tax  Payment  Act  of  1943  the 
liability  of  an  individual  (other  than  an  estate  or  trust  and  other  than  certain 

l^nrToi'o''  "'I'^^'V  ^^',**'^  ^^^  '"^^^^^  ^y  C^'^Pter  1  Of  the  Code  for  the  taxable 
year  1942  is  discharged  as  of  September  1,  1943,  under  the  conditions  provided 
in  that  section,  and  in  accordance  with  section  6  (f )  of  that  Act,  any  payments 
made  on  account  of  such  tax  are  considered  as  payments  on  account  of  the 
estimated  tax  under  section  5  of  that  Act  for  the  taxable  year  1943  rSee  spc- 
tion  6  (g)  defining  the  term  ''taxable  year.")  ^  ^        ^^^ 

r.rnrLf\^^''^'T  '^\^^}  ^^>  ^'^  ^hc  Codc  there  would  be  allowable  in  the 
proper  case  of  an  individual   (including  a  member  of  a  partnership)  a  credit 

2r^°no4o  /  T^^^'""^  ^I""^^^  determined  by  the  renegotiation  for  the  taxable 
year  1942  for  the  amount  of  the  tax  imposed  by  Chapter  1  of  the  Code  attributable 
to  such  excessive  profits  but  for  the  fact  that  the  liability  of  the  individual  for 
the  tax  for  the  taxable  year  1942  is  discharged  as  of  September  1,  1943,  and  the 
payments  on  account  of  such  tax  are  considered  as  payments  on  account  of  the 
estimated  tax  for  the  taxable  year  1943.  In  such  a  case  there  will  be  no  account 
of  tax  for  the  taxable  year  1942  to  offset  as  a  credit  under  section  3806  (b)  (1) 
against  the  excessive  profits  which  are  to  be  eliminated  in  the  renegotiation 

In  view  of  the  foregoing,  it  is  held  that  if  the  taxpayer  before  the  close  of 'the 
taxable  year  following  the  taxable  year  1943  pays  to  the  United  States  the  entire 
S^?i(L9  M  .^''''^^^'''^  profits  determined  by  a  renegotiation  for  the  taxable 
year  1JM2  the  tax  imposed  by  Chapter  1  of  the  Code  for  the  taxable  year  1942, 
which  is  to  be  compared  with  the  tax  on  the  income  for  the  taxable  year  1943 
etc  IS  to  be  computed  on  the  income  for  the  taxable  year  1942,  reduced  bv  the 
k"!^^/  ?I"2""^./^^  ^"^^  excessive  profits,  and  such  computation  is  to  be  made 
both  (A)  for  the  purpose  of  any  addition  provided  by  section  6  (a)  and  (b)  of 
rn'nf  "/"'^'^K^r  Payment  Ac't  of  1943  to  the  tax  imposed  by  Chapter  1  of  the 
Code  for  the  taxable  year  1943,  and  (B)  for  the  purpose  of  determining  the 
mcreased  tax  to  which  the  percentage  provided  by  section  6  (c)  of  the  Current 
Tax  Payment  Act  of  1943  is  to  be  applied  in  determining  the  addition  to  the  tax 
for  the  taxable  year  1943. 

This  ruling  wiU  result  in  treating  alike  those  contractors  who  renegotiate  before 
their  returns  are  filed  for  the  taxable  year  1942  and  excessive  profits  are  elimi- 
nated from  such  returns  when  filed,  and  those  contractors  who  renegotiate  after 
their  returns  for  the  taxable  year  1942  have  been  filed. 
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Agreement  No. 

I'rincipal  Contract  No. 

EtjuiPMENT  Rental  Agreement  With  Recapiuhe  Provision 
(For  Use  Under  Cost-Plus-A-Fixed-Fee  Contract) 


Lessee :   

Lessor :  

Place :   

(40/2111  Revised) 
(R.  G.  D.  7-1-41) 

This  agreement,  entered  into  this day  of 

]9-_,  by 


*a  corporation,  organized  and  existing  under  the  laws  of  the  State 

♦of  

*a  partnership  consisting  of 

*an  individual  trading  as 

of  the  City  of 

in  the  State  of 

hereinafter  called  the  Lessor,  and 

*a  corporation,  organized  and  existing  under  the  laws  of  the  State 


*of  

♦a  partnership  consisting  of 

♦an  individual  trading  as 

of  the  City  of 

in  the  State  of 

hereinafter  called  the  Lessee, 

Whereas,  the  Lessee  has  heretofore,  to  wit,  on  the day  of 

,  19__,  entered  into  a  contract  hereinafter  called  the  principal 

contract,  with  the  United  States  of  America,  hereinafter  called  the  Government, 
to  construct  for  the  Government 

•Delete  all  lines  which  do  not  apply. 

at  or  near 

Whereas  the  Lessor  has  agreed  to  rent  to  the  Lessee  for  use  in  connection  with 

the  aforementioned  construction  the  equipment  listed  on  Schedule  "A"  attached 

hereto  and  made  a  part  hereof;  and 
Whereas  the  Lessor  has  read  and  is  familiar  with  each  and  every  part  of  said 

principal  contract,  and  the  respective  rights,  powers,  benefits,  and  liabilities  of 

the  Lessee  and  the  Government  thereunder ; 
Now,  therefore,  this  agreement  witnesseth :  That  the  parties  hereto  do  mutually 

agree  as  follows : 

ARTICLE  I 

The  Lessor  shall  furnish  the  equipment  listed  on  Schedule  "A"  attached  hereto 
and  made  a  part  hereof.  Equipment  shall  be  in  condition  to  render  efficient, 
economical,  and  continuous  service  and  shall  be  equipped  with  all  mechanical 
devices  and  equipment  required  by  Federal,  State,  and  local  authorities,  provided 
that  nothing  in  this  article  shall  be  construed  to  limit  the  authority  of  the  Con- 
tracting Officer  to  prohibit  the  use  of  any  piece  of  equipment  which,  in  the  opinion 
of  the  Contracting  Officer,  is  mechanically  unsafe  for  use.  Each  piece  of  equip- 
ment shall  be  registered  by  the  Lessor  with  all  Federal,  State,  and  local  authorities 
requiring  registration,  and  registration  plates  or  other  evidence  of  registration 
shall  be  displayed  in  accordance  with  the  requirements  of  the  registering  au- 
thority. Each  piece  of  equipment  shall  be  clearly  marked  with  identiflcatioa 
number  assigned  to  it  on  Schedule  "A." 

ARTICLE  II 

All  repairs  except  those  resulting  from  defective  workmanship  or  material  used 
in  the  construction  of  the  equipment,  found  to  be  necessary  after  acceptance  of 
the  equipment  at  the  site  of  the  work,  shall  be  made  by  the  Lessee.  All  fuel  and 
lubricants  for  the  operation  of  such  equipment  will  be  furnished  by  the  Lessee. 
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ABTICLE   in 


Equipment  is  rented  without  operators.  Any  operator  deemed  incompetent  by 
the  Lessor  and  the  Lessee  shall  be  removed  from  any  piece  of  equipment.  Should 
t^e  Lessor  and  the  Lessee  fail  to  agree  as  to  the  competency  of  any  operation  the 
matter  shall  be  submitted  to  the  Contracting  Officer  and  his  decision  shall  be  final 
as  to  the  parties  hereto. 

ARTICLE  IV 

The  Lessor  shall  initiate  shipment  of  the  equipment  to  the  site  of  the  work 

immediately.    It  is  estimated  that  the  equipment  will  be  used  for  approximated 

--",~  '^^^'^'"S  hours,  but  the  Lessee  reserves  the  right  to  increase  or  decrease 

the  rental  period. 

ARTICLE  V 

A".  The  Lessor  shall  be  paid  at  the  rate  prescribed  in  Schedule  "A"  attached 
hereto  and  made  a  part  hereof.  The  rental  period  shall  begin  on  the  delivery  of 
such  equipment  to  a  conunon  carrier  for  shipment  to  the  site  of  the  work,  as  evi- 
denced by  bill  of  lading  covering  such  shipment  or  other  evidence  satisfactory  to 
the  Contracting  Officer,  and  shall  terminate,  unless  title  to  the  equipment  passes 
to  the  Government  at  an  earlier  date,  on  the  date  of  removal  of  such  equipment 
from  the  site  of  the  work,  as  evidenced  by  a  receipt  signed  bv  the  Lessor,  provided 
such  equipment  is  removed  within  a  reasonable  length  of  time  after  notice  by  the 
Lessee  or  the  Contracting  Officer  to  the  Lessor  that  such  equipment  is  no  longer 
required.  If  the  equipment  is  not  removed  within  a  reasonable  length  of  time 
the  rental  shall  terminate  on  the  date  of  the  notice  that  such  equipment  is  no 
longer  required.  If  such  equipment  does  not  meet  the  requirements  of  Article-I 
when  it  arrives  at  the  work  site  the  rental  period  therefor  shall  not  begin  until 
such  equipment  shall  have  been  placed,  at  the  expense  of  the  Lessor,  in  condition 
to  satisfy  all  the  requirements  of  Article  I.  No  transportation  charges  for  the 
shipment  thereof  shall  be  paid  by  the  Lessee  for  any  piece  of  equipment  which 
arrives  at  the  work  site  in  other  than  sound  and  workable  condition  if  such  piece 
of  equipment  cannot  be  placed  in  sound  and  workable  condition  within  a  reason- 
able length  of  time.  The  determination  as  to  whether  such  equipment  is  in  sound 
and  workable  condition  and  what  is  considered  a  reasonable  length  of  time  shall, 
in  every  instance,  be  made  by  the  Contracting  Officer.  Rental  pavments  will  be 
made  monthly  on  or  about  the  10th  of  the  month  for  the  previous  calendar  month 

B.  Transportation  will  be  paid  by  the  Lessee,  F.  O.  B.  cars,  at  original  point 
of  shipment  and  return  transportation  F.  O.  B.  cars  to  original  point  of  shipment 
or  equivalent  mileage,  but  charges  for  transportation  of  any  pieces  of  equipment 
over  a  distance  in  excess  of  500  miles  must  have  the  written  approval  of  the 
Contracting  Officer.  If  transportation  is  accomplished  by  any  method  other  than 
rail  there  shall  be  paid  the  actual  cost  of  such  transportation,  as  shown  by  evi- 
dence satisfactory  to  the  Contracting  Officer.  In  no  event  shall  the  payment  made 
for  return  transportation  exceed  the  payment  made  for  transportation  to  the  job 
site.  Only  loading  and/or  unloading  costs  incurred  at  the  work  site  will  be  paid 
by  the  Lessee. 

ARTICLE  VI 

Failure  of  any  piece  of  equipment  to  perform  to  the  satisfaction  of  the  Lessee 
or  the  Contracting  Officer  shall  be  sufficient  cause  for  the  termination  of  the 
contract  by  the  Lessee,  or  the  requirement  by  the  Lessee  that  the  equipment  be 
replaced  with  equipment  of  satisfactory  performance.  In  the  event  of  such 
replacement  all  rental  paid  for  the  piece  of  equipment  replaced  shall  be  considered, 
for  the  purposes  of  Article  VII,  to  have  been  paid  for  the  new  piece  of  equipment. 

ARTICLE  VII 

When  and  if  the  total  rental  paid  to  the  Lessor  for  any  piece  of  equipment  shall 
equal  the  value  thereof,  plus  one  per  cent  per  month  for  each  month  or  fraction 
thereof  such  piece  of  equipment  shall  have  been  in  use,  no  further  rental  shall  be 
paid  to  the  Lessor,  and  title  to  the  equipment  shall  vest  in  the  Government,  the 
Lessor  delivering  to  the  Government  free  of  any  and  all  liens  and  encumbrances 
title  to  such  piece  of  equipment.  At  the  completion  of  the  work  being  performed 
by  the  Lessee  under  the  principal  contract,  or  upon  termination  of  the  principal 
contract,  as  provided  in  Article  VI  of  the  principal  contract,  the  Government  may 
at  its  option  purchase  any  piece  of  equipment  by  paying  the  Lessor  the  difference 
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between  the  valuation  of  such  piece  of  equipment,  plus  one  per  cent  per  month  for 
each  month  or  part  thereof  such  piece  of  equipment  shall  have  been  in  use  and  the 
total  rental  therefor  paid  for  such  piece  of  equipment,  provided  that  if  such  pay- 
ment is  made  by  the  Government  the  Lessor  shall  deliver  to  the  Government,  free 
of  any  and  all  liens  and  encumbrances,  title  to  such  piece  of  equipment. 

ARTICLE  vin 

Neither  this  contract  nor  any  interest  therein  shall  be  assigned  or  transferred 
except  under  the  provisions  of  Article  X  of  this  contract  and  the  further  exception 
that  the  whole  or  any  part  of  this  contract  is  assignable  to  the  Government. 

ARTICLE  IX 

Subject  to  the  prior  written  approval  of  the  Contracting  Officer,  the  Lessee 
shall  have  the  same  right  and  under  the  same  conditions  and  terms  to  terminate 
this  contract  as  has  the  Government  to  terminate  principal  contract. 

ARTICLE  X 

A.  At  any  time  prior  to  the  release  of  any  piece  of  equipment  by  the  Lessee  the 
Contracting  Officer  may  require  the  Lessor  to  transfer  to  any  location  other  than 
the  one  at  which  the  Lessee  is  working  any  or  all  pieces  of  equipment  rented  under 
this  agreement.  ^  ^  ,    , ,         - 

B.  In  the  event  of  such  a  transfer  of  equipment  the  cost  of  transportation  or 
such  equipment  to  the  new  location  and  return  transportation  F.  O.  B.  CARS  at 
the  point  of  origin  shown  in  this  agreement  will  be  paid  by  the  Lessee.  If  trans- 
portation is  accomplished  by  any  method  other  than  rail  there  shall  be  paia  the 
actual  cost  of  such  transportation,  as  shown  by  evidence  satisfactory  to  the  Con- 
tracting Officer,  provided  that  in  no  event  shall  the  payment  made  for  retul-n 
transportation  exceed  the  cost  of  such  return  transportation,  if  accomplished  by 
rail  over  the  shortest  route  between  the  new  location  and  the  point  of  origin  shown 
in  this  agreement.  -    ^,     . 

C.  It  is  agreed  that  in  the  event  of  the  transfer  of  equipment  as  set  forth  above 
the  Lessor  will  enter  into  a  rental  agreement  with  any  holder  of  a  Government 
construction  contract  designated  by  the  Government.  Such  rental  agreement  shall 
establish  as  the  rate  of  rental  for  each  piece  of  equipment  transferred  the  same 
rate  of  rental  established  for  such  piece  of  equipment  in  this  agreement,  and  the 
valuation  placed  on  each  piece  of  equipment  transferred  shall  be  the  same  in  the 
new  rental  agreement  as  that  placed  on  such  piece  of  equipment  in  this  agreement. 
It  is  further  agreed  that  there  shall  be  inserted  in  the  new  rental  agreement  a 
provision  that  all  rental  paid  under  this  agreement  shall  be  considered  to  have 
been  paid  by  the  Lessee  named  in  the  new  agreement. 

ARTICLE  XI 

The  Lessor  shall  set  forth  in  Part  II  of  Schedule  "A"  attached  hereto  and  made 
a  part  hereof  the  information  called  for  in  that  schedule.  The  Lessor  agrees  to 
apply  to  the  liquidation  of  all  indebtedness  secured  by  liens  or  other  encumbrances 
against  equipment  rented  under  this  agreement  such  portion  of  the  rental  paid  as 
is  necessary  for  the  prompt  discharge  of  such  indebtedness.  It  is  agreed  that  if, 
at  any  time,  any  i)erson  holding  a  lien  or  other  encumbrance  against  any  piece  of 
equipment  rented  under  this  agreement  shall  submit  to  the  Lessee  evidence  that 
the  Lessor  is  not  discharging  his  indebtedness  to  such  holder  of  a  lien  or  encum- 
brance in  accordance  with  the  written  terms  under  which  such  indebtedness  was 
Incurred  the  Lessee  shall  have  the  right  to  impound  all  further  rental  due  or  to 
become  due  until  such  time  as  the  rights  of  the  Lessor  and  the  Lien  holder  are 
determined  and  all  just  and  proper  claims  of  the  lien  holder  are  satisfied,  provided 
that  nothing  in  this  article  shall  be  construed  as  requiring  the  Lessor  to  pay  to  the 
lieu  hoolder  anv  sum  not  required  to  be  paid  by  the  terms  under  which  the  in- 
debtedness was"^  incurred,  or  to  pay  any  sum  to  the  lien  holder  prior  to  the  time 
such  sum  is  due  by  the  written  terms  under  which  the  indebtedness  was  incurred, 
provided  further  that  no  rentals  due  to  the  Lessor  shall  be  impounded  under  the 
provisions  of  this  article,  unless  written  notice  of  the  Lessee's  attention  to  im- 
pound the  rental  shall  have  been  given  to  the  Lessor,  at  least  sevenly-two  (72) 
hours  prior -to  the  time  rentals  shall  be  impounded. 


\t 
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AETICLE  XII 

Disputes —Wheneyer  Lessor  and  the  Lessee  are  unable  to  agree  on  any  question 
aiising  under  this  contract  the  dispute  shall  be  submitted  for  the  arbitration  and 
determination  of  the  Contracting  Officer,  whose  decision  shall  be  final  and  con- 
clusive as  to  the  parties  hereto. 

ABPiCLE  xm 

Z)e/?«i«o/i«— The  term  'Contracting  Officer"  as  used  herein  shall  mean  the 
^contracting  Officer  who  executed  the  principal  contract  and  shall  include  his  duly 
appointed  successor  and  his  authorized  representative. 

ABTICLE  XIV 

This  contract  shall  be  subject  to  the  written  approval  of  the  Contracting  Officer 
and  shall  not  be  binding  until  so  approved. 

ABTICLE  XV 

The  following  changes  were  made  in  this  agreement  before  it  was  signed  by  the 
parties  hereto :  &    «    j  ^  ^ 

In  witness  whereof  the  parties  hereto  have  executed  this  agreement  as  of  the 
day  and  year  first  above  written. 

Witness : 


(1) 
(2) 

(1) 
(2) 


] 


By 


Lessor 


l^SSQO 


By 


Title 


I, ^  certify  that  I  am  the 

— -— ,  secretary  of  the  corporation  named 

as  the  Lessor  herein;  that ^  ^^0  signed 

this  agreement  on  behalf  of  the  Lessor,  was  then I I__Z_!. , 

of  said  corporation ;  that  said  agreement  was  duly  signed  for  and  in  behalf  of 
said  corporation  by  authority  of  its  governing  body,  and  is  within  the  scope  of  its 
corporate  powers. 

[Cori)orate  seal] 

Place 

Date 

I, ,  certify  that  I  am  the 

,  secretary  of  the  coi-poration  named 

as  the  Lessee  herein;  that ,  who  signed 

this  agreement  on  behalf  of  the  Lessee,  was  then .' , 

of  said  corporation ;  that  said  agreement  was  duly  signed  for  and  in  behalf  of 
said  corporation  by  authority  of  its  governing  body,  and  is  within  tlie  scope  of  its 
corporate  powers. 

[Corporate  seal] 

Place 

Date 

Approved : 


(Name) 


(Title) 

(To  be  executed  by  the  Contracting  Officer  who  executed  the  principal  contract 
named  herein,  or  his  successor  or  his  duly  authorized  representative.) 


RENEGOTIATION   OF  WAR   CONTRACXTS  1063 

Schedule  "A" 

PART  I — ^B.\TES  OF  BENTAL 

Full  month.— The  basic  rental  rates  shown  on  this  schedule  are  monthly  rates 
and  shall  constitute  the  maximum  rental  payable  during  any  one  calendar  month, 
regardless  of  the  number  of  days  in  any  month,  except  as  provided  herein.  If  any 
piece  of  equipment  is  in  actual  use  in  excess  of  240  hours  during  any  one  calendar 
month  there  shall  be  paid,  in  addition  to  the  basic  rate,  one-haif  of  the  hourly  rate 
for  each  hour  jn  excess  of  240  during  which  the  equipment  is  in  actual  use  during 
any  one  calendar  month.  The  hourly  rate  shall  be  computed  by  dividing  the  basic 
rate  by  240. 

Portion  of  a  mouth. — For  any  period  less  than  a  calendar  month  during  which 
any  piece  of  equipment  shall  have  been  rented  there  shall  be  paid  as  basic  rental 
that  proportion  of  the  basic  rate  which  the  number  of  days  the  equipment  was 
rented  bears  to  thirty.  If  during  any  period  of  less  than  a  calendar  month  for 
which  any  piece  of  equipment  shall  have  been  rented  any  such  piece  of  equipment 
shall  have  been  in  actual  use  for  a  total  number  of  hours  in  excess  of  eight  times 
the  number  of  calendar  days  in  such  portion  of  a  month  tliere  shall  be  paid  for 
each  excess  hour  one-half  the  hourly  rate. 

PAKT  II — LIST  OF  HOLDERS  OF  LIENS  AND  OTHER  ENCUMBRANCES 

1.  Attention  is  invited  to  Section  35  of  the  Criminal  Code,  as  amended,  which 
provides, 

"Whoever  shall  make  or  cause  to  be  made  or  present  or  cause  to  be  presented, 
for  payment  or  approval,  to  or  by  any  person  or  officer  in  the  civil,  military,  or 
naval  service  of  the  United  States,  or  any  department  thereof,  or  any  corporation 
in  which  the  United  States  of  America  is  a  stockholoder,  any  claim  upon  or  against 
the  Government  of  the  United  States,  or  any  department  or  officer  thereof,  or  any 
corporation  in  which  the  United  States  of  America  is  a  stockholder,  knowing  such 
claim  to  be  false,  fictitious,  or  fraudulent :  or  whoever,  for  the  purpose  of  obtaining 
or  aiding  to  obtain  the  payment  or  approval  of  such  claim,  or  for  the  purpose  and 
with  the  intent  of  cheating  and  swindling  or  defrauding  the  Government  of  the 
United  States,  or  any  department  thereof,  or  any  corporation  in  which  the  United 
Stales  of  America  is  a  stockholder,  shall  knowingly  and  willfully  falsify  or  conceal 
or  cover  up  by  any  trick,  scheme,  or  device  a  material  fact,  or  make  or  cause  to  be 
made  any  files  or  fraudulent  statements  or  representations,  or  make  or  use  or 
cause  to' be  made  or  used  any  false  bill,  receipt,  voucher,  roll,  account,  claim, 
certificate,  affidavit,  or  deiwsition,  knowing  the  same  to  contain  any  fraudulent 
or  fictitious  statement  or  entry,  shall  be  fined  not  more  than  $10,000  or  imprisoned 
nf»t  more  than  ten  years,  or  both." 

2.  The  following  affidavit  shall  be  executed  and  sworn  to  by  the  owners  of 
equipment  rented  directly  to  the  Government  or  the  rental  of  which  is  paid 
indirectly  by  the  Government. 

State  of , 

County  of ,  ss.: 

I^ (name  of  party  signing  affidavit), 

(title),  being  duly  sworn,  do  depose 

and  say :  That  the  following  is  a  complete  and  correct  statement  of  the  amount 
or  amounts  of  any  and  all  indebtedui^ss  secured  by  liens  or  other  encumbrances  of 
any  nature,  legalor  equitable,  which  are  held  by  any  person,  firm,  or  corporation, 
against  the  equipment  rented  in  accordance  with  the  terms  of  this  rental  agree- 
ment. 

Equinmenf  ymnhrr  ..,,  .  ,  x-frii,*i 

( Usen um her  tshoicn  ^  «'" ''  ""'^  -^ (l(1re.^i<  of  A  mount  of  Indebtedness 

on  I'art  1 }  Emumbiance  Holder  Secured  hp Encumbrance 


(Title) 

Subscribed  and  sworn  to  before  me  this day  of  __ 

194__. 


{ 


If 


■i 

I  - 


1064 


RENEGOTIATION   OF  WAR   CONTRACTS 


RENEGOTIATION  OF  WAR  CONTRACTS 


1065 


IS 


Schedale  A— Part  III 

Valuation  of  Machine 

Rental 

Type  of  Equipment ^ 

~* 

Manufacturer 

Year  of  Model 

Original  Point  of  Shipment 

Type  of  Equipment 

Manufacturer 

Year  of  Model 

Original  Point  of  Shipment... 

The  next  and  last  witness,  so  far  as  the  Chair  is  advised,  is  E.  G 
Budd,  of  Pennsylvania.  Will  you  please  give  you  name  and  address 
and  connection  to  the  stenographer'^ 

STATEMENT  OF  EDWARD  G.  BUDD,  PRESIDENT  OF  THE  EDWARD 
G.  BUDD  MANUFACTURING  CO.,  BUDD  WHEEL  CO.,  AND  BUDD 
INDUCTION  HEATING,  PHILADELPHIA,  PA. 

Mr  Budd.  Edward  G.  Budd,  president  of  the  Edward  G.  Budd 
Manufacturing  Co.  and  of  the  Budd  Wheel  Co.  and  of  the  Budd  Induc- 
tion Heating. 

The  Chairman.  Have  you  a  copy  of  your  statement,  Mr.  Budd  ? 

Mr.  Budd.  I  have  just  the  one. 

The  Chairman.  About  how  much  time  do  you  think  you  will  need 
if  you  are  uninterrupted,  to  present  your  statement  ?  ' 

Mr.  Budd.  I  should  think  8  or  10  minutes.  I  have  made  it  very 
brief.  "^ 

The  Chairman.  All  right ;  you  may  proceed,  and  after  you  have 
completed  your  statement  you  will  answer  the  questions  of  the  com- 
mittee. 

Mr.  Budd.  There  has  been  a  great  deal  of  talk  and  negotiation  on 
this  subject,  and  as  always  in  extensive  business  dealings,  there  have 
been  some  differences  of  opinion  and  there  has  been  some  feelin<T  So 
far  as  I  am  concerned,  the  previous  affairs  are  finished  and  f  have 
prepared  here  a  statement  of  our  case  without  reference  at  all  to 
any  argument  that  has  previously  gone  on  between  me  and  anyone 
-else.  "^ 

In  summary,  oiir  comnany,  by  its  regular  methods  of  bookkeeping, 
has  shown  a  profit  of  3.7  percent,  and  having  on  its  books  an  inven- 
tory and  receivaules  of  $25,u00,000  that  will  have  to  be  adjusted  and 
on  which  almost  necessarily  there  will  be  some  shrinkages,  the'  sum 
that  has  been  allotted  to  us  has  come  down  to  1.2  percent  profit— to 
my  mind,  surely  a  loss. 

This  subject  is  of  such  vital  importance  to  my  companies,  and  I  am 
so  full  of  it,  that  we  have  put  some  notes  in  writing.  First  of  all  I 
am,  of  course,  in  accord  with  the  principle  that  no  American  manu- 
facturer should  want  to  make,  or  should  be  allowed  to  make,  excessive 
profits  out  of  the  war.  War  is  all  destruction,  and  the  sooner  w 
get  it  out  of  the  way  the  better. 


One  of  the  most  important  factors  in  getting  the  war  over  quickly 
is  to  insure  the  maximum  production  in  the  quickest  possible  time  of 
the  implements  of  war  which,  at  the  beginning,  were  so  badly  needed. 
How  to  bring  this  about  was  one  of  the  principal  problems  of  Con- 
gress. You  might  have  decided  that  the  way  to  do  this  was  to  com- 
mandeer all  the  industrial  plants  and  draft  all  the  property  of  the 
stockholders  and  the  services  of  all  the  officers  and  employees  to  work 
as  slaves,  with  bare  subsistence,  until  the  war  was  over.  Instead,  you 
concluded  that  a  greater  stimulus,  and  consequently  a  greater  effort 
and  a  more  effective  result,  would  be  obtained  by  having  the  manu- 
facturers themselves  make  the  munitions  in  plants  of  their  own  under 
contracts  with  the  Government  agency  on  a  basis  which  would  yield 
them  a  fair  and  reasonable  profit. 

I  have  had  no  word  in  any  of  our  discussions  of  this  subject  that 
anybody  in  any  department  wanted  anything  more  than  moderate 
profits.  It  is  impossible  for  them  and  the  Government  agencies  to 
determine  what  prices  would  yield  but  a  fair  profit.  Accordingly 
the  renegotiation  law  was  passed,  directing  the  adjustment  boards 
and  the  companies  to  renegotiate  their  war  contract  prices  so  as  to 
leave  the  companies  only  a  fair  and  reasonable  profit. 

I  believe  it  was  the  intention  of  Congress  that  this  law  should  be 
administered  impartially  as  between  the  different  clases  of  manu- 
facturers, no  one  class  to  be  allowed  a  higher  basis  of  profit  than 
others  merely  because  what  he  was  asked  to  make  required  relatively 
less  readjustment  of  his  plant. 

With  the  spirit  and  general  purpose  of  this  Renegotiation  Act — I 
don't  like  that  word  but  still  I  use  it — I  was  entirely  in  accord. 
When,  however,  my  staff  came  to  Washington  to  renegotiate  the 
prices  on  our  1942  war  business,  we  were  confronted  with  a  statement 
by  the  adjustment  boards  that  the  law  under  which  they  operated 
required  them,  in  deciding  what  were  and  what  were  not  excessive 
profits,  to  take  into  account  as  expenses  only  such  items  of  cost  as 
were  specified  as  deductions  under  the  income-tax  law.  They  told 
us  also  that  the  income-tax  law  did  not  recognize  as  a  production  ex- 
pense an  item  peculiar  to  war  contracts,  and  which  constitutes  as  real 
an  expense  to  us  as  the  cost  of  the  plant  and  materials  or  the  wages 
of  the  workmen. 

I  refer  to  the  cost  of  rehabilitating  the  plant  after  the  war  in  order 
to  bring  it  back  to  its  former  condition  for  peacetime  operation. 

In  my  two  companies  we  have  on  our  books  in  each  such  an  item 
to  the  sum  of  considerably  over  a  million  dollars,  and  our  auditors, 
Price,  Waterhouse  &  Co.,  insist  that  we  carry  as  a  liability  this  sum, 
which  must  be  spent  before  our  plant  is  again  able  to  carry  on  its  nor- 
mal work,  which  we  are  going  to  have  to  pay,  as  it  were,  to  the  plant, 
not  to  the  stockholders,  as  one  of  the  expenses  connected  with  our  war 
contracts,  just  as  exactly  as  we  have  to  pay  our  light  bills. 

Let  us  illustrate.  Here  is  a  picture  of  a  power  press.  It  weighs 
approximately  over  220,000  pounds.  It  is  built  on  a  heavy  concrete 
foundation.  It  cost  us  originally  $43,000.  In  our  normal  business  we 
use  it  for  the  manufacture  of  doors  for  Chrysler  automobiles.  Ob- 
viously, this  press  is  of  no  use  for  war  work.  Accordingly,  when  we 
started  the  war  work  we  had  to  remove  the  press  from  the  foundations 
and  store  it  for  the  duration  in  a  warehouse  on  Bligh  Street,  about 
10  miles  from  our  plant.    When  we  get  back  to  making  automobile 
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bodies  again  we  will  have  to  have  this  press  back,  which  will  cost  us 
more  than  $3,500. 

I  would  like  to  make  a  side  comment  on  that  question.  The  objec- 
tion to  a  reserve  is  just  as  though  a  reserve  was,  let  us  say,  a  sum  of 
money  put  in  a  vault.  A  reserve  is  an  acknowledged  debt  that  the 
operatmg  company  has  against  its  plant.  That  press  lying  over  in 
that  warehouse  is  down  on  the  books  of  our  balance  sheet  as  one  of  our 
assets,  at  a  large  sum  of  money.  Lying  in  that  warehouse  it  is  worth 
nothmg  but  scrap  or  second-hand  prices,  and  it  has  no  sale  value 
They  say,  "Take  that  $38,000  off  of  your  assets  and  reduce  your  profit 
and  loss  account  by  $38,000." 

We  say,  "Oh,  no,  gentlemen ;  that  is  a  good  press  and  it  is  going  to 
be  urgently  needed  by  us  some  time  before  very  long." 
^   "Well,  all  right.    How  much  is  it  going  to  cost  you  to  get  it  where 
it  can  be  used?" 

We  make  up  a  careful  price  of  all  the  detailed  costs  of  moving  that 
press  rebuildmg  the  foundation  and  getting  it  back  into  operation, 
and  they  say,  "All  right;  now  put  that  down  as  a  charge  against  your 
debit  side,  and  we  will  let  the  original  price  of  the  press  remain  in  the 
plant  account." 

If,  for  instance,  we  never  put  that  back  and  don't  spend  that  money, 
next  year  Price,  Waterhouse  &  Co.  are  going  to  say,  "Strike  that 
press  off  your  plant  account.  Charge  the  $38,000  the  press  stands 
for  to  your  profit-and-loss  account."  It  is  a  debt,  it  is  not  something 
snuggled  away  as  a  profit,  and  sometimes  in  the  discussions  I  have 
felt  that  some  people  thought  that  that  was  what  it  was  there  for. 

The  equipment  was  entirely  moved  out  of  three  floors  of  one  of  our 
assembly  buildings.  That  building  was  653  feet  long  and  100  feet 
wide  It  was  filled  with  equipment  used  in  the  manufacture  of  auto- 
mobile stampings.  You  will  understand,  however,  we  normally  ship 
about  80  to  100  carloads  of  this  material  per  day  to  all  parts  of  the 
world.  The  stampings  were  made  on  presses  on  the  first  floor,  placed 
on  conveyors  which  carried  them  up  to  the  three  floors  above,  and 
there  the  manufacture  was  completed.  These  floors  are  normally  a 
mass  of  drill  presses,  grinding  machines,  welding  machines,  and 
small  power  presses,  so  much  so  that  your  sight  is  bewildered  in 
looking  down  the  floor. 

The  equipment  was  entirely  moved  out  and  the  floors  are  now  fully 
occupied  in  the  manufacture  of  the  present  work.  This  work  was 
done  at  tremendous  expense,  this  removal,  and  the  machinery  stored 
at  warehouses  distant  from  the  factory.  But  the  Government  does 
not  propose  to  put  it  back  after  the  war.  Bringing  this  material 
back,  placing  it  on  its  benches  in  place,  rearranging  the  overhead 
conveyors  and  the  slides  which  move  the  stampings  from  place  to 
place  will,  we  estimate,  cost  as  follows:  First  floor,  $50,000;  second 
floor,  $25  00;  third  floor,  $30,000;  fourth  floor,  $17,000.  That  is  a 
total  of  $122,000,  which  makes  up  part  of  this  large  sum,  this 
$1,400,000  which  we  have  either  got  to  get  paid  bv  the  customer  we 
serve— we  certainly  can't  cliarge  it  to  Ford  or  Dodge  or  Chrysler— 
or  we  have  got  to  take  it  out  of  our  profit  and  loss,  and,  understand,  the 
only  profit  we  got  was  $1,000,000,  or  $1,200,000,  I  think. 

My  impression  is  that  such  costs  always  run  beyond  the  estimated 
figure.  These  expenses  are  but  illustrative  of  the  hundreds  of  other 
Items  to  which  we  will  inevitably  be  subjected  simply  because  an 


active  productive  factory  converted  to  the  manufacture  of  an  entirely 
Serent  line  of  goods  must  necessarily  be  restored  after  the  war  to 
a  condition  in  Ihich  it  can  again  efficiently  carry  on  its  normal 

^"f  he  Adjustment  Boards  were  sympathetic  with  us,  ^nd  recognized  I 
believe,  the  hardship  which  this  defect  in  the  law  entailed.  They 
?o  d  us  however,  thit  we  would  have  to  take  this  rehabilitation  cost 
out  of  the  profits  which  we  were  allowed  to  retain,  assuming  that 
Sere  win  be  such  profits,  and  that  for  further  relief  we  should  have 

%^ToX^LTn^rS^  business,  the  same  as  our 

nrevious  very  interestmg  speaker,  and  I  have  been  impressed  by 

irpaUence  of  you  gentleme'n  in  what  happened  yesterday  afternoon 
andCs  morning,  il  the  earnest  desire  that  was  shown  by  you  all 
to  get  to  the  bottom  of  this  very  difficult  problem. 

The  inequity  of  this  provision  is  so  obvious  that  I  need  not  elabo- 
rate  on  H     Not  only  does  it  fail  to  recognize  as  an  item  of  cost  what 

s  clearly  an  expense  directly  resulting  from  the  war  work,  but  it 
works  a  clear  discrimination  against  the  war  «^^^f  ^<^^j^^^^^^ 
plant  is  most  disrupted  by  his  war  work  m  favor  for  example^  of 
fie  shirt  manufacturer  who  is  making  shirts  for  the  soldiers  with 
practically  no  disruption.  I  don't  want  to  throw  any  mud  at  the 
™manufacturer.^  I  am  appreciative  of  his  possibihties,  but  he 

hence  needs  the  advantage  less.  hrflpVet 

Also,  while  a  prosperous  large  manufacturer  m  a  low  tax  bracket 
may  well  be  able  to  provide  for  such  reconversions  out^  of  prior 
Jr^fitrthe  small  company  in  a  high  tax  bracket  may  well  be  without 
the  actual  cash  to  take  care  of  it.  . 

It  is  a  hateful  thought  to  me  that  my  companies  are  makmg  50.^00 
bombs  a  day,  any  out  of  which  would  kill  many  people,  and  when 
the  war  is  wer  we  will  want  immediate  stoppage  of  all  th^  work. 
But  There  will  be  another  crisis  at  that  tmie.  We  have  1., 000  me^i 
fnd  tomen  on  the  pav  roll  and  3,500  more  in  the  «™ed  teces  ^- 

i^z^.  isTa?  irwirb^rfotk:  itmrklTpr; 

''^^^J^:^?:^^^^'^  it,  and  I  expect  to 

"T^Sriicf  this  inequity  it  is  not,  as  has  been  suggested,  necessary 
to  require  the  Adjustment  Boards  to  allow  in  the  case  of  a  manu- 
facturer in  the  80-pereent  bracket,  an  additiona  profit  equal  to  five 
times  the  rehabilitation  cost.  Such  a  suggestion  is  based  on  the 
wron"  assumption,  that  rehabilitation  cost  must  come  out  of  profit, 
wClas  it  iSly'an  expense  properly  deductible  both  ,n  calculating 
hico  "and  excesiprofits  taxes,  and  also  i'--'-™ng  -ee^  cost. 
The  nrooer  remedy  is  to  recognize  that  in  the  income-tax  law— now 
I  am  encroacWng  on  your  prerogatives;  it  is  just  my  opinion  you 
unXrstand!fUich  would  automatically  permit  the  Adjustment 
Boards  to  re<rard  the  profits  earned  as  reduced  thereby,  leaving  the 
Sim  in  the  company's  treasury  earmarked  if  you  choose,  to  be  ex- 
nended  after  the  war  for  the  purpose  specifaed. 

While  it  has  been  suggested  by  the  Treasury  that  such  a  provision 
would  te  difficult  to  administer,  the  difficulty  would  be  no  greater  than 
dozens  of  difficulties  which  the  Treasury  has  successfidly  overcome. 
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It  has  also  been  suggested  that  instead  of  recognizing  this  cost  as  a 
war-contract  expense,  the  R.  F.  C.  be  notified  after  the  war  to  loan 
to  the  war  contractors  sums  sufficient  to  enable  them  to  rehabilitate 
their  plants.  That  has  been  suggested  over  and  over  again.  It  is 
annoymg  to  me.  The  unfairness  of  this  suggestion  needs  no  elab 
oration.  One  who  abstracts  $100,000  from  your  treasury  does  not 
make  you  whole  by  a  promise  to  lend  that  sum  back  to  you  when  vou 
can  prove  that  you  really  need  it. 

It  has  also  been  suggested  that  the  renegotiation  law  be  amended 
by  hxing  a  minimum  percentage  of  profits  after  taxes.  This,  to  me 
seems  reasonable.  How  could  anybody  object  to  it?  There  are  two 
departments  of  the  Government  that  are  keen  to  save  the  Government 
money.  That  is  the  truth  of  it— to  prevent  excess  profits,  you  call 
It.  I  am  on  the  same  side  of  the  bench  with  you.  I  don't  want  to 
make  a  profit  out  of  the  war.  I  have  a  memorandum  in  a  book  which 
I  carry  around  with  me  in  my  pocket  until  it  gets  worn  out,  which 
shows  what  we  did  in  1917.    We  were  a  little  company,  just  starting 

In  1916  we  made  $927,000  net  profit.  In  1917  we  produced  $1,000,000 
mere  of  business  and  made  $255,000.  In  1918  we  nearly  doubled  our 
business  and  made  $309,000— one-third  of  what  we  had  made  2  years 
before.  In  1919  we  were  getting  out  of  the  war.  We  made  $510,000 
In  1920  we  made  $1,373,000.  ' 

Now,  there  has  been  an  impression  around  that  people  are  trying 
to  rob  the  United  States  Government.  That  is  not  the  attitude  of 
the  people  of  this  country,  of  the  manufacturers,  and  personally  I  am 
resentful  of  this  suggestion  that  our  company,  regardless  of  what  kind 
of  laws  you  have,  would  permit  itself  to  make  large  profits  out  of 
the  war. 

An  amendment  of  the  renegotiation  law  fixing  a  minimum  per- 
centage of  profit  for  taxes :  There  are  involved  here  two  departments. 
1  he  1  reasury  Dapartment  is  careful  in  the  wav  it  expends  funds,  the 
1  ax  Department  is  careful  to  collect  its  revenue.  The  Renegotiation 
Department  does  not  want  any  more  money  paid  than  is  fair.  WTien 
these  three  departments  each  are  watching  their  results,  it  has'resulted 
m  our  case—and  I  am  only  thinking  of  ourselves— in  what  is  less  than 
a  profit.  Purely  if  you  leave  $1,200,000  for  our  company  it  is  going 
to  turn  into  a  loss  by  the  time  we  settle  our  inventories  and  pay  off 
the  debts  and  get  the  plant  started  again. 

With  this  proposal  I  am  heartily  in  accord,  both  because  of  the 
fairness  to  the  manufacturers  who  are  wholeheartedly  supportin<r  the 
war  effort  and  because  such  a  provision  is  needed  to  insure  the  same 
encouragement  to  large  and  to  small  corporations  alike.  Everyone 
agrees,  I  believe,  that  it  has  been  the  policy,  both  of  Congress  and 
of  the  adjustment  boards,  that  the  renegotiation  law  should  not 
operate  to  discourage  efficiency  and  volume  in  war  production,  but 
on  the  contrary  it  was  the  object  of  Congress  to  extend  encouragement 
to  all  munitions  manufacturers  alike,  and  not  to  restrict  it  to  the  few 
who  have  been  especially  prosperous  in  the  past  and  who  had  large 
accumulated  capital,  and  to  allow  to  the  small  manufacturer  a  profit 
so  small  that  any  of  the  many  unforeseeable  contingencies  which  attend 
this  war  work  may  endanger  his  survival. 

As  the  law  now  works,  the  large  and  prosperous  manufacturers 
are  permitted  to  retain  a  much  higher  rate  of  profit  than  the  small 
manufacturers  who  have  not  such  large  invested  capital  or  such  a 


hiffh  past  earnings  record,  but  who  might  well  be  regarded  as  needing 
the  sugffested  encouragement  and  stimulus  even  more  than  their  more 
Prosperous,  affluent  competitors.  For  Congress,  whether  by  an  amend- 
ment to  the  renegotiation  law  or  by  one  to  the  income-tax  law,  to 
nrovide  a  proper  minimum  rate  of  profit  after  taxes  on  war  con- 
tracts would  ensure  such  encouragement  to  all  those  whom  the  Cjov- 
ernment  regarded  as  competent  to  manufacture  munitions  and  sup- 
olies  for  the  efficient  conduct  of  the  war.    May  it  soon  be  oyer ! 

Now,  gentlemen,  I  will  be  very  glad  to  answer  your  questions. 

The  Chairman.  Mr.  Kobertson.  .      ,    ,  - 

Mr  Robertson.  Mr.  Budd,  knowing  that  for  half  a  century  you 
have  been  a  civic  leader,  and  a  leader  in  the  Presbyterian  Church 
in  Philadelphia,  I  have  listened  with  great  interest  and  attentively 
to  what  you  have  told  us  about  your  situation.  I  know  when  you  tell 
us  that  Vhen  a  Government  agency  leaves  you  $1  200  000  profit  on 
laree  war  orders  that  that  profit  will  be  dissipated  and  turned  into 
a  loss  when  you  have  liquidated  your  war  inventory  and  recon- 
verted to  peacetime  operations  you  mean  what  you  say  and  believe 
what  you  say,  and  I  don't  question  it  at  all.        ,     «      ,,  4. 

Th4  questions  I  am  going  to  ask  are  merely  for  the  purpose  of 
developing  the  items  that  have  been  taken  into  consideration  in 

arriving  at  your  conclusions.  j:    i    i,     i;i  u«  ^^ 

For  instance,  what  are  the  items  of  expense  you  feel  should  be  or 

will  be  deducted  from  this  $1,200,000  of  profits  on  war  business? 
Mr.  Budd.  What  are  the  items  ? 

Mr.  Robertson.  Yes,  sir.  .  ,  ,      , ,  •  1     .  „„^ 

Mr  Budd  Well,  we  are  very  careful  bookkeepers  m  our  place,  and 
I  hesitate  to  suggest  that  there  might  be  anything  wrong  with  our 
inventories.  But  I  know  from  past  experience  with  niany  settle- 
ments that  when  you  have  got  to  adjust  with  your  customer  $17,000,000 
worth  of  stuff  in  all  stages  of  manufacture  it  would  be  a  miracle 
if  there  wasn't  a  sufficient  difference  to  make  a  substantial  sum.  if 
we  came  out  within  $1,000,000,  after  going  over  every  one  of  a  million 
items  and  saving,  "Is  this  item  worth  $20?''  and  itemizing  the  cost 
of  it,  it  would  be  most  unusual  if  somebody  didn't  say.  Well,  I  don  t 
believe  it.  I  think  the  figures  aren't  quite  right.  I  think  |>18  is 
right  for  that."  And  in  that  case,  almost  certainly  we  would  have 
to  say  "Well,  now,  we  are  not  going  to  argue  out  the  dillerence 
between  $20  and  $18."  We  were  sincere  in  the  figures.  We  are  not 
God  Almighty.  It  may  be  that  we  are  wrong  somewhere,  and  that 
$17,000,000  is  going  to  be  made  up  of  a  vast  number  of  figures.  Any 
manager  that  does  not  discount  the  probability  of  a  shrinkage  in  a 
$17,000,000  inventory  is,  I  think,  without  sound  judgment,  and  I 
appeal  to  your  judgments  on  that  subject. 

Mr.  Robertson.  I  can  understand  how  there  well  might  be  a  shrink- 
age. There  may  be  a  shrinkage  in  actual  value  after  the  war  is  over, 
because  comparable  material  may  then  be  selling  for  less. 

Mr.  Budd.  That  is  a  loss  that  will  go  to  the  Government,  I  assume. 
Mr.  Robertson.  I  know,  for  instance,  on  the  subject  of  hides,  one 
big  item  on  hides  is  the  war  insurance  paid  on  hides  from  Argentina. 
As  soon  as  the  war  is  over  there  is  no  such  insurance  on  hides  and  they 
will  immediately  come  in  cheaper,  and  there  is  an  item  of  loss  for  the 
man  who  has  a  great  war  stock  on  hand.  Will  your  settlement  after 
the  war  be  with  the  Government  after  this  war  is  over? 
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Mr.  BuDD.  With  the  Government.  We  have  no  right  to  sell  this 
stuff  to  other  people.  It  is  owned  by  the  Government.  They  watch 
the  charges  on  the  items  as  they  come  into  our  factory  and  lay  in  the 
factory  and  are  manufactured  by  the  factory. 

Mr.  Robertson.  As  I  interpret  the  standard  Government  cancel- 
ation clause,  you  must  be  allowed  for  your  inventory  on  hand  plus  a 
profit  that  you  would  have  made  out  of  completing  or  processing  thut 
inventory. 

Mr.  BuDD.  They  haven't  had  quite  the  courage,  so  far,  Congress- 
man, to  propose  that.  We  have  settlements  with  our  customei-s  every 
year,  and  usually  it  is  on  what  the  stuff  is  worth  and  regardless  of  tlie 
profit. 

Mr.  Robertson.  Have  you  made  any  estimate  on  what  your  post-war 
refund  of  your  excess-profits  taxes  will  amount  to  if  the  war  con- 
tinues for  another  calendar  year. 

Mr.  BuDD.  Mr.  Zens? 

Mr.  Paul  Zens  (treasurer,  Edward  G.  Budd  ^Manufacturing  Co., 
Philadelphia,  Pa.).  For  the  year  1942  we  took  advantage  of  the  debt 
credit  and  post-war  credit,  so  we  practically  had  nothing  for  the  year 
1942.  For  the  year  1943  we  estimate  that  we  might  have  a  post- 
war credit  of  about  $800,000.  You  understand,  Mr.  Eobertson,  that 
is  before  renegotiation.  After  renegotiation,  as  they  extract  this 
money  from  us,  it  automatically  reduces  the  post-war  credit. 

Mr.  Eobertson.  It  also  automatically  reduces  your  excess-profits 
taxes. 

Mr.  Zens.  Yes,  sir ;  so  I  wouldn't  know  as  of  today  what  our  post- 
war credit  will  be  at  the  end  of  this  year. 

Mr.  Robertson.  Would  it  likely  fall  below  $500,000? 

Mr.  Zens.  That  all  depends  on  the  attitude,  I  would  say,  and  the 
results  of  renegotiation. 

Mr.  Robertson.  Well,  if  it  is  $500,000  for  this  year  and  $500,000  for 
next  year,  that  would  be  $1,000,000,  wouldn't  it? 

Mr.  Zens.  Yes,  sir. 

Mr.  Robertson.  How  much  emergency  plant  under  certificate  of 
necessity  will  you  be  able  to  write  off  and  deduct  from  your  tax  bill 
during  the  period  that  the  war  lasts  ? 

Mr.  Zens.  We  have  under  certificates  of  necessity  purchased  $5,222,- 
000  worth  of  equipment. 

Mr.  Robertson.  Five  million  two  hundred 

Mr.  Zens  (interposing).  And  twenty-two  thousand. 

Now,  we  can  write  that  off  as  an  expense  item  over  a  period  of  5 
years,  or  sooner  if  the  emergency  is  ended.  But  of  the  $5,222,000  we 
get  back  about  80  percent. 

Mr.  Robertson.  How  do  you  figure  that? 

Mr.  Zens.  Because  it  is  on  the  basis  of  a  depreciated  item,  and  thev 
only  allow  us  a  certain  percent— 20  percent— a  year,  and  the  tax,  and 
we  are  in  the  tax  bracket  of  about  78  percent,  so  all  we  save  is  the  78 
percent,  not  100  percent.  When  we  get  through,  we  will  have  22  per- 
cent of  the  $5,222,000  of  our  own  money,  or  even  $1,000,000,  and  a  lot 
of  that  equipment,  instead  of  being  an  asset,  will  be  a  liability,  because 
it  will  be  in  the  way  of  our  normal  activities. 

Mr.  Robertson.  I  know,  but  whether  you  take  it  out  and  throw  it 
on  the  junk  pile  or  not,  if  you  get  the  money  back  that  you  put  into 

Mr.  Zens.  We  are  going  to  get  back  about  $4,100,000. 


Mr  Robertson   Then  $4,100,000  added  to  $1,000,000  will  gi^e  you 
A,SrFr million  one  of  what  you  get  back  under  amorUzat^^^^ 

fid  to  a  million  that  we  tentati^^ely  ^^^f ^  {^^^J^^J^^^^^^^^^^ 
back  from  the  excess-profits  tax,  will  give  you  $o,100,00U  to  neip  mis  i« 

^X^Iens'^'w  Robertson,  we  had  to  borrow  $6,000,000  durmg 
thfwafyeai-r  We  borrowed  $6:000,000  to  buy  this  equipment.  We 
wilt  have  to  use  that  money  to  repay  our  loans.  .  .      ^^„ 

Mr.  Budd.  There  is  a  cross  purpose  there.   TheGovenimen^^^^^^^^ 
.nr  monev     Thev  are  paying  it  back  to  us.    That  can  t  oe  conbiueic^ 
Zr7r'TSe.tulh^ncit^^ra  a  profi^and-  o^s  figure.    It  .s 
,s  though  we  went  to  the  bank  and  borrowed  $5,000,000. 

Now.  as  they  allow  it  on  our  taxes,  they  pay  back  the  debt  that  they 

''l^r  ZBK^Mr':  RoEon!  H^uld  like  to  clear  up  another  point  in 

that  connection.  _ 

Mr.  KoBERTSON.  Let's  clear  up  this  one,  lirst.  .    ^.   .f  .v,„  oo 

Mr   Zfns   I  am  talking  on  the  same  subject.    A  part  pt  the  M 

™t  is  ficmreTin  the  profits  for  the  year  1942,  a  part  of  the  four 

mimZ  that'vou  are  talking  about.    I  say  it  is  not  an  asset,  it  is  a 

r  vrll  Xf  ^4  1(M1  (XX)     When  we  get  through  we  will  have  spent 

S^OwfwS'S  back  $4,100,000,  and  f  lot  of  that  stuff  will 

feSden  tT^Irould  the  plant.  .  I  am  not  f^f^-^^^f^^^. 

fhi<5  i<5  facilities  buildings,  and  equipment  that  were  bought  tor  a  sp 

Si  DardcX  wob.    One  of  the  big  problems  that  is  confronting 

idustries"ere  we  are  going  to  put  all  of  this  special  equipment 

Jo  g"ut  oul  of  the  way  so  wl  can  get  back  into  normal  activities  agam. 

'^^'^Z.'Zi^lT'il'^^rt^^  it  will  be  of  any  practical 
'  Mr.*zZ!  We  will  have  some  value.    I  doubt  whether  it  will  be 

worth  $1,000,000  to  us.  .  cvinnnn* 

Mr.  RoBEBTSON.  Can  we  compromise  on  $1,000,00UI 

Mr  Zens  No,  sir ;  we  are  not  compromising. 

Mr  Rot™n.  Just  for  the  sake  of  argument,  to  see  what  you  wiU 
ha^  aSrto  meet  your  post-war  problem,  *«  -e  what  -  shouW 
(\n  in  a  case  like  yours,  because  we  want  you  to  give  these  poDs  to 
fhesrsoldiers  wheii  they  come  back.  It  is  the  best  service  we  can  give 
th^se  soldieS  It  will  be  better  than  any  bonus  money  or  separation 
parto  put  Sem  back  into  profitable  industry,  for  them  to  come  back 
and  have  a  regular  iob  through  the  years. 

\^^^^  us  that  he  visualized  that  possibihty  and  he 

planned  to  do  it,  he  meant  just  that. 

Mr  R™ox.  tid  we  want  him  to  be  treated  in  his  war  work 
so  that  it  will  be  possible,  from  our  ^tendpoint,  for  him  to  do  it 

Mr  Zens.  For  the  sake  of  argument  let's  admit  it  is  worth  halt  a 
million  dollars.    Now,  where  do  we  stand  ? 

Mr.  Robertson.  $1,500,000.  ..  . 

Mr  Budd  But  we  woudn't  have  spent  any  of  it,  you  know,  if  it 
was  not  fOT  the  war.  We  don't  deny  but  that  there  is  some  asset  value 
hi  it  Mr  Itobertson.  But  we  put  up  our  money  instead  of  having 
tL  Government  put  it  up,  and  we  had  good  reasons  at  the  time  that 
ar^  Sttk  rfficuH  to  ex^l'ain  offhand  We  did  eY^.^hat  we  would 
be  paid  by  the  Government  a  reasonable  price,  and  the  argument  we 
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put  up  to  you  is  whether,  for  the  production  of  $115,000,000  worth  of 
goods,  $3,700,000  to  us  is  excess  or  whether  $1,200,000  is  enough. 

Now,  a  bookkeeper  has  got  to  say,  "There  is  $1,200,000  and  you 
have  got  that  money."  I  just  tell  you  that  from  my  experience  as 
a  leader  I  am  sure  that  it  will  shrink  and  we  will  have  something 
less  than  $1,200,000.  If  you  ask  me  whether  it  is  going  to  be  $100,- 
000  or  a  million  I  couldn't  give  you  a  guess.  But  the  borrowing  of 
this  money  is  our  money.  The  Government  is  not  paying  us  interest 
on  this  money  which  we  put  up  to  build  their  equipment.  We  might 
have  made  that  bargain  with  them.  We  never  thought  of  it.  There 
has  been  a  terrific  physical  endeavor  there  on  matters  some  of  which 
we  would  have  to  argue  and  discuss  with  officers  of  the  Government. 
We  had  confidence  that  we  were  going  to  be  repaid,  and  we  put  up 
the  five  million.  Between  you  and  me,  I  doubt  whether  we  did 
right,  and  if  I  had  known  at  that  time  that  our  figures  were  going 
to  be  scrutinized  microscopically  I  think  I  would  not  have  put  up  the 
five  million.  But  it  is  in  things  like  that  that  this  pinching  of  profits 
slows  up  production. 

I  couldn't  say  to  you  that  because  we  didn't  make  any  money  we 
weren't  going  to  try  hard  to  do  work.  We  do  work,  because,  for  the 
same  reason  that  you  folks  are  here  doing  work,  we  have  got  to  win 
the  war. 

But,  my  goodness,  the  machine  needs  a  little  oil  as  it  goes  along — 
$3,400,000, 1  think  it  is,  or  some  such  figure— of  profit  for  $115,000,000 
and  for  carrying  an  inventory  and  receivables  of  $23,000,000.  Why, 
you  as  businessmen  must  know  that  we  are  skinning  awfully  close 
with  the  figures  that  our  books  show,  and  we  want  to  skin  close  and 
we  don't  want  more  than  the  $3,700,000.  But  when  you  put  it  down 
to  $1,200,000,  we  tell  you  you  have  skiimed  too  close  and  you  haven't 
responded  to  the  manufacturers  in  the  same  spirit  that  the  manu- 
facturer has  held  toward  this  war  program  so  far. 

Mr.  Robertson.  Just  in  that  connection,  how  close  does  the  $1,200,- 

000  skin  to  your  normal  profits  before  1940? 

Mr.  BuDD.  From  1930  to  1940  was  the  most  trying  period  of  my  life. 
When  the  depression  came  we  were  completely  shut  down.  I  can  tell 
you  how  my  mind  worked  at  the  time,  because  it  was  such  a  vital 
situation  that  I  will  never  forget  it.    I  said  to  myself,  "My  goodness, 

1  don't  know  that  we  will  ever  get  the  automobile  ^)usiness  back  again." 

Our  competitors  are  in  Detroit.  Nobody  had  any  work  in  Detroit. 
Why  should  General  Motors  give  us  an  order  in  Philadelphia  instead 
of  keeping  its  own  plants  running — for  bodies,  I  mean?  I  had  a 
conception,  and  had  done  some  laboratory  work  some  years  before  on 
this  stainless-steel  program,  and  I  believed  it  was  good  judgment  for 
us  to  go  ahead  with  it  and  spend  money  on  it.  We  hadn't  any  money 
to  spare.  It  might  almost  have  been  considered  a  foolish  and  a  reck- 
less program,  and  some  of  our  associates,  I  think,  thought  it  was. 
Our  board  fully  backed  us  up.  Our  bankers  did,  too,  though  with 
much  shaking  of  heads,  and  we  spent  every  month,  year  after  year, 
for  a  period  of  about  8  years,  a  great  deal  of  what  little  profit  we 
made.  We  didn't  make  much  profit.  As  I  look  back  at  it  and  try 
to  put  myself  in  the  place  of  the  bankers  who  supported  us,  I  can't 
help  thinking  that  it  was  a  recklessness  on  our  part,  yet  the  project  was 
given  the  strictest  attention  and  the  closest  study  by  the  most  bril- 
liant group  of  executives  there  was. 


Now  I  tell  you  that.    Count  me  out  if  you  will,  but  don't  count 
n„\r?erio^^ir;^e1fV.«,000.    I  will  ^^^^^^^t 

fhit  very  noble  institution  the  Pullman  Co.,  would  not  agre^  with  us 
on  that7but  the  proof  is  only  going  to  come  when  production  starts 

''^The  kst7rain  that  we  built  was  the  Empire  State,  the  most  profit- 
„wV  train  in  the  world.  At  that  time  we  had  in  negotiation— in 
SoSon  uSderltand-a  .single  order  for  1  0C«  pa^enger  car^ 
Mr^  Zens  points  out  a  very  interesting  thin^  That  tiam^^^„'';''a's 
r-nted  on  December  7.  and  on  our  way  back  Mr.  Williamson,  '^l^o^^J' 
on  our  trafn,  was  called  off  by  his  railroad  people  and  he  got  off  at 
One  Hundred  and  Twenty-fifth  Street  because  the  news  had  come 
Sout  Pearl  Harbor,    wl  didn't  select  that  date  with  any  such 

^^Ttl  Ibout  to'say  that  we  had  in  close  negotiation  1,000  cars,  such 
,no7der  as  was  neVer  given  anybody,  or  half  of  it,  previously.  I  am 
Ltisfied  we  would  have  got  the  order.  The  Government  shut  up 
Town  We  hive  now  on  our  books  59  cars  from  leading  railroads 
IhTch  were  on  our  books  and  partially  completed  at  that  time  and 
The  raiTroads  are  continually  pressing  "^.  *<>  b«'l;  *«{«  ,^|j^««°^i„;^ 
we  can  We  can't  until  there  is  a  relief  in  the  alloy-steel  situation. 
We  have  taken  500-1  think  it  is  a  little  less,  but  only  a  little  less  than 
S^Irs  on  orders  from  the  best  sources,  with  "«  P"- -J  "o^me 
of  delivery  but  they  want  their  names  on  our  order  books,  mat 
Irk  wm  start  in  big  volume  as  soon  as  the  war  is  over,  and  there  is 
where  most  of  these  17,000  men  are  going  to  be  used 

Mr.  Robertson.  I  am  satisfied,  Mr.  Budd  that  if  Jt  JX,f  vL  nre 
for  extraordinary  ability  and  the  fine  Presbyterian  faith  that  you  aie 
not  nreoidained  to  fail  you  might  have  gone  under  during  the  de- 
JrssC  but  what  I  am  Jarticufarly  anxious  to  know  from  Mr  Zens 
is  what  were  your  net  profits  after  taxes  for  the  years  3-,  3b  and  39 

Mr  Btjdd  'I  lost  track  of  what  my  reasoning  was  m  my  talking  to 
vou.  ■  The  $7,000,000  we  spent  was  charged  each  year  to  proht  and 
loss  with  the  result  that  these  figures  are  large  y  «-ed  figures^  But  I 
have  another  balance  sheet  in  which  we  put  them  back.  You  have 
it  Mr  Zens'    Well,  that's  good.    Go  ahead! 

Mr  Z^NS.  Mr.  Eobertson.  we  have  a  detailed  statement  here  of  our 
sales  ofr  profit  before  and  after  taxes,  before  and  f  ^  the  e^p^^^^^^^ 
ture  of  $7  000,000  for  this  what  we  call  stainless-steel  development. 
That  is  what  is  used  in  these  trains,  that  has  gone  into  airplanes  and 
trailers.    It  is  a  new  art  and  a  new,  big  industry. 

Mr.  Robertson.  The  streamlined  trains? 

Mr  Zens.  Yes,  sir:  and  I  say  to  you  that  in  my  opinion  we  are 
going  to  come  out  of  this  war  in  a  much  weaker  financial  P'^^j'""  ""jd 
nhvsical  Dosition  than  if  the  war  had  never  happened.  That  is  in 
sX  of  Sie  fact  that  we  had  $115,000,000  worth  of  sales,  we  had 
$18  000  000  of  profit  in  '41  before  taxes,  and  after  we  get  through  with 

Td  i£dTi\TsuST^^^  figures  for  the  record.    What  year 
would  vou  like  to  know  about? 
Mr.  KoBERTSON.  1936,  '37,  '38,  and  '39. 
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Mr.  Zens.  In  1936  the  sales  were  $30,000,000.  I  will  give  you  round 
figures.  The  profit  after  charging  the  high  tensile  development  ex- 
pense was  $1,095,000.  If  we  put  back  the  expense  that  might  have 
been  capitalized  and  not  charged  off  as  an  operating  expense  for  the 
year  1936  we  would  show  a  profit  of  $1,700,000. 

In  1937,  on  sales  of  $36,000,000,  we  had  a  profit  of  $1,219,000  after 
charging  off  the  development  expense ;  after  adding  that  back  we  had 
$2,000,000  profit. 

The  year  1938  was  a  bad  automobile  year.  We  showed  a  loss  of 
$400,000  on  everything. 

In  1939  the  sales  were  $35,000,000.  We  show,  after  all  charges, 
$218,000  net  profit,  but  if  you  will  add  back  the  development  expense 
we  show  a  net  profit  of  $1,500,000. 

In  1940  our  sales  were  $53,000,000,  net  profit  $1,600,000,  or  $2,100,000 
if  you  add  back  the  development  expense. 

In  1941,  on  $84,000,000  of  sales,  we  show  a  profit  of  $1,117,000. 
There  was  no  development  expense. 

I  want  to  point  out  that  in  that  particular  year  we  charged  off  our 
investment  in  a  very  big  German  company.  We  don't  think  it  is 
worth  very  much  money  and  the  loss  was  about  $1,800,000,  and  I  be- 
lieve it  is  going  to  be  allowed  as  a  taxable  deductible  item. 

For  the  year  1942  the  sales  were  $115,000,000.  We  show  a  book 
profit  of  $3,796,000  and  no  development  expense.  I  would  like  to 
submit  those  figures  for  the  record. 

Mr.  KoBERTSON.  Is  that  profit  after  taxes? 

Mr.  Zens.  That  is  after  everything,  before  renegotiation. 

Mr.  Robertson.  You  had  $3,000,000  of  profit  in  '42,  and  you  expect 
about  $3,000,000  in '43? 

Mr.  Zens.  No,  sir ;  we  are  not  going  to  make  that  much  money. 

Mr.  Robertson.  And  you  had  a  $400,000  loss  in  '38? 

Mr.  Zens.  Yes. 

Mr.  Robertson.  And  $218,000  profit  before  the  war  started? 

That  is  all. 

Mr.  Reed.  That  may  go  in  the  record,  may  it  not?  Tlie  witness 
requested  that  that  go  into  the  record. 

The  Chairman.  Yes. 

(The  exhibit  offered  by  Mr.  Zens  follows :) 

Edward  G.  Budd  Manufacturing  Co.  profit  and  loss  statement,  comparing  sales 
and  profit  and  loss  before  and  after  Hi-Tensile  development,  and  before  and 
after  income  taxes  for  the  years  1930  to  19Jt2,  inclusive 


Sales 

Profit  or  loss  before  income  taxes  ' 

Profit  or  loss  after  income  taxes  • 

Year 

Including 
Hi-Tensile 
develop- 
ment, etc. 

Percent 
of  sales 

Excluding 
Hi-Tensile 
develop- 
ment, etc. 

Percent 
of  sales 

Including 
Hi-Tensi  e 
develop- 
ment, etc. 

Percent 
of  sales 

Excluding 
Hi-Tensile 
develop- 
ment, etc. 

Percent 
of  sales 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

1940 

1941 

1942 

$22. 264, 387 
11,732,601 
10,  218, 592 
12,393,402 
19, 650. 829 
23,  m\,  562 
30, 602,  767 
38, 994, 488 
25. 812, 346 
35,361,662 
53,  270, 385 
84. 216,  701 

115,289,828 

$20,692 
730, 412 

1,  785, 757 
886, 701 

1, 398. 833 
852, 129 
1,095.046 
1.491,423 
1,482,442 
288.037 

2,  776, 190 
7, 463, 059 

18, 646. 495 

0.09 

"3.60 
3.58 
3.82 

'".'si' 

5.21 

8.97 

16.17 

$55,292 

489, 919 
1,518.846 

475. 652 
1,013,660 
1, 212, 313 
2, 100, 250 
2, 463, 321 

400,560 

1, 968, 062 

4, 066, 660 

7, 463, 059 

18, 646, 495 

0.25 

"  5.'i2' 
9.80 
6.32 

"5.' 67' 
7.63 
8.97 

16.17 

$20, 692 

730, 412 

1, 785, 757 

886, 701 

1,398,833 

743,  413 

991,271 

1, 219, 423 

1,482,442 

218, 037 

1, 658,  490 

1,173,059 

3,  796, 495 

0.09 

"'3.14' 
3.24 
3.13 

'".'62' 
3.11 
1.39 
3.29 

$55,292 

489, 919 
1,618,846 

475.652 
1,013,660 
1,042,597 
1, 761, 475 
2. 006, 321 

400,660 
1, 512, 052 
2, 135, 960 
1, 173, 059 
3, 796, 495 

0.25 

""'i'io 

5.76 
6.15 

""4.'28 
4.01 
1,39 
3.29 

>  Losses  shown  in  italic. 


Mr.  Robertson.  You  may  tell  lis  why  you  won't  make  three  million 
this  year,  if  you  wish. 
Mr.  McGranebt.  You  started  to  say  why.  ^,  .^  ,  q,  .  t^.,„„ 
Mr.  Zens.  We  have  a  very  big  contract  with  the  T-mited  States  JNa^  y. 
We  are  "oing  to  build  a  stainless  steel  cargo  plane  1  he  Government 
i"  providing  all  of  the  facilities,  providing  all  of  the  working  capital, 
Ind  it  is  probably  a  $50,000,00  project.  That  contract  is  taken  on 
a  cost-plur-a-fixed-fee  baks.    Tile  fee  is  about  $5,000,000  regardless 

"^m/ Boti>.  On  $100,000,000.    You  said  $50,000,000.    That  is  utiliz- 
m<r  about  30  percent  of  our  productive  facilities.    We  can  only  make 
ov^r  taxes,  on  that  contract,  something  loss  than  1  percent.     1  would 
estimate  that  our  profit  this  year  will  be  between  a  million  and  a  half 
and  two  million  dollars  before  renegotiation,  it  we  have  to  contend 

with  that  for  1943. 

Mr.  Robertson.  That  is  all. 

The  Chairman.  Mr.  Lynch «  ,        „  -^    ^  -i 

Mr  Lynch.  Mr.  Budd,  in  going  over  these  figures  it  strikes  me  as 
though  you  had  made  considerably  more  money  in  1942  than  you  ever 
D  before  in  the  previous  history  of  the  company.    Isn't  that  correct? 

Mr.  Budd.  We  have  produced  three  times  the  goods,  yes;  and  if 
our  profit  wasn-t  to  some  extent  in  proportion  to  our  production  we 
would  not  be  able  to  cover  financially  the  plant  and  the  expense  of 
doin"'  business,  besides  the  risk  of  doing  business.  *,    .  „.<= 

m  Lynch.  You  had  a  considerable  amount  of  business  that  was 
not  renegotiated,  also,  out  of  that  $115,000,000? 

Mr  BoDD.  Very  little-about  $8,000,000  or  $9,000,000. 

Mr. -Zens.  About  $8,000,000,  Mr.  Lynch. 

Mr.  Lynch.  Going  back  to  your  figures,  have  you  got  the  profits 
that  vour  company  has  made  since  1929?  i  „k„ 

m.  Budd.  For  that  period  anybody  that  made  a«y  P'-ofi*  ^^  ^"^^^ 

Mr  Zens.  This  statement  goes  back  to  the  year  1930.    I  am  soriy 

"\K^^ltnlirffact  that  in  the  year  1942  you  made  more 
profit  as™sult  of  the  war  effort  than  you  did  in  all  the  years  put 
toffether  from  1929  to  1941,  inclusive?  ,      .      , 

Mr  Budd.  No,  it  isn't  a  fact.  If  you  are  referring  to  any  one  year, 
our  figures  here  show  that  it  was  just  about  the  same  as  in  the  year— - 

Mr  Lynch.  You  didn't  have  a  profit  in  1931,  if  you  look  at  that 

''Mn'ZENS.^In'l931  we  had  $11,000,000  of  sales.  That  was  in  the 
denression  We  can't  make  money  on  a  volume  as  small  as  that,  we 
haCgot  to  do  at  least  two  and  a  Half  million  dollars  a  month  to  show 

a  profit.  _        .     10Q19 

Mr  Lynch.  What  was  your  loss  in  19dl  i 

Mr.  Zens.  $489,000. 

Mr  Lynch.  In  1932,  did  you  make  a  profit  ^ 

Mr!  Zens.  No,  sir;  we  had  $10,000,000  of  sales. 

Mr.  Lynch.  What  was  your  loss  m  1952  i 

Mr.  Zens.  $475,000.        ,  . .,        /•  9 

Mr  Lynch   Are  you  quite  sure  of  those  figures « 

Ml  Si  think  you  and  I  are  looking  at  different  sets  of  figures. 
I  ^'Sng  at  the  Igaves  putting  back  into  the  operations  the  de- 
velopment expense.    Do  you  want  them  after 
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Mr.  Lynch.  I  want  the  figures  that  you  used  back  in  1932. 

Mr.  Zens.  You  want  the  published  figures? 

Mr.  Lynch.  Yes. 

Mr.  Zens.  All  right.  Then  I  will  correct  1931.  The  loss  was 
$730,000.  Does  that  check?  In  1932,  $1,785,000  loss.  1933— would 
you  like  that? 

Mr.  Lynch.  Yes;  all  the  way  down. 

Mr.  Zens.  Do  you  want  to  get  the  sales  ? 

Mr.  Lynch.  Yes ;  you  may  include  the  sales. 

Mr.  Zens.  $12,000,000  sales,  $1,398,000  loss. 

Mr.  Lynch.  What  year  is  that? 

Mr.  Zens.  '33. 

Mr.  Lynch.  Go  ahead. 

Mr.  Zens.  '34,  $19,000,000  sales,  a  profit  of  $743,000. 

Mr.  Lynch.  I  think  you  are  looking  at  the  wrong  figures,  aren't 
you?    Wasn't  there  a  loss  of  $1,398,000? 

Mr.  Zens.  You  are  right;  $1,398,000. 

1935  is  $23,000,000  sales ;  $743,000  profit.     Is  that  right  ? 

Mr.  Lynch.  That  is  approximately  right,  I  imagine. 

Mr.  Zens.  1936,  $30,000,000  of  sales,  profits  of  $991,000.  1937 
$38,000,000  of  sales,  a  profit  of  $1,200,000.  In  '38,  $25,000,000  of 
sales,  a  loss  of  $1,482,000.  In  1939,  $35,000,000  of  sales,  a  profit  of 
$218,000.  In  1940,  $53,000,000  of  sales  and  $1,600,000  profit.  1941, 
$84,000,000  of  sales  and  $1,173,000  of  profit;  and  I  told  you  that  in 
that  year  we  charged  off  the  German  investment  of  $1,800,000,  I 
believe. 

In  1942,  $115,000,000  of  sales,  a  profit  of  $3,700,000. 

Mr  Lynch.  So  that  in  1942,  according  to  my  rapid  calculation  of 
your  figures,  you  made  much  more,  as  a  result  of  the  war  effort,  than 
you  have  done  in  all  the  years  from  1930  to  1941,  by  something  like 
approximately  two  million  six  or  seven  hundred  thousand  dollars. 

Did  you  want  to  say  something? 

Mr.  BuDD.  I  don't  need  to  deny  the  figures.  We  did  the  service  in 
those  years.  We  borrowed  the  money.  We  advanced  the  Govern- 
ment a  sum  of  money  to  buy  facilities,  and  at  the  end  of  the  time  we 
got  hardly  any  profit,  according  to  our  own  books. 

Now,  you  use  those  old  figures,  and  we  have  shown  you  that  in  that 
period  we  spent  $7,000,000  on  development.  We  did  good  bookkeep- 
ing m  writing  that  off.  In  1935  I  could  not  swear  that  this  high- 
tensile  division  was  worth  spending  four  or  five  hundred  thousand  on. 
I  believed  it,  but  it  wasn't  a  finished  product.  In  1937  we  turned  the 
business  over  to  an  engineering  concern  to  decide  whether  we  had  a 
business  situation  that  justified  the  expenditure,  and  their  answer  was 
that  they  felt  at  that  time  that  the  business  for  which  we  had  spent 
$7,000,000  and  charged  as  a  loss  was  worth  $10,000,000.  If  those  same 
people  went  over  that  business  now  they  would  say — I  am  guessing  on 
this— it  was  worth,  I  fancy,  $40,000,000.  It  just  so  happened  that 
we  had  that  business  fully  developed  at  the  time  the  war  started,  and 
it  has  been  invaluable  to  the  United  States  Government. 

Now,  if  you  are  going  to  go  back  and  fix  our  present  earnings  on 
what  we  made  at  the  worst  period  in  my  life  in  the  history  of  the 
industry  in  America,  then  in  justice  to  us  you  should  use  the  other 
column  of  figures  and  add  in  this  expenditure,  the  dollars  we  spent, 
the  $7,000,000,  and  say,  "Budd  really  did  make  these  $7,000,000  and 
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invested  it  to  the  advantage  of  the  Nation  and  especially  to  the  ad- 

T'flntasre  of  the  war  effort."  ,  ^  i      u  i.  t 

Mr  Ltnoh.  Mr.  Budd,  I  can  see  the  point  that  you  take  but  I 
and  bringing  out  these  figures  so  that  we  may  get  a  clear  picture  ot 
«actlv  what  the  position  of  your  company  was.  You  have  two  sets 
of  fi™  there.  \s  a  matter  of  fact,  in  1930,  or  at  the  close  of  busi. 
nes"  before  the  year  1930,  you  did  issue  a  statement,  did  you  not,  that 
your  net  income  was  $20,692,  or  thereabouts? 
Mr.  Zens.  That  is  the  published  figure.  ;„  rqo   th»t 

Mr.  Lynch.  And  in  1931  you  issued  a  statement,  or  in   32,  that 
your  loss  for  '31  was  approximately  $730,000,  and  so  on  down  the 
years.    Now,  when  did  you  change  your  bookkeeping  methods? 
^  Mr   BcDD  We  haven't  changed  our  bookkeeping  method. 

Mr.  Lynch.  When  did  you  start  in  to  make  the  change  so  that 
you  had  two  sets  of  figures  ? 

"  Mr.  Budd.  We  never  have  made  It.  t  ^„;a  tr, 

Mr.  Zens.  I  didn't  sav  that  we  had  two  sets  of  figures,  I  said  to 
vou  that  we  spent  $7,000,000  that  might  have  been  capitalized  If 
Ly  were  capitalized,  they  would  have  gone  into  V^o^^^y^^^^^ot 
nr.Pr-itin.r  losses  I  wanted  to  sav  something  to  you  about  these 
CeXn  we  presented  all  of  the  facts  before  the  Navy  Price 
Sstment  Board,  which  was  considering  this. particular  company, 
we  showed  tl"m  th^  money  that  was  spent  on  this  great  development 
They  studied  those  figured  and  they  came  to  this  conclusion,  that  it 
would  not  be  fair  to  the  Budd  Co.  to  consider  renegotiation  on  the 
£  of  their  pre-war  years.  They  -id,  "We  are^omg  to  y^w^hjs 
companv  as  a  new  industry  as  of  December  31,  1940,  or  41.  iney 
reSzed  that  in  the  expenditure  of  this  tremendous  sum  of  money 
it  naturally  reflected  on  our  earnings.  ,  ,     „„  ,  „„i.j 

Mr  Lynch.  You  have  been  renegotiated  for  '42,  have  you  not? 

£:  WcH^Tuf  tiie  amount  of  your  net  profit  bef- renegotiB. 
tion  or  net  profit  before  taxes,  was  something  like  $17,000,000,  and 
then  vou  were  renegotiated  to  the  extent  of  $9,000,000  leaving  a  net 
of  approximately  eight  and  a  half  million  dollars  before  Federal 
taxes.    Isn't  that  correct? 

Mr.  Sn'tn  Inj'Ser  year  have  you  come  within  comparable 
distance  of  $17,000,000  of  net  profit  before  Federal  taxes  i 

Mr.  Zens.  We  never  had  that  much  volume. 

Mr  Lynch.  In  any  other  year  have  you  ever  come  withm  com- 
pafable  dSce  of  eight  million  and  a  half  dollars  of  net  profit  be- 

fore  taxes  ? 

Mr  Zens.  No:  we  never  had  that  volume. 

Mr  Lynch  Also,  in  consideration  of  the  cost  of  production  which 
haf been,  I  take  it,  submitted,  you  have  always  taken  off  a  tremendous 
figure  for  maintenance  and  repairs  of  your  plant,  have  you  not? 

Mr.  Budd.  No. 


Mr.  Zens.  We  are  not  permitted  to  do  that. 
Mr.  Budd.  We  wouldn't  do  it. 


Mr  L^CH.  Your  plant  is  noW  depreciated  as  I  understand  from 
the  figures,  to  approximately  $15,000,000     Is  that  correct? 
Mr  Zens.  That  is  approximately  right,  yes. 
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Mr.  Lynch.  And  you  depreciated  about  $1,000,000— almost  $2,000^ 
000— in  1942? 

Mr.  Zens.  All  that  the  Internal  Kevenue  officers  allowed. 

Mr.  Lynch.  That  is  correct ;  and  you  also  carried  an  expense  item 
for  a  plant  of  $15,000,000,  depreciated,  of  something  like  $2,750,000 
for  1942,  for  the  maintenance  and  repair  of  that  plant. 

Mr.  Zens.  I  would  think  that  was  correct. 

Mr.  Lynch.  What  is  the  cost  of  the  Government  facilities  that 
have  been  furnished  to  you? 

Mr.  Zens.  About  $480,000 ;  with  $6,000,000  of  our  own  money,  Mr. 
Lynch,  we  increased  the  volume  of  business  from  a  normal  production 
of  about  $35,000,000  to  $115,000,000.  We  would  have  been  much  bet- 
ter off,  profitwise  and  physically,  if  we  had  kept  within  our  normal 
volume  of  business.  We  would  have  made  more  money,  our  plants 
would  have  been  in  better  shape  today,  and  we  would  be  in  a  better 
all-around  condition. 

Mr.  Lynch.  I  wonder  if  you  understood  my  question.  What  is  the 
value  of  the  Government-furnished  facilities?  Did  you  say  about 
four  million? 

Mr.  Zens.  $484,000.  I  am  talking  independently  of  the  cargo 
plane  job. 

Mr.  Lynch.  Let's  not  talk  independently  of  the  cargo  plane  job. 
Let's  get  the  full  Government  facilities. 

Mr.  Zens.  Why  I  am  talking  about  it  is  because  it  is  not  subject  to 
renegotiation. 

Mr.  Lynch.  I  know  it  may  not  be  subject  to  renegotiation,  but  what 
is  the  total  amount  of  Government  facilities  that  have  been  furnished 
to  your  company? 

Mr.  Zens.  For  the  cargo  plane  job  they  have  approximately  pro- 
vided $22,000,000  worth  of  facilities;  they  have  furnished  working 
capital  to  the  extent  of  about  $10,000,000. 

Mr.  Lynch.  How  many  cargo  planes  have  you  manufactured? 

Mr.  Zens.  We  have  one  in  the  testing  room  today.  We  have  a  test 
plane  coming  along;  we  have  four  in  process  of  assembly. 

Mr.  Lynch.  What  were  the  salaries  of  your  officers  in  1936? 

Mr.  BuDD.  I  wish  that  this  discussion  could  be  kept  on  the  question 
of  whether  we  should  have  $1,200,000  profit  or  $3,700,000,  for  having 
delivered  to  the  Government  $115,000,000  worth  of  goods.  I  don't 
see  where  this  other  Government  contract  has  any  bearing  on  the  case, 
because  it  doesn't  in  any  particular  enter  into  any  of  these  figures. 
Now,  one  of  the  troubles  here  is  the  bringing  in  of  entirely  irrelevant 
subject  matter. 

This  question  of  what  we  earned  in  the  thirties — they  were  terrible 
years.  If  we  had  gone  on  losing  three  or  four  hundred  thousand 
dollars  a  month,  as  we  did  in  1930  and  1931  and  1932,  we  would  not 
have  lived  to  have  done  this  $115,000,000  worth  of  work  for  the  Gov- 
ernment. If  our  directors  and  bankers  had  not  had  the  courage  to 
let  us  spend  $7,000,000  and  charge  it  off,  showing  some  very  good 
profits,  understand,  in  the  later  years,  we  never  could  have  served  the 
Government. 

Do  you  realize  that  this  stainless  steel  development  that  we  alone 
have  made — there  isn't  anyone  else — ^has  been  used  very  largely  in 
very  vital  parts  of  the  Navy  program?    Those  are  Navy  matters;  we 
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aon't  like  to  talk  about  them.  But  I  am  very  thankful  that  that  effort 
Tours  has  been  of  use  in  this  war  project,  and  I  ^^^.^^f  ,^^^^'^ 
of  any  profit,  and  $3,700,000  is  a  dangerously  low  profit  in  making 
1  Pkns,  which  are 'large  ones,  for  the,  work  after  the  war-v^^^ 
i:^ge^.^  The  banking  peo^^^ 


If  fr"mv  "we^mlde"  ^^^^^^  Right  away  they  will  say, 

'youVT^  Youren't  going  to  show  anything  but  a  red  figure  when 
Ju  get  t^^^^^^  contract  selled  up."    And  I  can't  say  that  ,^,^^^^^^^^^^^ 
Lst  it.    I  know  we  have.    I  know  it  is  a  red  figure,  this  $1,200,000  of 

^' Mr^fyNCH.  Mr.  Budd,  there  isn't  any  question  about  the  fact  that 
your  companv  has  done  a  production  job. 

t-i^^^l'rn^iLTwff  an  the  iten>s  ol  producti«. 
*v,:^  vnf  have  done     I  know  that  you  have  gone  deeply  into  the 

duced  a  great  many  of  tliem.    15ut  ^^  ar^  ^^{;^^         ^   ,     ^  ^^^^^^  ^o 

Twith'^l^sStthr^S^^^^ 

0  to  Xt  it  is  hat  is  charged  as  items  of  expense  and  whether 
or  SThose  terns  have  increased  within  the  last  year  That  is  the 
vpnson  I  have  a=<ked  for  the  salaries  of  your  officers  since  1936. 

vrBiioD  I  don't  think  that  it  is  relevant  to  our  argumen  ,  and  I 
Jnk  iSends  to  lead  us  astray.   But  I  am  perfectly  prepared  to  name 

^t^r.t^^^SittSltl^^^^^^^^^  here,  Mr.  Lynch.   We  can  go 

""'Mr*  lS„.  I  don't  want  to  go  all  the  way  back.    Give  me  the  4 

base  years,  from  1936  on.  •  j    .^.  ^j;  t?    a   "Rnrlrl  Afanu- 

Mr.  Zens.  Mr.  Budd's  salary,  as  president  of  EG  Budd  Ma^u_ 

f acturing  Co.,  $60,400  in  '36 ;  $44,800  m  '37 ;  m  '38,  $43,200 ,  39,  $45,000 , 
«fin  OSfi  in '40  •  in '41.  $56,808 ;  in '42,  $65,410.  .•       i  „* 

Mr  Lynch  There  ai4  two  other  companies  that  were  mentioned,  at 
least  one  of  which  I  believe  has  been  doing  x^r  woi-k. 

Mr  Zens.  You  are  thinking  of  the  Budd  Whed  Co 

toSTsiSrari^ffiiftroLV^^^^^ 

^^^^^  that  is  beLe  "rf- ^^.^ ^C f  wT^^^ 
rZiM  rater  I  wouTd  /ot  gifrfhem.  Nobody  likes  to  say  a  thuw 
likTthis,  but  I  am  prepared,  in  front  of  you,  to  take  off  my  coat  anS 

""l^rSnlN^li?  Tt"old  Mr.  Lynch  you  would  be  so  prepared 
Mr  L™  nl'didXay  you  were  willing  to  go  to  such  extremes. 
Mr  Budd  My  comparison Vst  illustrates  the  feeling  that  I  have 

"f  E7ut^S*VE: -^^^^^^^^  Manufacturing,  Budd 

meetand  Budd  International,  to  live  on,  $14,593,  and  I  am  hving 

^^m/t  VT^PH*  What  did  you  draw,  though? 
Mr:  BiTdd  iTm  going'io  give  it  all  to  you.    You  are  going  to  see 

everything,  I  told  you. 
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My  net  salary,  after  taxes,  from  all  these  companies,  was  $65^51 
from  the  three  companies— net,  understand.  I  have  life  insuranci 
which  costs  me  $33127  every  year,  and  all  of  that  is  up  rcover 
bank  loans,  all  of  which  went  into  my  company  in  recent  years.  Last 
year  my  secretary  says  that  in  contributions  I  paid  $4,8791  in  interes 
on  the  money  I  borrowed  $9,000.  '   ^i  mi^rest 

Mr.  Lynch.  Mr.  Budd,  I  really  didn't  intend  to  go  into  your  per- 
sonal affairs  to  that  extent.  I  am  sure  that  you  could  give  a  Ions  storv 
about  your  own  personal  affairs.  j  s  g  ^lurj 

Mr.  Budd.  It  isn't  going  to  be  long. 

Mr  Lynch.  But  suppose  we  get  down  to  the  question  so  that  we 
wont  waste  any  time?  As  a  matter  of  fact,  I  don't  want  to  know 
about  your  insurance  or  anything  else.  All  I  want  to  know  is.  What 
was  your  salary  in  1942  from  each  of  the  three  companies « 

Mr.  Reed.  Mr.  Chairman,  we  don't  care  to  know  about  Mr.  Budd's 
personal  matters,  but  at  the  same  time,  we  would  like  to  have  him 
develop  them  now  that  he  has  started.  It  is  in  response  to  a  question  he 
was  asKeci. 

Mr.  Lynch.  Although  the  question  was  "What  was  your  salarv 
from  those  three  companies?"  if  you  want  to  go  beyond  that  and  the 
committee  wants  to  wait,  it  is  perfectly  agreeable  to  me. 

Mr.  Budd.  Let  me  go  through  with  it  now,  because  the  spirit  of 
the  question  was  to  detract  from  the  subject  in  hand,  as  to  what  our 
company  got. 

Mr.  Reed.  That  is  right. 

Mr  Budd.  Our  companies  have  not  overpaid,  but  you  will  find 
that  I  got  a  considerable  sum  of  money  from  these  three  companies 
and  I  want  to  show  you  the  distribution. 

Detailed  taxes  only  $2,600.  That  makes  a  total  of  $50,000,  and 
added  to  the  $14,000  net  that  was  left,  it  gives  the  $65,000  which  I 
said  was  my  net  salary. 

Now  we  will  get  at  what  you  are  all  interested  in,  and  which  has 
no  bearing  on  the  subject  under  discussion.  The  Budd  Manufactur- 
ing Co.,  my  figures  show^paid  me  $60,398.  I  find  Mr.  Zens  differs  a 
wee  bit  with  me.  The  Wheel  Co.  paid  me  $41,999.  The  Internation- 
al Co  paid  me  $5,012.  That  is  a  total  of  $107,000.  It  looks  as 
though  I  was  getting  to  be  a  millionaire,  doesn't  it? 

The  Wheel  Co.  10  years  ago  made  a  bonus  arrangement  for  a  Der- 
centage  of  profits  to  go  to  100  or  more  of  our  people 

Mr.  Zens.  About  117.  i     i-    • 

Mr.  Budd  About  117  people;  and  it  happened  that  I  was  unfortu- 
nately one  of  them,  and  one  of  the  leading  ones.  That  bonus  was  fig- 
ured on  too  high  a  scale,  because  it  was  based  on  small  deliveries  and 
the  deliveries  have  gotten  to  be  very  large,  due  to  the  war  work. 
I  he  corporation  compromised  with  our  employees.  It  had  made  a 
commitment,  understand,  but  it  compromised  at  one-third  of  what 
they  were  supposed  to  get. 

Well,  my  share  of  that  one-third  last  year  was  $98,318.  This  year 
It  IS  much  less,  because  we  are  so  scared  of  the  renegotiation  program 
that  we  have  cut  that  off  temporarily.  I  hope  that  it  can  be  con- 
tinued.    That  makes  a  total  of  $205,000  from  all  of  my  interests. 

I  have  paid  the  Government  $140,477  in  taxes  and  I*  have  remain- 
ing for  all  the  Items'  I  described  $65,000.    Now,  y  ou  see,  you  have  got 


I  Mr.  Lynch.  Now  let  me  have  the  salary  that  you  got  from  the 
Budd  Manufacturing  Co.  and  the  Wheel  Co.  and  the  International 
Co.,  if  you  have  it  available,  for  the  years  1939  to  1942.    We  have  the 

I '42  figure.  ,  , 

Mr.  Zens.  Mr.  Budd,  I  have  '39  here.    I  think  that  we  have  con- 
IsoHdated  International  with  the  Manufacturing.    Do  you  want  the 
totals  of  all  the  companies?  . 

Mr.  Lynch.  I  would  like  to  have  the  Budd  Manufacturing,  if  I 

could,  and  the  Wheel.  ^.^  ^r^r^ 

Mr.  Zens.  The  Budd  Manufacturing:  For  the  year  1939,  $45,000; 

the  Wheel,  $40,425.    Does  that  check? 

Mr.  Lynch.  You  are  calling  them  to  me. 

Mr.  Budd.  We  know  you  have  all  the  figures. 

Mr.  Lynch.  I  haven't  got  any  figures  on  your  salary  at  all. 

Mr  Zens.  1940,  the  Manufacturing  Co.,  $50,936;  the  Wheel  Co., 
$66,000 ;  1941,  Manufacturing,  $56,808 ;  the  Wheel  Co.,  $110,482.  You 
have  1942,  you  say  ? 

Mr.  Lynch.  I  have  1942. 

Mr.  Zens.  Does  that  answer  your  question? 

Mr.  Lynch.  Were  there  bonuses  in  those  years,  1940  and  1941? 

Mr.  Zens.  Bonuses  started  in  1930. 

Mr.  Lynch.  Let  me  have  "the  bonuses,  and  whether  they  have 

increased  any.  .,.,««        u 

Mr.  Zens.  There  was  no  bonus  m  '39.    The  bonuses  paid  m  '39  would 

be  due  to  operations  in  '38,  and  '38  was  a  loss  year,  so  we  had  no  bonuses. 

In  '40  the  bonus  was  $24,000 ;  in  '41  it  was  $68,482.    Did  Mr.  Budd  give 

you  '42? 

Mr.  Lynch.  In  '42 1  understood  it  to  be  $98,318. 

Mr.  Zens.  That  is  about  right. 

Mr.  Lynch.  Did  the  other  officers  of  the  company  have  increased 
salaries  in  the  same  proportion  ? 

Mr.  Zens.  Well,  Mr.  Lynch,  you  will  get  some  idea  from  my  own 
position. 

Mr.  Budd.  You  are  going  to  take  your  coat  off  now,  are  you  ? 

Mr.  Zens.  No.  I  would  like  to  say  when  I  went  to  work  for  the 
Budd  Wheel  Co.  in  1930  I  was  told  that  the  company  paid  very  small 
salaries.  We  have  a  bonus  system.  My  salary  had  been  reduced  in 
the  depression  yeai-s.  It  had  never  been  raised.  If  we  can't  make  some 
money  for  the  company  and  the  stockholders,  we  just  don't  earn  any 

money. 

Now,  Mr.  Lynch,  I  will  tell  you  what  my  situation  is.  In  the  year 
1939  the  Wheel  Co.  paid  me  $i2,300,  the  Manufacturing  Co.,  $10,525. 
In  '40  the  Wheel  Co.  paid  me,  in  salary  and  bonus,  $20,600;  the  Manu- 
facturing Co.,  $11,280.  In  1941  the  Wheel  Co.  paid  me  $35,986  and  the 
Manufacturing  Co.,  $12,250.  In  1942  the  Wheel  Co.  salary  and  bonus 
was  $42,000,  and  that  is  based  on  '41  earnings,  and  the  Manufacturing 
Co.  paid  me  $19,410. 

Mr.  Lynch.  Did  you  get  anything  from  International  to  any  extent? 

Mr.  Zens.  That  included  International.     International  did  not  raise 

any  salaries. 

Mr.  Lynch.  So  that  from  1939  to  1942,  the  end  of  1942,  your  salary 
has  increased  during  those  war  years  from  the  peace  year  of  '39  from 
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$12,000  to  $42,000  in  the  Manufacturing  Co.,  and  from  $10,000  to  $19,000 
in  the  Wheel  Co. ;  is  that  correct  ? 

Mr.  Zens.  That  is  correct,  and  you  will  be  interested  to  know 

Mr.  Lynch.  I  assume  that  the  other  company  officers  had  the  same 
proportionate  increase. 

Mr.  Zens.  Yes. 

The  Chairman.  Mr.  Reed. 

Mr.  Reed.  I  had  to  be  out  for  part  of  the  time.  Is  there  any  reconi- 
mendation,  Mr.  Budd,  in  your  excellent  statement  and  very  helpful 
statement,  with  reference  to  court  review  ? 

Mr.  Budd.  You  know,  when  I  tried  to  visualize  this  meeting  I  dodn't 
realize  that  we  were  going  to  dig  into  details  so  much  as  to  the  price 
we  charge  on  depth  bombs,  for  instance.  Now,  my  purpose  was  to  try 
to  see  what  might  be  of  service  to  this  committee. 

Mr.  Reed.  You  have  made  a  wonderful  statement. 

Mr.  Budd.  It  was  just  man  to  man.  I  don't  think  there  ought  to 
be  any  agreement  that  isn't  subject  to  court  review,  but  that  is  beside 
the  question.  I  recognize  the  difficulties.  You  would  swamp  the 
courts  with  all  these  things. 

There  has  been  circulated  a  widespread  impression  that  anybody 
that  takes  an  order  from  the  United  States  Government  tries  to  rob 
the  Government. 

Mr.  Reed.  I  know. 

Mr.  Budd.  That  is  the  reverse  of  the  case.  It  is  the  reverse  of  the 
•case. 

Now,  whatever  you  gentlemen  may  think  to  the  contrary,  I  would 
not  do  work  for  any  other  concern  for  a  4  percent  profit  or  a  3.7 
percent  profit,  which  I  ask  here.  I  know  that  my  business  would  go 
broke  if  I  didn't  give  myself  a  wider  margin  than  that.  But  if  I 
can  get  the  3.7  I  will  be  entirely  satisfied.  With  1.2  percent  my  road 
is  made  extremely  difficult  financially. 

It  is  curious  to  note  how  many  angles  there  are  to  this  thing,  and 
as  I  listened  yesterday  and  this  morning  I  was  astonished  at  the  dif- 
ficulty of  the  problem  that  you  men  have  before  you.  At  the  re- 
negotiation boards  they  tell  me  that  they  are  working  according  to 
law,  and  they  can't  allow  me  to  put  down  any  charge  for  the  $1,400,000. 
I  thought  they  had  some  discretion,  but  they  say  they  haven't  any. 
The  law  says  they  can't  allow  that.  They  don't  denv  that  I  have 
got  to  spend  it  and  they  don't  deny  that  it  was  because  of  the  war 
work. 

This  thing  has  been  put  up  to  you  by  these  renegotiation  boards, 
'both  of  these  subjects  which  I  recommend.  I  suggest  a  solution 
which  seems  very  reasonable  to  me.  They  have  said,  "Go  see  your 
Congressman ;  go  see  your  Senator.    Our  hands  are  tied." 

Some  of  those  men  are  business  men  and  I  know  that  while  they 
are  listening  to  us  and  refusing  to  yield  a  particle  they  are  saying  to 
themselves,  "No  company  can  live  on  1.7  percent,"  and  they  know 
down  in  their  hearts  that  the  Government  is  getting  something  for 
what  it  didn't  pay. 

They  are  driving  a  team  with  two  horses.  One  of  them  is  the 
Treasury,  which  wants  to  get  the  money,  and  I  found  that  our  tax 
bill  was  getting  to  be  $16,000,000  in  1  year  and  I  confess  it  took  my 
breath  away,  but  I  got  the  $16,000,000  and  I  paid  it.    I  had  $14,000,000 


of  it  in  the  bank  when  this  figure  of  $9,000,000  was  suggested  last 
March,  and  the  chief  argument  they  had  for  taking  $9,000,000  was 
that  we  had  never  had  $14,000,000  in  bank  before.  I  will  tell  you 
this :  We  always  had  enough  in  bank  to  pay  our  bills. 

Mr.  Reed.  That  is  why  you  have  succeeded. 

Mr.  Budd.  Well,  in  a  measure.    There  has  been  a  measure  of  success. 

It  is  an  awfully  serious  thing,  I  tell  you,  gentlemen,  and  I  beg  of 
you  to  look  at  it  from  a  serious  standpoint.  I  am  thinking  only  ot 
myself,  but  I  don't  go  down  the  street  without  meeting  somebody  who 
is  sore  on  this  subject,  awfully  sore.  They  are  just  as  good  citizens 
as  you  and  I  are.  Almost  all  of  these  manufacturers  would  be 
ashamed  to  have  an  excessive  sum  of  money  left  in  their  pockets,  and 
they  would  also  welcome  some  provision  to  just  let  them  have  enough 
profits  to  grease  the  machinery  and  keep  it  running. 

That  is  a  very  simple  provision,  it  seems  to  me.  I  am  no  legisla- 
tor and  I  am  very  inexperienced  in  such  things.  But  my  goodness, 
if  we  deal  with  the  Ford  Co.,  say,  and  there  is  a  question  about  prices, 
they  feel  that  they  owe  something  to  us  as  their  supplier  and  they  feel 
that  the  only  way  to  keep  us  for  a  supplier  is  to  see  that  we  make 
enough  money  to  be  in  a  sound  financial  condition. 

Now,  gentlemen,  I  plead  with  you ;  this  is  a  very  vital  thing  to  me. 
It  is  a  vital  thing  to  those  17,000  people  that  we  have  got  working  for 
us  and  it  is  a  vital  thing  for  the  3,500  soldiers  that  were  taken  out  of 
our  ranks.  I  don't  want  a  lot  of  money ;  I  don't  want  10  percent,  which 
is  our  usual  figure  for  profit.  I  can't  make  the  machinery  hang  to- 
gether with  less  than  3.7  percent. 

This  is  so  simple  a  provision,  it  seems  to  me,  and  we  were  told  by 
the  renegotiation  board  to  come  here  and  tell  you  that. 

Then  there  is  the  other  point,  a  minimum  percentage  of  profits  after 
taxes.  Where  are  those  poor  negotiation  board  people  to  stop? 
They  have  got  a  stupendous  job.  How  they  ever  had  the  courage 
to  take  it  puzzles  me,  but  it  leaves  up  to  their  judgment  whether  they 
will  let  a  man  have  1  percent,  or  2  percent,  or  3  percent,  or  4  percent. 
They  are  the  sole  and  only  judges  of  that.  Now,  can't  that  be  lifted 
off  their  shoulders  by  the  Congress  saying  that  they  must  not  let  a 
contractor  make  more  than  a  percent?  I  am  not  naming  one. 
Mr.  Lynch.  Just  one  more  question,  please. 
The  Chairman.  Mr.  Reed  has  not  finished. 

Mr.  Reed.  I  just  want  to  make  a  very  brief  observation.  I  wouldn  t 
have  missed  your  testimony  for  a  very  great  deal,  and  you  have  been 
most  helpful,  but  I  have  seen  and  heard  enough  from  all  the  witnesses 
to  know  that  if  we  are  going  to  preserve  free  government  under  this 
type  of  set-up  we  must  have  court  review.  It  is  not  enough  that 
we  say  that  it  is  the  law,  and  blame  the  Congress,  and  I  want  to 

r«ad  into  the  record  just  this  statement  from  the  Supreme  Court,  a 

decision  rendered  many  years  ago  on  the  plea  that  many  of  these 

things    are    being   done   under    ddegated    power    on    the    plea    of 

emergency.  . 

Such  a  matter  came  up  in  the  Supreme  Court,  and  here  is  what 

the  judge  said: 

The  Constitution  of  the  United  States  is  a  law  for  rulers  and  people,  equally 
in  war  and  in  peace,  and  covers  with  the  shield  of  its  protection  all  classes  of 
men,  at  all  times,  and  under  all  circumstances.    No  doctrine  involving  more 
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pernicious  ronseanences  was  ever  invented  by  the  wit  of  man  than  that  any 
of  its  provisions  can  be  suspended  during  any  of  the  great  exigencies  of  govern- 
ment. Such  a  doctrine  leads  directly  to  anarchy  or  despotism,  but  the  theory 
of  necessity  on  which  it  is  based  is  false:  for  the  Government  within  the  Con- 
stitution has  all  the  powers  granted  to  it  which  are  necessary  to  preserve  its 
existence,  as  has  been  happy  proved  by  the  result  of  the  great  effort  to  throw 
off  its  just  authority. 

Mr.  McGranery.  I  would  like  my  brethren  here  on  the  committee 
to  know,  and  the  record  to  show,  that,  aside  from  being  a  great  indus- 
trialist, Mr.  Budd  enjoys  the  reputation  in  the  city  of  Philadelphia 
as  one  of  its  foremost  civic  leaders,  and  what  I  like  to  think  of  him 
most  is  that  he  is  a  real,  true,  fine.  God-fearing  gentleman.  I  want 
the  record  to  show  that. 

Mr.  Budd.  Of  course,  I  am  pleased  to  hear  that. 

But  for  these  two  simple  things  that  I  have  suggested,  one  is  that 
our  plants  should  be  put  back,  and  the  denial  of  the  statement  that 
this  reserve  is  a  sum  of  money  anywhere.  When  the  work  is  done  the 
reserve  on  the  debit  side  of  our  balance  sheet  has  got  to  be  canceled, 
and  only  by  taking  money  out  of  the  credit  side.  It  comes  out  of  the 
$1,200,000  that  has  been  named,  and,  however,  you  want  to  safeguard 
the  National  Treasury  and  the  officers  of  the  Navy  or  the  officers  of 
the  Treasury  is  immaterial  to  us,  but  I  do  think  that  j^ou  ought  to  let 
us  and  the  other  contractors  know  that  that  job  is  underwritten  by  the 
Government.  If  you  don't,  we  can't  leave  a  figure  on  our  books  as  a 
debt  that  nobody  is  going  to  pay.  Our  bankers  and  our  auditors  are 
going  to  say,  "Nobody  else  is  going  to  do  it.  God  isn't  going  to  do  it. 
If  the  Government  doesn't  say  they  will  do  it,  then  it  isn't  going  to  be 
done,  and  the  money  has  to  come  forth  right  now,  out  of  Budd's  treas- 
ury."  That  will  be  the  thing  that  the  auditors  will  say. 

Mr.  Cooper.  Mr.  Chairman,  I  have  listened  very  attentively,  Mr. 
Budd,  and  have  been  interested  in  your  statement.  One  of  your  rec- 
ommendations is  that  a  definite  percentage  be  fixed  by  law  for  com- 
panies to  be  allowed? 

Mr.  Budd.  No  ;  a  limit. 

Mr.  Cooper.  All  right ;  a  limit  in  the  form  of  a  definite  percentage, 
in  the  form  of  8  percent. 

Mr.  Budd.  No  ;  a  percent.    I  didn't  name  it. 

Mr.  Cooper.  I  thought  you  said  eight. 

Mr.  Budd.  That  is  very  misleading. 

Mr.  Cooper.  A  definite  percentage  of  profit  beyond  which  a  com- 
pany can't  go.    That  is  it,  isn't  it  ? 

Mr.  Budd.  Beyond  which  the  renegotiators  can't  go. 

Mr.  Cooper.  That  would  mean,  then,  that  it  would  be  a  definite  per- 
centage of  profit  beyond  which  the  company  could  not  retain. 

Mr.  Budd.  That's  right. 

Mr.  Cooper.  I  am  just  interested  in  getting  your  view  on  this  one 
point,  because  I  respect  you.  I  know  of  your  long  experience,  although 
I  had  never  seen  you  before.  I  Isnow  your  fellow  townsman  from 
Philadelphia,  Mr.  McGranery,  whom  we  all  have  a  deep  affection  for, 
speaks  of  you  very  highly.  Now,  just  on  that  point,  I  would  ap- 
preciate it  if  you  would  answer  me  just  as  specifically  and  definitely 
as  you  can. 

Before  we  enacted  the  so-called  excess-profits  tax  law  we  had  the 
so-called  Vinson-Trammell  Act  that  fixed  a  definite  limit  on  profits 
that  could  be  made  on  these  contracts. 


Mr  Budd.  I  am  not  familiar  with  the  law.  ,.  ^i,-  i     ^«  ^\^ix^^\ci 

Mr.  C^^R.  As  long  as  you  have  been  in  busmess  I  thmk  you  should 
have  known  of  the  existence  of  that  act. 

Mr  Budd.  If  you  meant  to  guarantee -o    -ij     t^  ^flPo^f   th« 

Mr   Cooper.  No;  it  wasn't  I  guaranty,  Mr.  Budd.    In  effect  the 

large  percent— 18  percent. 

Mr  iZ.  Be£  S.  The  Government  takes  80  percent  of  that. 
•nZ.\\^«*  ntilv  leaves  20  percent  for  discussion  between  us. 
^m;  Om^i^Sis  beside-with  all  due  deference  to  you,  if  you 
wmallo™to  suggest  th^^^^^  Point.  The  thing  that  is  troubling 
me  on  Z™est1Sn  here  is  thatV  all  practical  V^'^f^J^^^H 
~stC  that  we  go  back  to  the  same  type  of  >w  that  we  had  and 
we^fere  tSld  that  inlustry  had  to  have  a  suspension  of  that  law  if  they 
were  <roing  to  produce  the  war  materials  that  we  had  to  have. 

Mr''Mc5EANERT.  Mr.  Budd,  following  Mr.  Cooper  s  question  of  you 
onHvnur  responses  I  took  it  that  your  recommendation  was  not  to  go 
biT  thedd  ViWn  Trammell  bill,  where  you  had  a  ceiling  on  a 
S  beyond  which  a  man  could  not  make  any  more  money,  but  your 
Lf  mSdation,  as  I  took  it,  was  to  fix  a  floor  beyond  which  the  nego- 
tiators, or  the  Board,  could  not  go  downward. 

Mr  Budd.  Yes,  that  is  iust  it.  . 

Mr.  McGran^t.  They  couldn't  go  ^"^^  ^>«^  "»/£"f "    ^^ti^. 

Mr.  Budd.  These  two  boards,  the  taxing  board  and  the  renegotia 
tmn  board  each  have  the  job  of  doing  the  best  job  they  can.  They 
Lve  puled  it  down  to  1.2^  percent,  ean't  either  of  them  agi^e  t^at 
the  contractor  at  least  shall  have  a  reasonable  profit?  AH  the  way 
through  vou  talk  of  excess  profits  only.  Now,  can  anybody  say  that 
a^petenUs  excess  profits  f   Can  anybody  say  that  1.2  percent  is  a 

'"MtcrPER^You  have  gone  over  that  repeatedly,  Mr.  Budd.    I 
think  we  understand  your  position  on  it. 

The  Chairman.  We  thank  you,  Mr  Budd,  for  your  appearance 

Mr  Zens.  Mr.  Chairman,  *we  have  prepared  for  the  price  adjust- 
ment  board  a  very  comprehensive  statement  of  the  Budd  companies, 
I  would  like  to  submit  it  as  a  part  of  the  record. 

The  Chairman.  Without  objection,  that  will  be  done. 

(The  statement  as  submitted  follows.) 

Edwabd  G.  Budd  Manufacturing  Co., 

Philadelphia,  Pa.,  May  26,  19^3, 

Renegotiation  Board,  _    , .     ^       r^  rv 

U  8  Navy  Department,  Washington,  D.  V. 

Gentlemen  :  We  have  met  with  you  to  discuss  the  company's  1942  operations 
in  Tioint  effort  to  determine  our  status  under  the  Renegotiation  Act. 

While  a  satisfactory  agreement  has  not  been  reached,  you  have  epressed  a 
desire  to  give  us  every  possible  consideration.    We  are  very  anxious  to  see  that 
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you  have  all  the  information  available,  so  that  you  are  well  informed  on  this  sub- 
ject. We  have  a  feeling  that  all  of  the  merits  of  the  case  have  not  as  yet  been 
fully  brought  out.  j  x 

We  solicit  your  further  consideration,  believing,  apart  from  the  several  other 
aspects  of  the  case  as  presented,  that  the  law  empowers  you  to  revise  your  pre- 
viously stated  valuation,  especially  in  view  of  the  company's  unusual  contribu- 
tion to  the  war  effort. 

In  all  prot)ability  no  corporation  specializing  in  the  manufacture  of  so  few 
products  as  we  were  prior  to  the  war  has  done  more  in  so  many  different  fields 
to  prepare  and  arm  the  country  for  an  "all  out"  war. 

In  the  first  place,  we  have  ceased  to  manufacture  the  products  which  con- 
stituted the  bulk  of  our  peacetime  business;  namely,  automobile  bodies  and 
lightweight  railroad  cars  and  trains.  Production  of  stainless  steel  railroad 
cars  and  parts  was  stopped  July  20,  1942,  with  unfilled  orders  of  $3,526,000  on 
the  books  We  have  produced  cargo  bodies,  "jeep"  bodies,  and  reconnaissance 
bodies,  but  the  design  differed  materially  from  any  automobile  bodies  formerlv 
manufactured.  ^ 

The  following  is  a  partial  list  of  items  we  are  manufacturing  for  the  war 
effort : 

Aircraft  parts,  such  as — 


Pilot  seats. 
Oil  tanks. 
Fuel  tanks. 
Buoyancy  tanks. 

Army  ordnance: 

Fragmentation  bombs. 
Chemical  bombs. 
Flare  bombs. 

Navy  ordnance : 

Aerial  depth  bombs. 
Magazine  cradles. 


Ammunition  chutes. 
Gun  heat  ducts. 
Fire  walls. 
Exhaust  manifolds. 


Special  grenades. 
37-millimeter  shells. 


Magazines. 


Uptakes. 
Boiler  casings. 
Brick  pans. 

Sheaves  for  catapulting  airplanes. 
Casings  for  submarine  detection 
apparatus. 


Duct  work. 
Fume  towers. 


Ship  parts  for  United  States  Navy  and  Maritime  Commission: 

Doors. 

Hatches. 

Manholes. 

Scuttles. 

Masts. 

Stacks. 

Equipment  for  powder  plants,  etc.,  such  as — 

Solvent  recovery  cars. 
Solvent  recovery  tanks. 

Machining  Diesel  engine  blocks. 
Steel  cargo  truck  bodies  and  parts. 
Command-reconnaissance  bodies. 
"Jeep"  bodies. 
Tank  treads. 
Cargo  airplanes. 

These  items  are  manufactured  by  us,  not  as  a  mere  assembler  but  all  the  way 
from  raw  material  to  the  finished  product  in  form  required  by  the  procuring 
agencies.  In  most  cases  the  designs  were  ours,  not  those  of  the  Government. 
We  were  required  to  develop  new  manufacturing  techniques.  We  did  all  the 
engineering  through  our  large  staff  of  designing  and  process  engineers 

In  order  to  produce  the  listed  items  satisfactorily,  we  have  been  required 
to  and  have  converted  our  plant  entirely. 

You  have  given  no  consideration  to  the  additional  costs  which  the  company 
will  be  required  to  spend  in  order  to  rehabilitate  and  convert  the  plant  to  peace- 
time production.  The  expense  of  tearing  down  machinery  and  rearranging  the 
plant  for  the  war  products  has  been  borne  by  the  Government.  The  cost  of 
putting  the  plant  and  equipment  back  into  peacetime  status  is  just  as  much  a 
part  of  the  cost  of  the  war  as  it  was  to  convert  from  peacetime  to  war  produc- 
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tion.  The  pressure  of  war  production  also  does  not  permit  the  proper  care  and 
maintenance  of  the  equipment,  due  to  insufficient  time  to  stop  the  operation  of 
the  equipment  to  do  the  repair  work.  This  means  heavy  expenditures  for  the 
company  after  the  war.    Peacetime  business  should  not  and  cannot  bear  this 

expense 

We  have  charged  to  costs  in  1942  a  sum  of  $1,420,000  to  cover  part  of  these 
reconversion  costs.  The  actual  cost  will  be  much  greater  than  this  figure.  The 
longer  the  war  lasts  the  higher  this  cost  will  be.  Additional  amounts  will  have 
to  be  set  aside  in  subsequent  periods  to  cover  this. 

We  submit  that  just  as  the  Government  has  a  right  to  tell  us  to  stop  build- 
ing railway  cars  when  they  are  already  half  finished,  and  interrupt  a  profitable 
business,  and  just  as  we  are  compelled  and  desirous  of  submitting  to  the  Gov- 
ernment's requirements,  just  as  logically  does  the  Government  commit  itself 
after  the  catastrophe  to  put  us  back,  so  far  as  physical  equipment  is  concerned, 
where  we  were.  Our  company  still  stands  the  risk  of  finding  its  business  gone 
after  the  war,  in  which  case  our  loss  would  be  very  great.  We  do  not  wish  to 
make  a  claim  against  the  Government  for  our  business  loss.  Our  only  claim 
is  that  we  be  in  equal  physical  condition  after  the  war. 

We  were  responsible  for  the  evolutionary  designs  of  devices  M-9,  M9-A1, 
M-10,  M-11,  Mll-Al,  M-13,  M-66,  and  M-67,  starting  from  picture  drawings 
submitted  bv  Army  Ordnance.  Manufacturing  designs  were  made;  detailed 
tolerances  were  worked  out;  and  engineering  plans  developed  for  manufacture 
by  high-speed,  repetitive  operations.  The  results  were  made  available  to  other 
manufacturers.  We  became  the  largest  manufacturer  of  M-6,  M-7,  M-9,  and 
M9-A1  devices.  Our  work  in  this  field  has  been  so  outstanding  that  we  were 
asked  by  the  Ordnance  Department  to  create  and  supervise  the  Integrating 
Committee  for  the  M-6  and  M-7  devices.  At  one  extremely  critical  period  of 
the  war,  we,  starting  from  scratch,  engineered  and  produced  30,000  M-6  devices 
in  30  days.     M-9  devices  were  produced  at  the  rate  of  350,000  per  month. 

At  the  insistence  of  Diesel  engine  manufacturers,  we  undertook  to  develop  a 
method  of  machining  engine  blocks.  Without  previous  experience  in  this  work, 
we  were  able  to  satisfactorily  machine  many  hundreds  of  cases  on  general- 
purpose  tools,  thus  relieving  the  demand  for  special -purpose  machinery. 

In  the  early  days  of  the  war  program,  we  undertook  to  manufacture  steel  cargo- 
truck  bodies  by  conventional  methods.  As  the  motorization  of  the  Army  pro- 
ceeded, the  demand  for  these  bodies  grew  from  50  bodies  per  day  to  1,000  bodies 
and  later  to  1,500  bodies  per  day.  Our  designers,  process  engineers,  tool  engi- 
neers, and  our  general  operating  men  designed  and  built  semiautomatic  and 
automatic  machinery  whereby  we  were  able  not  only  to  meet  the  demand  but 
also  to  keep  ahead  of  the  truck  manufacturers  so  that  in  no  case  were  they 
handicapped  by  a  shortage  of  bodies.  We  are  confident  that  no  other  manu- 
facturer in  the  country  could  have  accomplished  these  results.  This  very 
successful  operation  was  suddenly  terminated  by  a  change  to  bodies  of  wood 
design  and  a  large  part  of  our  factory  and  organization  was  made  temporarily  idle. 

We  designed  the  original  Jeep  body  and  the  original  Command-Reconnaissance 
body.  We  manufactured  only  a  small  quantity  of  Jeep  bodies,  so  that  profits 
from  our  operations  only  reimbursed  us  in  part  for  our  designs.  We  did  manu- 
facture all  of  the  Command-Reconnaissance  bodies  made  in  the  first  year  of  the 
war  program,  but  after  that  the  Government  and  other  manufacturers  received 
the  benefit  of  our  efforts. 

At  the  request  of  the  Philadelphia  Ordnance  District,  we  undertook  the  manu- 
facture of  37-millimeter  shells.  We  had  no  previous  experience  in  the  munition 
field.  However,  by  the  exercise  of  our  ingenuity,  by  the  design  and  tooling  of 
automatic  screw  niachines  (to  which  we  were  not  accustomed),  and  by  training 
and  developing  tooling  and  set-up  men  and  operators,  we  were  able  to  provide 
large  quantities  of  this  munition  in  satisfactory  quality  and  in  the  time  desired. 
We  have  since  been  used  as  a  reference  company  by  all  ordnance  districts  in  con- 
nection with  the  production  of  these  shells,  which  is  a  recognition  of  our  success 
in  becoming  the  first  to  reach  large-scale  production.  Special  commendation  has 
been  given  us  for  our  work  and  particularly  for  our  assistance  and  instruction 
of  many  other  concerns  in  the  manufacturing  methods. 

We  also  developed  new  methods  and  machinery  for  banding  the  37-millimeter 
shell,  which  were  made  available  to  the  Government  and  other  manufacturers. 

We  originated  assembly-line  methods  of  manufacture  of  fragmentation  bombs, 
which  had  never  been  made  in  large  quantities,  whereby  bombs  are  produced  at 
the  rate  of  250,000  per  month.    Our  production  to  date  is  more  than  4,000,000. 
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The  initial  order  for  bombs  was  taken  at  about  one-half  the  price  of  the  nearest 
competitor,  despite  the  fact  that  we  had  no  previous  experience  in  this  line  of 
endeavor. 

We  manufactured  depth  bombs  in  quantity  on  short  notice.  Our  rate  of  pro- 
duction  was  so  high  that  we  were  requested  to  stabilize  it  at  a  lower  rate. 

For  several  years  prior  to  the  war,  we  were  engaged  in  developmental  and 
experimental  work  in  connection  with  the  use  of  18-8  steel.  More  than  $4,000,000 
was  spent  in  research  and  development.  A  good  beginning,  but  only  a  beginning, 
had  been  made  in  application  of  the  results  of  this  work  in  the  manufacture 
of  lightweight  raih'oad  cars  and  trains  before  the  Government  stopped  our 
production,  with  many  cars  partially  fabricated,  and  froze  our  inventory,  amount- 
ing to  approximately  $2,000,000,  indefinitely. 

Our  know-how  and  experience  in  this  field  has  been  made  available  to  the 
Government ;  our  metallurgical,  engineering  and  manufacturing  staffs  have  been 
put  at  the  disposal  of  the  governmental  agencies,  with  the  result  that  we  are 
able  to  produce  weight-saving  and  corrosion-resisting  products  which  have  proved 
invaluable  in  the  war  effort. 

We  have  built  directly  for  the  Bureau  of  Ships,  and  indirectly  through  almost 
all  the  shipbuilding  yards,  structures  such  as  smokestacks,  masts,  boiler  uptakes, 
boiler  casings,  doors,  hatches,  etc.  By  the  use  of  18-8  steel,  the  weight  of  these 
parts  has  been  so  greatly  reduced  that  increased  armament  has  been  possible 
without  increase  of  weight.  We  have  produced  approximately  two  sets  of  de- 
stroyer smoke  pipes  and  uptakes  per  week  and  approximately  three  sets  of 
masts  per  week.  We  have  supplied  an  average  of  five  sets  of  destroyer  doors, 
hatches,  manholes  and  scuttles  per  week.  In  spite  of  the  tremendously  accel- 
erated production  of  ships,  we  have  always  been  able  to  satisfy  the  shipyards' 
requirements.  We  furnished  repairs  to  an  extensively  damaged  naval  vessel 
in  11  working  days. 

We  designed,  developed,  and  put  into  manufacture,  in  collaboration  with  the 
Navy  and  other's,  casings  for  submarine-detection  apparatus  now  so  universally 
used  on  ships. 

We  have  collaborated  with  the  Navy  and  with  Gibbs  &  Cox,  Inc.,  in  the  actual 
design  of  ship  parts. 

We  designed,  developed,  and  put  into  manufacture  stainless  steel  sheaves,  the 
critical  part  of  the  apparatus  for  catapulting  airplanes  from  the  decks  of  ships. 

We  have  supplied  a  great  deal  of  the  thin-walled  piping  and  tubing  used  by 
the  chemical  industry  and  particularly  by  the  powder  plants  that  have  been 
recently  built  by  the  Government.  Working  with  these  companies  and  the 
Government,  we  designed  and  built  many  hundreds  of  the  so-called  Solvent 
Recovery  Cars  and  Solvent  Recovery  Tanks  used  in  the  powder-making  process. 

We  are  ensragi  d  on  a  large  scale  in  the  manufacture  of  airplane  exhaust  mani- 
folds. Formerly  these  were  made  almost  exclusively  by  a  relatively  small  con- 
cern. As  the  war  program  was  increased,  it  was  apparent  that  this  highly  special- 
ized part  of  the  manufacture  of  airplanes  would  become  a  serious  bottleneck. 
We  were  asked  to  assist  in  this  important  field  and  by  great  effort  were  able  to 
acquire  the  necessary  skill  and  technique,  with  the  result  that  we  are  today 
supplying  from  one-fourth  to  one-third  of  all  airplane  exhaust  manifolds  required 
by  the  country.  Thus,  what  threatened  to  seriously  interfere  with  the  airplane 
program  has  been  avoided. 

We  have  recently  designed,  developed,  and  are  producing  tank  treads  made 
of  welded  metal,  which  require  less  rubber  than  those  now  in  use.  This  tread 
we  are  advised  is  proving  very  satisfactory  in  service. 

To  successfully  perform  these  many  and  varied  activities,  we  have  had  to 
teach  our  employees  new  manufacturing  methods.  We  have  had  to  train  our 
older  men  as  well  as  new  employees  in  new  skills.  As  an  example,  300  men  and 
women  were  trained  as  arc  welders  for  high-speed,  repetitive  welding  work  and 
250  women  were  trained  as  gas  welders  for  performing  very  delicate  gas  welding 
on  thin  stainless  steel  exhaust  manifolds  in  a  remarkably  short  time. 

Our  engineering  and  metallurgical  staffs  have  been  consulted  in  the  writing  of 
Government  specifications;  for  instance,  specifications  for  18-8  stainless  steel 
and  18-4-4  stainless  steel,  and  for  welding  these  materials,  were  written  in  col- 
laboration with  us.  We  discovered  the  fact  that  Hadfield  steel,  when  cold  rolled, 
had  structural  properties  similar  to  18-8,  and  this  discovery  was  brought  to  the 
attention  of  the  Air  Forces  and  Bureau  of  Ships.  The  gradual  adoption  of  18-4-4 
steel  in  place  of  18-8  was  suggested  and  fostered  by  us.  The  use  of  18-4-4  has 
saved  one-half  of  the  nickel  required  where  the  substitution  has  been  made. 


It  was  found  by  our  technical  staff  that  we  could  use  mill  revert  scjap  for  r^ 
melting  purposes  for  our  supply  of  stainless  steel  for  the  production  of  the  cargo 

*' Pa^tents  have  been  obtained  on  many  of  the  inventions  and  improvements  we 
havf  made  fn  the  field  of  munitions.  Royalty-free  rights  have  been  grafted  the 
Government  under  these  patents ;  and  we  have  granted  such  rights  "^der  hun^ 
dreds  0?  other  types  of  patents  held  by  us,  thus  enabling  the  G^^^^^^^  ^^ 

other  manufacturers  to  obtain  the  benefit,  without  cost,  of  our  skill  ^^  design  ana 
engineering.  Similarly,  our  technical  assistance  and  the  design  and  approval 
dmwings  supplied  by  us  have  made  it  possible  for  the  Government  to  ^lave  othe^ 
sources  of  supply  for  products  which  were  either  developed  by  us  or  for  which 
we  developed  the  manufacturing  technique.  .     ^.v,      ^,«r^Q«Tr 

All  of  the  above  has  involved  the  possibility  of  financial  loss  to  the  company 
We  have  n^d^  additional  funds.  The  Reconstruction  Finance  Corporation  has 
assisted  us  in  securing  working  capital  for  carrying  on  our  enterprise  and  we 
now  owe  $11,650,000  of  that.  Despite  large  sinking  fund  requirements  the  major 
part  of  this  obligation  will  be  carried  over  into  the  Peacetime  production  peuod. 
Large  sums  will  be  needed  for  rehabilitation  of  plant,  and  it  is  absolutely  neces- 
sary that  provisions  be  made  now  in  order  to  carry  on  tbe  business  after  the  wa^^^ 

More  recently,  we  designed  a  new  type  of  cargo  ^^^^Plane,  utilizing  stain^es^ 
steel  in  its  construction.  Our  designs  were  accepted  by  the  Army,  the  Navy,  and 
the  Civil  Aeronautics  Authority.  The  Government  placed  with  us  an  order  for 
800  of  these  airplanes  with  20  percent  additional  for  spare  parts. 

The  manufacture  of  the  airplane  parts  is  to  be  carried  on  m  our  present  plant 
The  assembly  plant  and  the  airfield  and  a  large  part  of  the  mac  nnery  and 
equipment,  which  will  cost  approximately  $21,000,000,  are  being  furnished  us  by 

the  Government.  .  ^    ,      «     ^  i.      u  «• 

The  contract  for  the  manufacture  of  airplanes  is  on  a  cost-plus-flxed-fee  basis 

and  is  being  financed  by  the  Government. 

The  design  of  the  large  assembly  plant,  which  is  practically  completed,  resulted 
from  our  preliminary  plans.  We  were  responsible  to  the  Defense  Plant  Corpora- 
tion for  the  construction.  We  asked  for  and  received  no  compensation  for  our 
services  in  this  regard,  even  though  such  compensation  would  have  been  justified, 
and,  we  are  told.  Is  customarily  paid.  .      ,     , 

We  are  hopeful  that  the  new  airplane  will  prove  successful  not  only  in  per- 
formance but  also  in  meeting  a  great  need  of  the  armed  forces.  The  responsi- 
bilities attendant  upon  this  undertaking  have  been  voluntarily  assumed  by  us, 
and  the  return  in  the  form  of  estimated  profit  is  so  small  as  to  be  almost 

negligible 

Practically  all  other  contracts  for  the  supply  of  products  to  the  Government 
have  been  on  a  fixed-price  basis. 

We  have  i>erformed  and  are  performing  tremendous  services  to  the  Govern- 
ment, some  of  which  are  outlinerl  above,  with  can'tnl  small  in  comparison  with 
the  volume  of  work  performed.    Every  cent  of  working  capital  is  utilized. 

At  the  last  conference  with  our  representatives,  the  fact  was  brought  out 
that  we  had  spent,  over  the  last  10  years,  a  sum  exceeding  $4,000,000  for  the 
development  of  the  use  of  stainless  steel.  This  is  known  as  our  Hi-Tensile  stain- 
less steel  development,  which  has  great  potential  possibilities  in  the  field  of 
transportation  by  land,  air,  and  sea. 

In  view  of  this  expenditure  and  development,  you  have  stated  that  the  com- 
pany should  be  reviewed  as  a  new  enterprise.  We  believe  this  is  a  proper  point 
of  view  to  take.    A  new  business,  to  continue  successfully,  must  be  profitable. 

We  have  seen  annual  reports  of  a  great  many  of  the  leading  companies  which 
report  earnings  after  renegotiation  that  are  substantially  greater  than  the 
profit  which  you  propose  to  allow  us  after  renegotiation.  We  call  your  attention 
to  the  following  companies :  „,„^^„,  Percent 

net  profit 
to  sales 

Excello  CoriKiration 5.  2 

Mullen's  Manufacturing 4.  4 

Radio  Corporation 4.  6 

Du  Pont 8.  7 

Budd — ^before  renegotiation 3.  3 

Budd — after  your  proposal 1.  2 


Percent 
net  profit 
to  sales 

American  Steel  &  Foundry 4.3 

Goodyear  Tire  &  Rubber 3.  2 

Ingersoll  Rand 6.  2 

General   Electric 4.  6 

Clark  Equipment 3. 9 

General  Motors 5.  8 

American  Radiator 5.0 
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If  these  percentages  of  profit  are  allowed  because  these  companies  have  shown 
great  earnings  in  the  past,  then  it  would  seem  to  us  that  a  new  company  should 
be  placed  on  a  comparable  basis  because  if  you  do  not  take  that  basis,  then  the 
large  and  successful  companies  will  be  automatically  perpetuated  against  the 
nevy  and  smaller  companies,  making  it  impossible  for  them  to  continul     We  do 

smaUer  companies'  '"'"'"'  ^^  *''"  '^"^  '^  ^^^  "^'  "^  ^"^^""^'  '^^  "^^'  ^°^ 

«f  Jj?H^^°f  ^^"5^.  ^^•^  renegotiation,  we  must  look  at  it  from  a  strictly  cash 
VP«^  ?Si?^'KS?.^,  '°  so  doing  it  will  be  necessary  to  quote  figures  including  the 
yeai  1941,  because  m  that  year  we  spent  considerable  money  for  the  acquisition 
SSl"^?!  rir'"'^^'-  ?K.'^°^  ^^^  and  1942,  the  cash  receipts  from  earnings  were 
llrH-^'  f ''''™  **"'!'  '""^  ^P^"*  $4,900,000  for  plant  and  equipment,  including 
IS' debT  ST^Ool^mo'^l""''  of  $4,500,000.  We  also  had  to  p^ay  down  on  oS? 
lunded  debt  $7,000,000.  Income  taxes  will  take  $21,100,000  more.  This  means 
iS^V  '^^.  ''^'"  ^^1^  $1,100,000  more  than  our  income.  Your  proposal  wou?d 
fj^^f-  '"7^^'^  the  deficit  by  $2,500,000.  Obviously,  we  cannot  c^tLe  th^ 
depletion  of  our  working  capital. 

fhTtlJ^''''f^i  shown  in  our  profit-and-loss  statements  only  reflect  depreciation  at 
the  rate  of  8  percent  per  annum,  which  is  utterly  insufficient  for  a  plant  which 
has  been  working  three  shifts.  We  believe  that  the  rate  should  be  at  least  12 
percent  per  annum.  This  would  justly  decrease  our  profit  by  $700,000  The 
Government  allows  depreciation  on  special  war  facilities  at  the  rate  of  20  ner- 
cent  per  annum.  The  money  outlay  to  finance  these  facilities  will  have  to  be 
earned  by  the  company  for  an  indefinite  period. 

By  not  considering  the  item  of  depreciation  and  the  reconversion  of  plant,  you 
have  increased  the  book  profits  $2,120,000  more  than  they  should  be 

Our  net  profit  after  income  taxes  and  after  reflecting  the  above  items  is  only 
2.6  percent  of  sales.  This  is  hot  a  safe  margin.  Your  proposal,  when  applied 
to  these  figures,  would  reduce  the  profit  to  a  vanishing  point  by  one-half  of  1 
percent  of  sales.    This  is  an  impossible  situation.  uae-naii  or  i 

We  iirgently  recommend  that  you  give  careful  consideration  to  all  factors 
especially  the  impact  of  Federal  income  taxes.  x^tciors, 

It  is  submitted  that  after  careful  consideration  of  all  of  the  factors  outlined 
m  this  memorandum,  the  profits  of  this  company  are  not  "excessive"  as  that 
term  is  used  m  the  renegotiation  statutes  and  regulations 

The  suggested  refund  would  have  a  disastrous  effect  upon  the  company's  finan- 
cial  ^sition  We  are  merely  being  forthright  when  we  express  our  belief  that 
to  enforce  the  refund  of  any  profits  pursuant  to  section  403  would  constitute  a 
repudiation  by  the  Government  of  the  unlimited,  unselfish,  and  highly  productive 
efforts  which  we  have  made  on  its  behalf.  ^    ^  y 

It  is  recommended  that  a  further  study  of  our  case,  in  light  of  the  above 
presentation,  be  made  by  you,  and  that  we  then  meet  with  you  in  an  effort  to 
dispose  of  this  question. 
Very  truly  yours, 

Edward  G.  Budd  Manufactubing  Co., 
Paul  Zens,  Treasurer. 

Report  of  Edward  O.  Budd  Manufacturing  Co. 


Cash  receipts  from  eaminps  after  addine  back  depreciation  and  provi- 
sion for  post-war  rehabilitation  and  deferred  maintenance 

Cash  requirements: 

War  facilities,  $4,500,000,  and  other  plant  additions 

Debt  repayment 

Income  and  excess-profits  taxes -------1-111111.111*1^*^1 

Total 

Increase  or  decrease  of  receipts  over  requirements.. 


1941  and  1942 


$31,971,0.'>3.80 


4, 952, 656. 59 

6. 964,  786.  54 

21,140,000.00 


33,  057, 443. 13 


1941  and  1942, 
CTving  effect 
to  proposed 

renegotiation 


$22,971.0.')3.80 


4,952,656.59 

6, 964,  786.  54 

14,640,000.00 


-1,086.389.33 


26,  557,  443. 13 


-3.686,389.33 
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Edward  G.  Budd  Manufacturing  Co.  profit-and-loss  statement,  year  19^2 


Before  renego- 
tiation 


:8ales 

Profit— after  income  and  excess-profits  taxes  and  reserve  for  rehabilita- 
tion of  plant  and  deferred  maintenance 

Percentof  profit  to  sales-. 

Deduct— additional  depreciation  to  bring  amount  up  to  12  percent  per 
annum - 

Net  profi  t— after  adjustment  of  depreciation 

Percent  of  profit  to  sales. 


After  renego- 
tiation 


$115, 289, 828. 13     $106, 289. 828. 13 


$3,796,495.13 
3.3 

$754,009.91 


$3,042,485.22 
2.6 


$1,296,495.13 
$754,009.91 


$542. 485. 22 
.5 


Edward  G.  Budd  Manufacturing  Co., 

Philadelphia,  Pa.,  May  26, 1943. 
renegotiation  Board, 

United  States  Navy  Department, 

Washington,  D.  C. 

Re:  Renegotiation,  year  1942. 

Gentlemen  :  We  have  had  and  still  have  many  urgent  business  relations  with 
the  Government.    These  relations  have  been  satisfactory. 

They  entrusted  to  us  important  work.  We  have  demonstrated  to  them  that  we 
have  an  unusual  organization.  I  have  with  me  several  of  the  leaders  of  the 
organization. 

There  are  great  dangers  connected  with  Government  work,  especially  in  war- 
time. If  we  took  a  contract  for  which  we  were  not  technically  fitted,  it  would 
bring  disaster  to  us  and  injury  to  our  Government. 

We  have  had  to  name  prices  on  work  that  is  not  directly  in  our  line.  Mistakes 
here  are  dangerous  to  both  sides. 

We  have  committed  ourselves  to  unusual  deliveries.  We  have  made  the  deliv- 
eries, and  I  know  of  no  case  where  there  have  been  delays  due  to  lack  of  produc- 
tion in  time  to  meet  the  schedules. 

In  war  work,  even  more  than  in  peace  work,  high  quality  is  essential.  The 
quality  of  our  output  has  been  uniformly  high  and  satisfactory  to  the  Gov- 
ernment. 

Despite  the  difficulty  in  getting  equipment,  we  have  been  able  to  produce  mate- 
rials without  delay.  .       ^^    ^ 

In  increasing  our  force  from  8,000  men  to  14.000,  at  the  same  time  that  over 
2,200  of  our  picked  young  men  were  drafted,  we  might  easily  have  developed  a 
weakness  in  our  organization  which  would  have  distressed  you  and  delayed  both 
quantity  and  quality.    This  has  not  happened. 

We  have  not  troubled  you  over  our  labor  problems,  not  because  we  have  not 
had  problems,  but  because  we  have  men  who  are  equal  to  the  problems. 

It  has  been  difficult  at  times  to  secure  material.    We  have  gotten  it. 

A  deficiency  on  our  part  in  any  one  of  the  above  problems  could  easily  have 
resulted  in  heavy  losses.  These  losses  would  have  cost  the  Government  quite 
as  much  as  they  would  have  cost  us.  . 

The  only  ground  on  which  we  can  console  ourselves  by  future  prospects  is  that 
we  can  continue  a  large  volume  of  manufacture  which  will  enable  us  to  carry 
our  heavy  debt,  incurred  for  war  purposes,  and  that  the  charges  for  the  enlarged 
plant  can  be  carried  by  what  commercial  business  we  have  after  the  war — all  of 
which  carries  a  question  mark.  , 

None  of  us  knows  how  long  the  war  is  going  to  last.  I  hope  it  is  nearly  over. 
Next  to  the  responsibility  I  have  to  you  in  throwing  every  effort  of  14,000  men 
and  all  of  the  brainpower  and  experience  of  a  business  organization  into  this 
war  effort,  is  the  responsibility  of  being  in  a  position  to  meet  the  issue  at  the 

end  of  the  war.  ,        ,  ...    a.  * 

I  have  set  a  mark  for  mv  staff  and  organization  that  it  is  a  duty  to  our  country 
that  at  the  end  of  the  war  we  can  continue  to  keep  every  man  employed.  What 
a  grand  contribution  it  would  be  to  our  country's  welfare  if  we  can  take  on  the 
2,200  men  who  have  gone  from  our  ranks  into  the  Army,  and  keep  them  busy  in 
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wealth-producing  production.  The  country  is  going  to  need  this  almost  as  des- 
perately after  the  war  as  we  need  war  material  right  now.  We  cannot  carry  out 
this  program  unless  we  are  financially  sound. 

I  have  been  told  that  we  should  wait  and  expect  somebody  to  lend  us  the 
money  to  do  this.  Waiting  and  looking  for  credit  by  a  company  that  had  had 
no  earnings  for  2  years  means  weeks  and  months  of  time  in  which  these  em- 
ployees will  necessarily  be  idle.  The  shutting  down  of  our  plant  would  bring 
distress  that  no  amount  of  Government  relief  or  charity  could  correct.  To  our 
minds,  it  would  be  a  social  disaster  of  the  first  water. 

A  record  of  having  only  made  a  profit  of  one-half  of  1  percent  on  $115,000,000 
of  sales  and  having  reduced  our  cash  flow  from  earnings  by  $4,600,000  would 
be  ruinous.    This  treatment  we  do  not  deserve  and  cannot  accept. 

I  have  spoken  plainly  here,  gentlemen,  with  due  consideration  of  the  serious- 
ness of  the  problems  you  have  before  you.  You  must  excuse  what  may  api)ear 
extreme  language  on  my  part,  on  the  ground  that  to  me  it  is  a  desperate  situation. 
What  you  are  proposing  means  disaster. 


December  9,  1942. 
PsiCE  Adjustment  Board, 

Detroit  Ordnance  District^ 

Detroit^  Mich. 

Gentt^emen  :  We  have  met  recently  on  two  occasions  with  your  board  and  dis- 
cussed this  company's  1942  operations  in  a  joint  effort  to  determine  our  status 
under  the  renegotiation  requirements  of  section  403  of  the  1942  National  Defense 
Appropriation  Act. 

While  a  satisfactory  agreement  has  not  yet  been  reached,  we  have  read  from 
your  attitude  the  disposition  to  qualify  us  for  the  maximum  allowable.  We  like 
this  attitude  on  your  part.  At  the  same  time  we  have,  naturally,  devoted  a  great 
deal  of  study  to  all  of  the  information  available  to  us  in  order  that  we  be  as  well 
informed  as  possible  on  the  subject.  We  have  the  feeling  that  all  of  the  merits 
of  the  case  have  not  yet  been  brought  out  fully.  This  may  be  due  to  the  manner 
in  which  we  have  stated  our  case  up  to  this  time.  We  desire  to  utilize  every 
possibility  to  reach  an  agreement  with  your  board  and  we  are  herein  setting 
up,  as  forthrightly  as  we  are  able,  the  summation  of  our  position  to  that  end. 
We  solicit  your  further  consideration  of  this  summation,  believing,  apart  from 
the  several  other  aspects  of  the  case  as  presented,  that  the  law  empowers  you 
to  revise  your  previously  stated  valuations,  especially  in  the  matter  of  the  com- 
pany's unusual  contribution  to  the  war  effort. . 

We  understand  that  the  Board  is  basing  its  determination  of  alleged  excessive 
profits  on  the  amount  of  profits  during  the  war  production  year  of  1942  over 
average  profits  for  years  prior  thereto.  Thus,  based  on  average  pre-war  sales 
of  $19,800,000  and  profit  thereon  of  $2,317,000,  the  resulting  average  11.7  percent 
gross  profit  has  been  applied  against  1942  sales  to  reach  the  allowable  1942 
gross  profit  and  the  approximate  $5,000,000  balance  of  actual  gross  profit  has  been 
treated  as  excessive  and  refundable.  We  consider  this  procedure  and  its  result 
to  be  out  of  line  and  contrary  to  our  understanding  of  the  intent,  purpose,  and 
spirit  of  the  renegotiation  provision.  Apart  from  the  question  of  principle  in- 
volved, the  amount  of  $5,000,000  gross  profit  determined  by  the  Board  to  be 
excessive  is  based  on  our  original  estimate  of  sales  for  the  year  of  $49,200,000 
whereas,  as  stated  in  our  letter  to  you  dated  December  9,  1942,  this  estimate 
is  overstated  by  the  amount  of  $1,550,000,  equivalent  to  3.2  percent  in  respect  of 
a  curtailment  of  shipments  during  the  last  quarter  of  the  year,  and  by  an  amount 
of  $6,593  000,  equivalent  to  13.4  percent,  representing  sales  of  commercial  prod- 
ucts and  sales  of  supplies  for  the  United  States  Government  under  contracts  on 
which  final  payment  was  made  prior  to  April  28,  1942,  and,  accordingly,  not 
subject  to  renegotiation. 

Our  study  of  section  403,  the  testimony  during  the  hearings  before  the  Senate 
Committee  on  Finance,  published  releases  by  the  War  and  Navy  Departments, 
and  published  statements  by  authorized  representatives  of  the  Government,  lead 
us  to  the  conclusion  that  there  is  no  hard  and  fast  rule  for  determining  excessive 
profits  to  the  point  which  has  been  recommended  to  us  by  your  Board  up  to 
the  present  time.  A  War  Department  representative  testified  before  the  Senate 
Committee  on  Finance  that  there  had  been  allowed  a  very  wide  variation  in 
percentage  of  costs  to  those  companies  subjected  to  renegotiation ;  War  Depart- 


«Ltion  403  was  to  accomplish  not  only  a  decreased  cost  oi  war  g 
tr"stimTilate  production  of  ?jaterials  for  war  measured  not  only 

^Accordingly,  the  reasonableness  of  our  profits  must  be  meas  ^^^^ 

„tin«t  the  background  of  our  pre-war  earnings,  but  aiso  i"  Ji^V    xf  ic  this 

b^rno\ppreciab.eeonsmeration  given  in  o^vrm^^^^ 

ir.eTsSeivrt^4-t  ~ 

^.r^f^^^^  r/rXn'  So^c^niSeSi^^^e^^of  to  i.pair 

"  Whefthl  proEtf oTli'ls  company  are  r<^atea  to  "s  sales  Us  net  fter  taxes 
is  ilss  than  the  peacetime  average    /or  the  years  1929  t^'J^^;  b^U.^''^!^' ^o 

the  nrofit  years  averaged  approximately  5.3  percent  of  the  sales  "i -^^"•i'^ .. 

company  can  conceivably  sustain  a  loss  from  its  1942  opeiations.     iLis  we  le 

''withouf  refunding  any  sum,  the  available  and  «^-bli,fi^^^,<;^^t ceding 
nrofit  before  taking  up  the  post-war  credit)  of  approximately  $882  600  (  "^'"Oing 
?hfp?oM  on  s;ilefofl6,593!;)00  not  subject  to  renegotiaU^^^^^^  ^^^'l^^!  on  y 
than  the  net  profit  from  the  pre-war  year  of  1940,  when  sales  amountea  lo  o.uy 

^'ifif^rtinent  to  inquire  into  the  company's  response_^to  the  Go^^^^^^^^ 
effort  to  "stimulate  production  of  materials  for  w^^-  .^rom  aU  J^^  evme^^^ 
heretofore  submitted  to  the  Board  we  are  convinced  that  our  war  conti  ib^^^ 
justify  our  maintaining  for  1942  operations  the  net  PJf  ^.Y^'^T;^/^^  ^^ 
vear  1941  There  is  this  important  difference  that  the  $1,750,0U0  snown  lor 
ml  wfs  a  realized  and  curre'ntly  usable  profit  whereas  we  l^-e  a-ess^  th^^^ 
time  onlv  to  approximately  half  of  that  amount  for  1942.  This  ^^^nviction  is 
Sedunon  direct  savings  effected  for  the  Government,  the  demonstrated  ability 
t^convertfrim  peacetime  to  wartime  production,  the  initiative  shown  in  build- 
ng  UP  n^w T^^^^^  and  new  items  of  production  prior  to  the  actual 

de?la?aaon  T^r!  and  the  many  other  factors  w|t^,,;:^^^!f,\^«^^,ff,fS^^^^ 
and  which  have  brought  to  this  company  t^e  reputahon  as  one  of  the  ^^^ 
top  war  producers.    In  brief,  the  company  has  achieved  for  the  Government 
the  very  substantial  savings  which  can  be  approximated  as  follows . 
1   ThP  earlv  shell  contracts  of  the  companv  were  taken  on  sph led  bids.     In 
tho4  cases  where  there  were  other  bidders,  it  was  disclosed  that  the  com- 
mnv's  SuolaTions  were  substantially  less  than  those  of  its  competitors.    If 
we  LsZe  as  we'^elieve  can  be  assumed,  that  the  differentials  in  prices 
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carry  over  for  the  entire  production  of  such  shells,  we  find  the  savings  to 
be  as  follows :  ^    ^ 


Shell  tytw 


M-56 
M-57 
M-43 


Total  pro- 
duction 


905,000 

628,000 

1,600,000 


Savings 
per  shell 


$1,964 

1.495 

.374 


Total 


$1,777,420 
938, 800 
698,400 


As  a  comment  on  the  above,  may  we  point  out  that  the  virtue  of  our  very  early 
entry  into  shell  work,  backed  by  our  ability  and  practice  of  low-cost  production 
was  of  inestimable  value  to  the  Government.  In  information  otherwise  pre^ 
sented  to  you  we  have  shown  that,  on  our  very  first  sealed  bid,  we  presented  a 
price  of  $3,93,  as  against  the  highest  bid  of  $13.02.  The  manufacturer  who  pre- 
sented the  $13.02  bid  had  for  some  time  previous  been  supplying  the  Government, 
and  he,  or  other  bidders  with  higher  prices  than  ours,  might  have  continued  to 
cost  the  Goveniment  excessive  amounts  had  we  not  injected  ourselves  into  the 
business.  We  maintain  that  our  cost  etticiency,  as  disclosed  by  our  bids,  taught 
other  and  older  shell  manufacturers  to  achieve  greater  efficiency  in  their  own 
operations;  that,  in  risking  our  early  entrance  into  the  field,  we  made  these 
low-cost  efficiencies  operative  to  the  Government's  benefit  at  the  outset  of  its 
programs  and  provided  the  maximum  of  savings ;  that,  apart  from  our  bids,  we 
further  taught  our  methods  to  the  more  than  500  representatives  of  78  various 
munitions  manufacturers  who  visited  our  plants  and  observed  our  methods.  In 
short,  our  lead  position  saved  the  Government  unknown  amounts  of  money  and  we 
feel  that  the  spirit  of  section  403  intended  to  recognize  such  service.  Moreover, 
the  Government  is  dependent  upon  performance  such  as  ours  for  lowered  cost 
Renegotiation  proceedings  do  not  disclose  the  wastage  in  inefficient  cost.  It 
seems  to  us  rather  that  inefficient  producers,  showing  lower  profits,  might  con- 
ceivably fare  better  in  renegotiation  than  low-cost  producers  with  their  pro- 
portionately larger  profit.    Regardless  of  this,  the  Government  is  still  the  loser. 

2.  The  company  has  effected  a  voluntary  reduction  of  the  price  of 

shells  sold  to  the  Government  in  a  total  amount  of $4,257,000 

3.  Due   to   the  company's   experimental   development   of  large-scale 

header  operation  for  shells,  weight  savings  in  steel  shell  billets 
have  resulted  in  a  saving  of  15,000  tons  of  steel  to  the  end  of  Sep- 
tember 1942.  or,  at  $60  per  ton,  a  saving  of goo  000 

Due  to  the  company's  initiative  in  the  use  of  the  headers,  additional 
savings  to  the  end  of  present  open  orders  will  be  19,925  tons  of 
steel,  or  a  saving,  at  $G0  per  ton,  of i,  195,  500 

4.  Due  to  the  development  of  induction  heating  by  the  company's  sub- 

sidiary, Budd  Induction  Heating,  Inc.,  the'scaleless  heating  of 
shell-forging  billets  has  effected  a  scale  savings  to  September 
1942  of  770  tons,  at  a  value  of 46, 2OO 

5.  Through  the  internal  induction  hardening  process  developed  by  the 

company,  it  retreated  and  made  usable  200,000  90-mm.  M71  shells 
which  had  been  condemned  by  Ordnance  as  unfit,  thus  resulting 
in  a  saving  to  the  Government  of 950  qqq 

6.  In  making  available  to  the  Government  all  of  the  facilities  in  con- 

nection with  its  patented  Budd  dual  truck  wheel,  there  has  been 
a  saving  in  duplication  of  tools  alone  which  could  not  conceivably 
be  less  than 50O,  000 

Total 11  103  380 

This  estimated  saving  in  excess  of  $11,000,000,  is,  of  course,  only  an  estimate, 
but  It  should  be  kept  in  mind  that  this  saving  has  alreadv  been  effected,  with 
the  exception  of  the  $1,195,500  item  which  runs  to  the  end  of  the  present  open 
orders,  and  it  is  obvious  that  the  future  savings  to  the  Government  resulting 
either  directly  or  indirectly  from  the  activities  of  the  company  eventually  will 
be  many  times  $11,000,000.  It  should  be  further  noted  that  these  savings  are 
not  "gross"  to  the  Government— they  represent  "net"  amount  of  savings     More- 
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over,  it  should  be  recognized  that  the  development  expense  which  made  possible 
these  contributions  represented  "net"  money  and  not  "gross."  Accordingly,  it 
seems  only  fair  to  mea'sure  these  tremendous  savings  to  the  Government  against 
the  "net"  profit  of  the  company  in  1942,  after  taxes,  of  an  amount  which  will 
exceed  1940  net  profits  by  only  $745,000  after  including  in  the  profit  for  1942 
the    $868,000    post-war    credit,    which    credit    is    not    presently    available    for 

operations.  .         ^     ^,      ^ 

Of  course  the  company  has  also  effected  tremendous  savings  to  the  Govern- 
ment in  ways  which  are  not  computable  in  terms  of  money.  The  company  s 
methods  of  manufacture,  as  above  referred  to,  have  been  demonstrated  to  over 
78  other  munition  contractors,  and  all  of  its  knowledge  and  experience  in  the 
mass  production  of  war  materials  have  always  been  available  to  those  who 
have  a  bona  fide  interest.  The  company  has  also  invested  $340,000  in  its  sub- 
sidiary, Budd  Induction  Heating,  Inc.,  in  order  to  develop  a  method  of  induc- 
tion heating  which  has  resulted  in  a  sharply  decreased  cost  of  shell  production. 
The  company  also  expended  $353^0  of  its  capital  upon  engineering  and  de- 
velopment work  during  1941  and  $4,762,000  in  years  prior  thereto,  and  all  of 
the  resulting  knowledge,  improvements  and  methods  have  been  unreservedly 
placed  at  the  disposal  of  the  Government.  .    ,      ^ 

In  placing  all  of  its  facilities  and  effects  at  the  disposal  of  the  Government 
the  company  has  undertaken  substantial  risks  which  must  not  be  ijnderesti- 
mated.  For  instance,  the  erection  of  the  shell  plant  in  1939  from  the  ground 
up,  at  a  time  when  only  a  few  companies  were  willing  to  depart  from  their 
normal  peacetime  opeartions,  has  been  termed  by  an  official  of  Ordnance  as  a 
magnificent  gamble.  It  was  this  official's  opinion  that  the  company  was  wiser 
and  more  farsighted  than  the  Government  itself,  and  that  the  company  had 
proceeded  with  the  manufacture  of  ammunition  long  before  American  industry 
became  war  conscious,  without  benefit  of  previous  mass-production  methods  and 
with  no  assurance  of  future  orders.  In  addition,  the  company  has  assigned 
manufacturing  rights  under  its  patents  for  the  Budd  Dual  Truck  Wheel  to  the 
Army  and,  through  the  Army,  its  competitors  are  now  manufacturing  that 
wheel  with  tools  supplied  at  the  cost  of  the  Government.  This  was  done  1 
year  and  4  months  before  Pearl  Harbor,  and  since  our  patents  will  expire  in 
July  1944,  it  must  be  obvious  that  we  will  lose  the  tremendous  competitive 
benefit  of  the  Budd  Dual  Truck  Wheel  which  has  been  the  backbone  of  our 
business.  It  can  no  longer  be  true  that  the  cost  of  tooling  by  our  competitors 
would  save  to  us  the  benefits  of  our  development  of  the  Budd  Dual  Truck 
Wheel,  for  the  Government  already  has  underwritten  such  tooling  costs  for  our 

competitors.  ^     ..  .^         ^      ,.  ^.,.^      ^  j.x. 

It  is  unnecessary  to  discuss  in  detail  the  productivity  and  reliability  of  the 
company  and  the  quality  of  the  war  materials  which  it  has  produced.  It  is 
sufficient  to  indicate  that  since  October  12,  1939,  it  has  produced  over  11,000,000 
shells  of  a  value  in  excess  of  $35,000,000. 

The  company  has,  moreover,  in  addition  to  granting  free  rights  on  the  produc- 
tion of  its  truck  wheels  to  its  competitors,  assisted  those  same  competitors  by 
producing  to  date  nearly  1,000,000  truck  disks  that  such  competitors  might  meet 
their  commitments.  It  has  also  expended  some  $393,000  on  brake  development 
improvements,  now  aprjlied  to  heavy  tanks,  the  problem  of  brakes  being  one  of 
the  most  difficult  in  the  heavy  tank  program.  In  addition  to  the  development 
of  induction  heating,  the  Government  is  fully  aware  of  the  introduction  by  the 
company  of  the  modern  method  of  upset?  forging,  and  the  development  of  the 
.50  caliber  A.  P.  core  which,  if  adopted  as  proved  to  the  Government,  will  effect 
a  saving  to  it  of  HO  percent  of  vital  steel  and  immeasurably  ease  the  situation 
on  screw  machine  facilities. 

Taking  into  consideration  the  foregoing  factors,  we  feel  that  the  profit,  after 
taxes,  of  $1,750,000,  of  which  only  $882,600  can  be  utilized  now,  is  not  only 
altogether  reasonable,  but  it  is  actually  less  than  could  be  reasonably  expected 
under  all  of  the  circumstances.  Moreover,  we  feel  that  such  profit  is  one  which 
Congress  intended  the  company  to  have  as  a  safeguard  to  its  all-out  response  to 
the  National  effort  to  "stimulate  production  of  war  materials,"  which  is  one  of 
the  principal  purposes  of  the  renegotiation  section  403.  We  want  to  remain 
in  a  position  to  enable  us  to  continue  our  development,  research  and  engineering 
work,  which  has  heretofore  proved  extremely  valuable  in  the  country's  prepa- 
ration for  and  conduct  of  the  war. 

We  do  not  request  a  determination  that  net  profits  are  not  refundable  under 
section  403  because  of  any  demonstration  of  patriotism  on  our  part.    We  have 
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and  always  will  assume  that  American  business  is  patriotic  throughout,  and 
that  we  have  no  greater  virtues  in  this  respect  than  do  others.  But  on  tlie 
basis  of  our  100  percent  conversion  to  war  production,  our  great  increase  of 
productivity  without  a  relative  increase  in  executive  supervision,  despite  the 
tripling  of  sales  since  1940,  the  absence  of  any  advertising  and  our  early  eflBcient 
entrance  into  this  country's  great  war  effort,  we  are  convinced  that  Congress 
does  not  intend  that  any  portion  of  the  profits  made  by  this  company  should  be 
refunded.  This  conviction  is  strengthened  by  the  fact  that  the  suggested  rene- 
gotiation refund  clearly  would  have  an  adverse  and  possibly  disastrous  effect 
upon  the  company's  financial  position.  We  are  merely  being  forthright  when 
we  express  our  belief  that  to  enforce  the  refund  of  any  profits  pursuant  to  sec- 
tion 403  would  constitute  a  repudiation  by  the  Government  of  the  unlimited, 
unselfish,  and  highly  productive  efforts  which  we  have  made  on  its  behalf. 

From  popular  discussions  in  print  and  othei-wise,  we  are  aware  of  the  com- 
parisons that  have  been  made  between  the  profits  shown  by  some  large  compa- 
nies doing  Government  work  and  the  sometimes  apparently  larger  percentages 
shown  by  smaller  companies.  Our  own  case  represents  a  100-percent  conversion 
to  war  work.  A  year  ago,  after  Pearl  Harbor,  there  remained  only  15  percent 
of  our  plant  to  convert  to  war  work.  It  has  seemed  to  us  that  consideration  is 
due  this  point,  since  some  of  the  larger  companies,  carrying  within  their  over-all 
annual  cost  the  charges  arising  from  uncovertible  plants,  operate  to  make  their 
over-all  profit  show  less  in  comparison  to  their  sales.  By  maintaining  their 
peacetime  facilities  as  a  cost  item  in  their  over-all  operation,  such  large  companies 
are  in  position  to  immediately  avail  themselves  of  these  unused  facilities  when 
their  peacetime  business  resumes.  We  have  no  such  situation  and  our  costs  are 
not  encumbered  by  the  maintenance  of  any  unused  properties. 

We  propose  a  further  study  by  you  of  our  situation  in  the  light  of  the  above 
presentation  and  that  we  then  again  meet  with  you  in  an  effort  to  dispose  of 
this  question. 

Very  truly  yours, 

BuDD  Wheel  Co., 


(Statement  submitted  for  the  record:) 


Vice  President. 


Statement  by  Frank  C.  Jones,  Chairman  or  the  Renegotiation  of  Go^Ti:RN- 
MENT  Contracts  Com  puttee  of  the  National  Electrical  Manufactlt^ers 
Association,  and  President  of  the  Okonite  Co.  of  Passaic,  N.  J. 

Let  me  start  off  by  stating  that  the  electrical  manufacturing  industry  heartily 
concurs  with  all  industry  that  there  must  be  no  excessive  profits  on  war  con- 
tracts. It  is  of  the  highest  public  interest  that  war  requirements  be  met  at  the 
lowest  possible  costs  that  include  a  proper  return. 

Let  me  also  further  state  that  we  have  no  quarrel  with  the  members  of  the 
various  price  adjustment  boards  set  up  by  the  various  Government  departments. 
Th«^  members  of  these  Boards  are  high  class,  conscientious  gentlemen,  who  are 
undoubtedly  trying  to  do  the  best  job  they  can  in  as  fair  and  honest  a  manner  as 
possible  in  administering  a  "dangerous  and  un-American  law"  totally  lacking  in 
definite  standard.s. 

We  feel  that  for  the  year  1942  renegotiation  should  be  allowed  to  continue, 
but  that  the  administrative  burden  of  the  price  adjustment  boards  should  be 
simplified  by  more  positively  defining  their  scope,  and  we  would,  therefore,  recom- 
mend to  the  committee  the  following  amendments  to  the  renegotiation  statute 
for  the  year  1942 : 

1.  Include  the  War  Department's  original  definition  of  a  subcontractor 
which  excludes  from  renegotiation — 

(a)  Raw  materials. 

(6)   Standard  commercial  fabricated  articles  ordinarily  sold  for  civilian 
use. 

(c)  Articles  for  the  maintenance  or  operation  of  the  contractor's  plant. 

2.  Exempt  from  renegotiation  orders  for  standard  commercial  fabricated 
articles,  ordinarily  sold  for  civilian  use    ♦    *    *    in  prime  contracts. 

The  renegotiation  statute  is  set  up  to  accomplish  two  purposes : 

1.  The  recapture  of  profits  earned  by  a  company  in  a  past  fiscal  year. 

2.  The  redetermining  of  prices  for  contracts  currently  in  process. 


Starting  with  January  1,  1943.  we  feel  that  No.  1,  or  the  recapture  of  profits 
.earned  by  a  company  in  a  past  fiscal  year,  should  be  repealed,  and  this  phase  of 
the  renegotiation  statute  should  be  left  to  the  Revenue  Act  of  1942. 

Our  industry  has  always  been  in  agreement  with  the  unprecedentedly  high 
^^cess-profits  tkx  rates  of  the  Revenue  Act  of  1942.  We  feel  that  in  97  percent 
of  the  cases  the  present  excess-profits  tax  rates  will  remove  not  only  excei^ 
Tirofits  but  also  excessive  profits.  ^  .     -  xi, 

^  To  capture  excessive  profits  in  the  remaining  possible  3  percent  of  the  cas^ 
the  present  revenue  act  should  be  amended  to  take  care  of  them  by  taxation  m 

^^The^^vanfages'^of  this  manner  of  handling  excessive  profits  on  war  contracts 
fo  both  the  Government  and  to  industry  are  obvious.  They  include  louver  cost 
to  the  Government  by  using  the  present  staff  of  the  Internal  Revenue  Depart- 
rnent  and  dismissing  the  present  large  staffs  necessarily  accumulated  all  over 
this  countiT  by  the  many  price  adjustment  boards,  as  well  as  returning  to  Con- 
gress its  power  and  responsibility  in  the  enactment  of  our  tax  laws,  and  takmg 
this  out  of  the  hands  of  administrative  officials.  ^  ,         .  ^,        ^„^^  j*. 

To  industry,  the  biggest  advantage  will  be  that  of  knowing  exactly  where  it 
stands,  and  having  no  unknown  liabilities  hanging  over  it,  as  it  has  under  the 
present  renegotiation  statute. 

It  must  be  remembered  that  present-day  wars  are  largely  won  with  the  proa- 
ucts  of  the  capital-goods  and  heavy-goods  industries.  These  industries  must 
lav  bv  profit  in  active  years  to  tide  them  over  the  many  years  of  losses  they 
know  thev  have  to  face.  They  were  able  to  live  through  the  long  depression 
in  the  thirties,  because,  during  their  active  years  in  the  twenties  they  saved  a 

large  part  of  their  earnings.  .,  wi     •     -inin    *no 

If  they  had  not  lived  during  the  thirties,  and  been  available  in  1940,  this 
Nation  could  never  have  produced  the  large  amounts  of  n(  cessary  war  products 
it  produced  in  lf*41  and  1942 ;  and  the  cost  to  the  country  of  new  capital-goods 
plants  and  equipment  would  have  been  multiplied  many  times  beyond  its  present 

large  amount.  ,        ,     .   ^     ^  .        4.    ..      -^.i,   „ 

Under  the  Revenue  Act  of  1942,  the  capital-goods  industries  start  with  a 
very  low  excess-profits  tax  credit,  because  of  their  losses  in  1938  and  1939,  and. 
therefore,  the  excess-profits  tax  of  that  act  hits  them  very  hard  and  allows  very 
little  chance  of  excessive  profits  remaining  to  them  after  its  application. 

Most  companies  in  these  industries  are  working  their  plants  and  machinery 
*>4  hours  a  day,  7  davs  a  week.  The  Internal  Revenue  Department  will  only 
allow  normal  depreciation  on  buildings  and  machinery,  and  no  extra  depreciation 
for  24-hour,  7-day,  operation.  The  result  is  that  these  manufacturers  are  faced 
with  machinery  wearing  out  faster  than  at  normal  operations,  no  extra  depre- 
ciation to  cover  this,  and  no  post-war  reserve  allowed  to  help  out. 

To  renegotiate  these  companies  under  the  circumstances,  with  no  standards 
set  up  to  guide  the  administrative  renegotiators,  is  to  leave  them  in  danger  of 
bankruptcy  after  thte  war. 

Bankrupt  your  capital-goods  and  heavy-goods  industries  and  you  destroy  your 
economy;  and,  furthermore,  you  destroy  your  chances  of  winning  future  wars 
and  endanger  the  safety  of  your  country. 

We  feel  that  No.  2,  or  the  redetermining  of  prices  for  contracts  currently 
in  process,  should  be  allowed  to  continue,  but  in  modified  form,  and  amended 
to  cover  only  those  contracts  for  the  production  of  items  on  which  there  is  no 
previous  experience,  or  in  volume  so  large  as  to  exceed  past  experience. 

To  cover  this,  the  law  should  be  revised  to  authorize  agreements  for  review  of 
prices  based  on  production  experience,  and  provide  for  necessary  price  adiust- 
ments.  All  such  price  adjustments  should  be  based  on  mutual  agreement  of  the 
contractor  and  the  procurement  official. 

It  should  be  remembered  that  the  "determination  of  prices  is  a  function  of 
procurement,  while  the  determination  of  final  profits  is  a  function  of  taxation." 

There  are  now  very  few  cases,  if  any,  in  which  industry  is  called  upon  to 
produce  items  the  cost  of  which  is  unknown  to  industry,  or  to  produce  them  in 
abnormally  high  volume. 

Furthermore,  all  procurement  officers  have  accumulated  experience  and  cost 
data  to  enable  them  to  obtain  in  all  cases  fair  and  reasonable  contract  nrices. 

Post  war  reserves  should  be  allowed,  free  of  taxation,  to  enable  industry  to 
take  care  of  reconversion  to  peacetime  production,  and  to  enable  it  to  do  its 
share  in  supplying  promptly,  when  the  war  is  over,  the  necessary  productive, 
wealth  creating  employment.  , 
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To  sum  up,  for  the  year  1942  we  recommend : 

1.  That  for  the  year  1942  renegotiation  be  continued  with  simDlification  nf 
the  administrative  burden  by  amendments  as  suggested  prrviousTy  ^  ^  '^ 

)^^rrl"''iM''  recommend  that  for  1943  and  subsequent  years : 

1.  That  the  1942  Revenue  Act  be  amended  to  allow  adequate  Dost-war  r^ 
serves  for  contingencies  and  reconversion.  auequaie  posr  war  re- 

2.  That  redetermining  of  prices  for  contracts  currently  in  process  be  allow^n 

on  wh  vwh""^^  '*'^  '^  ^""^^  ^^^y  t^«^  ^^'^t^^^ts  for  the  pr'^XtLn  of  S 
on  which  here  is  no  previous  experience  or  in  volume  so  large  as  to  eS 
past  experience  Such  price  adjustments  to  be  based  on  mutuaf  agreement 
rear,  be  lp7tT  "tht 'i  P^^^^^ /V^^d  by  companies  in  1943  and  su^ent 
l^IL  f  ^^  ^^^  Revenue  Act  of  1942  with  such  amendments  as  may  be 
necessary  to  recapture  excessive  profits  from  the  possible  3  nercent  thnf  th! 
present  act  does  not  adequately  cover.  possinie  6  percent  that  the 

LETTERS  RECEIVED  PERTAINING  TO  RENEGOTIATION  OP  WAR  CONTRACTS 

Hon.  ROBERT  L.  DOUGHTON,  WASHINGTON,  D.  C.  8epteml>er  18,  l^S. 

Chairman,  Ways  and  Means  Committee,  Washington,  D.  C.    . 
Dear  Mr.  Chairman  :  The  clerk  of  your  committee  informed  me  this  week 
when  I  asked  to  appear  at  the  hearings  on  renegotiation  of  war  contracts  that 

fZkffgttto  t'h'ill^[.  '""'^  ""^'  ^^'  '  ^^  ^^^^^"^  ^-^^^^  ^-  -"  ~ 
On  behalf  of  the  People's  Lobby,  I  wish,  however,  to  urge  that  Congress 

strengthen  pre^sent  provisions  as  to  renegotiation  and  enable  the  prop^rSen 

cies  to  effect  the  maximum  possible  savings  to  the  people 

You  doubtless  know  that  it  is  estimated  that  corporations  during  the  4  years 

|20,W0,^!(J^"''''^  December  will  have  increased  their  surpluses  approximately 

Mr.  Karker  indicates  that  60  percent  of  corporations  whose  war  contracts 
have  been  renegotiated  will  still  make  about  16  percent  on  total  sales  above 
taxes,  while  in  Britain,  profits  of  war  contractors  are  held  to  tT  percent 
on  their  investment.  v*   w    172   pciceut 

.J^^u^^r-  ^^''^''^^  *'f  ^^  suggested  the  propriety  of  cutting  down  on  expenses, 
fo  do  this  '^^""^^^'"^  ^^^^®'  ^""^  renegotiation  affords  an  admirable  opportunity 

Please  make  this  letter  part  of  the  hearings. 
Yours  sincerely, 

Benjamin  C.  Marsh, 
Executive  Secretary,  The  Peoples  Lobby,  Inc. 


Hon.  Thomas  A.  Jenkins,  Columbus,  Ohio.  September  U,  ms. 

House  of  Representatives,  Washington,  D.  C. 
My  Dear  Congressman  Jenkins:  We  request  the  consideration  of  yourself 

m'^ftla'n?  tvf' f  n""^^"'  ^^  ^^^  subcommittee  of  the  House  Ways  and  Means  Com- 
mittee  of  the  following  proposition : 

"That  sales  of  machinery  parts  made  by  distributors  or  dealers  under  T  P  S 
contracts  (Treasury  Procurement  Schedules)  be  exempted  from  renegotiation" 
whTplf  nil  ?Tpniffo«  '^.  existence  for  a  number  of  years  T.  P.  S.  contracts,  under 
^inn  P^  fn  .^  ntni  ^n^^/  Government  can  procure  from  local  dealers  parts  and 
supplies  to  maintain  and  repair  equipment.  These  contracts  are  made  between 
the  manufacturers  and  the  Government  and  are  annually  renewed  and  are 
periodically  revised.  The  dealer  is  bound  by  these  prices  both  as  to  selUns 
price  and  cost,  a  margin  being  provided  for  his  overhead  and  profits  If  re 
tai  ers  are  able  to  make  a  little  larger  profit  between  one  period  and  another. 
It  is  usually  because  of  good  management.  Renegotiation  penalizes  good  nmn 
agement-it  may,  in  fact,  kill  incentive  for  good  management 

bv^n'L^ess"  hnf  m  Ji^rtfi  *  h  ^^  ^^^"^  ""'^  ^"^  ^'^'^  P^«^^^^  that  is  imposed 
rJnSl)t?anon  ^  ^'"^^  businesses  can  be  damaged  and  possibly  ruined  by 

f«^^"  o";  opinion,  renegotiating  T.  P.  S.  contracts  could  be  construed  as  a  reoudia- 
of  ?he  act'  "'    "^ '"'  Government.    We  do  not  believe  this  was  ?he  intention 


Approximately  the  same  ieque>-t  as  above  is  being  made  in  two  letters  dated 
September  4  and  September  8,  respectively,  directed  to  the  Honorable  Wesley  E. 
bisney,  chairman,  by  the  Associated  Equipment  Distributors,  Washington.  D.  C. 
Yours  respectfully, 

The  Taylor  Tractor  Co., 
N.  I.  Taylor.  President. 


National  Automotive  Fibres,  Inc.. 

1  JFfROIT  IHVISION, 

Detroit,  Mich.,  September  Id,  J9't3. 
House  Ways  and  Mkans  Committee, 

Washington,  D.  C. 

Mr.  Chairman  :  I  realize  your  Committee  has  long  and  carefully  considered  the 
question  of  the  revision  of  the  present  renegotiations  laws,  but  it  is  my  hope  that 
a  suggestion  I  have*  to  make,  which  I  sincerely  trust  will  merit  your  serious  con- 
sideration, is  one  which  may  not  have  been  presented  to  your  Committee  to  date. 

Our  Corporation,  like  many  others,  made  our  facilities  available  to  the  Federal 
(Jovernment  when  the  emergency  arose.  Unlike  some  corporations,  the  type  of 
business  we  did  for  the  Federal  Government  did  not  include  financing  our  conver- 
.sion  to  the  War  Effort  by  the  Federal  Government ;  rather,  we  were  forced  to 
linance  the  conversion  ourselves.  It  is  a  fact,  also,  that  \vhen  the  time  comes  for 
reconversion  to  peacetime  products  we  expect  to  be  called  upon  to  finance  that 
reconversion  as  well. 

It  seems  to  me  that  firms  such  as  ours  .should  be  given  special  consideration 
under  any  law  which  requires  renegotiations,  particularly  in  view  of  the  financial 
hazard  we  risked  in  onr  original  conversion  to  the  War  Effort.  It  is  my  hope  that 
tlie  Congress  will  see  fit,  if  not  in  the  bills  under  consideration  presently  by  your 
Committee,  under  some  future  legislation,  to  permit  us  to  establish  a  fund  whereby 
we  can  finance  the  post-war  conversion  from  our  present  profits. 

On  the  broad  problem  of  renegotiation,  it  is  my  opinion,  and  that  of  my  Corpora- 
tion, that  if  the  profits  of  a  corporation  making  items  for  the  Armed  Forces  do 
not  exceed  the  profits  averaged  by  that  Corporation  during  a  certain  period  previ- 
ous to  conversion  to  the  War  Effort  it  is  not  only  a  waste  of  time,  but  also  unfair 
to  renegotiate  the  contracts  of  that  corporation.  As  we  understand  it.  it  was  the 
will  and  intent  of  the  Congress  that  renegotiaticm  should  be  the  vehicle  which 
could  be  used  by  the  Government  Departments  to  prohibit  any  firm  from  making 
undue  profits  from  the  War  Effort. 

In  cases  where  a  corporation's  profits  exceed  to  any  considerable  extent  the 
percentage  of  profit  made  by  that  corporation  during  the  pre-war  period,  and 
especially  if  20%  of  the  profits  prior  to  taxes  equals  or  exceeds  the  net  profits  of 
the  corporation  during  the  given  pre-war  period,  then  that  corporation's  contracts 
should  be  renegotiated.  Such  profits  surely  indicate  that  the  corporation  is 
benefiting  unduly  as  a  result  of  the  War  Effort,  which,  I  wish  to  reiterate,  was, 
in  my  belief,  the  intended  will  "of  the  Congress. 

We  believe  it  would  be  very  easy  for  the  Congress  to  work  out  a  formula  which 
would  be  fair  to  everyone  concerned  and  which  would  save  an  enormous  amount 
of  time  and  effort  on  the  part  of  the  Government  and  also  on  the  part  of  industry, 
which  is  now  wasted  in  the  renegotiation  of  industrial  contracts. 

In  many  cases  the  amount  now  collected  in  renegotiation  does  not  appreciably 
exceed  the  amount  which  the  corporation  would  have  had  to  pay  in  extra  excess- 
profits  taxes  had  renegotiation  not  resulted  in  a  refund.  This  is  especially  true 
if  one  considers  the  additional  cost  and  inconvenience  of  renegotiation. 

It  is  my  sincere  hope  that  the  Committee  will  favorably  consider  my  sugges- 
tions, so  that  firms  which  are  not  now  unduly  profiting,  as  based  on  their  average 
profit  for  any  given  period  previous  to  the  War,  may  be  exempt  from  renegotiation 
of  their  contracts. 

I  know  that  you  and  your  Committee  understand  fully  that  many  conservative 
citizens  and  institutions,  such  as  widows'  and  orphans'  homes,  other  charitable 
institutions,  etc.,  have  funds  invested  in  corporations,  and  the  existence  of  these 
individuals  and  institutions  depends  upon  the  revenue  derived  from  these  invest- 
ments. The  cost  of  existence  for  the  investors  and  stockholders  in  corporations 
has  increased  just  as  much  as  the  cost  of  living  for  labor ;  yet  labor  has  received 
enormous  increases  in  w^ages.  but  in  many  cases  the  investor  in  corixnations  is 
receiving  a  great  deal  less  in  returns  from  his  investment.    If  these  investors  and 
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Very  truly  yours, 

„         .  -  JR.  ^riLLAE, 

1  resident,  National  Automotive  Fibres,  Inc. 
The  Chairman.  This  completes  the  calendar  for  the  day.  So  far 
as  the  Chair  knows  or  is  aware,  everyone  has  been  heard  or  been  af- 
forded an  opportunity  to  be  heard  on  the  subject  of  renegotiation  who 
has  requested  a  hearing.  Is  there  anyone  here  who  has  requested  a 
hearing  and  has  not  been  afforded  an  opportunity  to  be  hea^dTlf  so 
he  Chair  would  like  to  know  it.  If  not,  this  closes  the  hearings  on 
the  subject  of  renegotiation.  ^ 

Se  S^ JrWe  wiutdjourf  ^""^  *^  ^'^^  ^^"  ""'  '""^  ^'^"™-- 
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